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IF  there  be  one  set  of  men  more  than  another  to  whom  the 
aadying  gratitude  of  mankind  is  pre-eminently  due,  it  is  that 
iUMiioQs  band  of  thinkers  in  France,  Italy,  Great  Britain,  and 
%UB.  who  during  the  last  century  founded  the  Science  now  usually 
aU  Kcooomics,  and  brought  about  that  great  revolution  in 
opBKB  which,  after  a  long  and  arduous  struggle,  finally  established 
ae  doctrines  of  Free  Trade  in  this  country.  Lord  Macaulay 
jdnrrci  that  the  two  greatest  and  most  salutary  social  revolutions 
viad^  have  taken  (>lace  in  England,  were  those  which  in  the 
^arccntfa  century  put  an  end  to  the  tyranny  of  nation  over  nation, 
ttd  vhich,  some  generations  later,  put  an  end  to  the  property  of 
si£  2  cue  .  but  to  these  may  be  added  a  third— not  less  great,  and 
:«  dtu  ulutary  than  the  other  two — that  great  revolution  in  the 
4eu  Of  :ne  age,  which  abolished  for  ever  the  property  of  one  set 
i  ac£  in  the  industry  of  others. 

E.!  however  dce|)  the  gratitude  which  is  due  to  these  immortal 
•Artery  ind  however  warmly  we  may  acknowledge  it,  it  is  given  to 
X  acr..  however  illustrious,  to  arrest  the  progress  of  thought,  and 
'^  apoK  Imiits  upon  science.  It  is  the  sacred  duty  of  those  in 
wrrgrdip^'  generations  who  would  aspire  to  walk  in  their  steps,  to 
^  sDd  ctamme  their  doctrines  by  the  light  of  further  experience, 
as  :bey  eaamined  the  doctrines  of  their  predecessors,  and  to 
00  the  sdcnce  from  where  they  left  it 

J:  his  thus  happened  that  nearly  every  science  has  undergone  a 
'mifieu  translbrmation  from  the  mode  in  which  it  was  conceived 
'?  tt  tbuadcn,  and  there  is  besides  in  every  science  a  certain  stage 
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at  which  it  becomes  necessary  to  introduce  more  powerful  and 
refined  methods  of  investigation^  more  comprehensive  forms  oT 
expression,  and  more  minute  and  exact  observations. 

Highly  as  we  may  esteem  the  great  Economists  of  this  and  other 
countries,  it  is  essential  to  remember  the  character  of  the  great 
Economical  contests  up  to  the  present  time.  They  have  been 
almost  entirely  destructive.  The  first  Economists  found  the  public 
mind  and  the  administration  infected  with  an  immense  mass  of 
rooted  prejudices,  errors,  and  abuses.  Their  first  efforts  were, 
therefore,  naturally  directed  to  sweep  these  away;  to  beat  down 
and  abolish  false  doctrines  of  all  sorts;  to  extirpate  bad  and 
mischievous  laws  interfering  with  the  natural  order  of  things; 
to  abolish  legislative  interference  with  wages,  with  prices,  with  the 
interest  of  money,  and  with  the  commercial  intercourse  of  nations; 
to  establish,  in  fact,  freedom  of  contract  and  exchange.  And  in 
this  Economists  of  all  nations  are  agreed. 

The  repeal  of  the  Com  and  Navigation  Laws  in  England  may  be 
regarded  as  the  consummation  of  the  destructive  era  of  Economical 
Science  in  this  country.  We  have  now  arrived  at  a  new  and 
distinct  phase  of  the  Science;  that,  in  fact,  at  which  the  period 
of  destruction  has  ended,  and  that  of  construction  has  come. 

With  that  great  practical  work  before  them,  which  it  required 
three-quarters  of  a  century  to  accomplish  in  this  country,  it  is  not 
very  surprising  that  Economists  have  not  hitherto  given  any  very 
close  attention  to  settle  the  exact  foundations  of  the  Science.  The 
early  treatises  are  filled  with  long  controversies  and  discussions, 
which,  though  indispensably  necessary  at  that  time,  may  now  be 
dismissed  in  a  few  lines. 

But  while  Economists  of  all  schools  are  agreed  on  what  was  the 
destructive  portion  of  their  Science,  when  we  come  to  the  positive, 
or  constructive,  Science,  this  agreement  is  at  an  end.  Nothing  can 
be  more  lamentable  or  astonishing  than  the  differences  of  doctrine 
and  the  antagonism  of  Ex:onomists  on  almost  every  point  in  the 
Science,  so  as  to  create  a  widely-spread  impression  that  there  is  no 
such  intelligible  Science  at  all  as  Economics. 
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It  is  well  known  that  each  of  Jthe  physical  sciences  which  have 
attained  such  magnitude  and  extent  in  modem  times,  and  which 
bfe  produced  such  admirable  results,  have  been  brought  to  their 
proeDt  state  of  perfection  by  extraordinary  labour  having  been 
botowed  in  ascertaining  and  settling  their  first  elements,  namely, 
thdr  definitions  and  axioms,  or  accurate  conceptions  and  expressions 
of  the  objects  they  treat  about,  and  the  general  laws  which  regulate 
tbeir  relations  to  each  other. 

fiat  it  has  not  always  been  sa  These  wonderful  sciences  were 
ODce  in  a  very  different  state.  The  modem  plan  of  teaching  a 
idence  only  in  its  existing  state,  no  doubt  imparts  a  vast  amount  of 
actual  knowledge.  But  as  a  mental  discipline,  or  as  a  matter  of 
education,  the  History  of  Science  is  of  enormous  value,  and,  we 
yentare  to  say,  is  far  too  much  neglected. 

Many  persons  can  acquire  a  considerable  amount  of  actual  know- 
ledge, and  yet  derive  but  little  benefit  from  it.  But  to  study  the 
History  of  Ideas  on  the  subject,  to  understand  clearly  the  principles 
of  the  different  controversies  which  have  been  waged,  to  com- 
prehend why  one  set  of  ideas  prevailed  over  another,  is  an 
educational  exercise  of  immense  utility,  which  is  almost  entirely 
neglected.  Few  persons  are  aware  of  the  wrecks  of  the  fierce 
controversies  which  lie  buried  beneath  the  calm  and  placid  surface 
of  modem  Science,  like  those  of  mighty  armaments  beneath  the 
summer  sea. 

Many  persons  are  apt  to  think  that  controversies  in  Economics 
are  mere  logomachy,  vain  and  unprofitable  disputes  about  words, 
and  of  no  real  consequence.  They  are  apt  to  think  that  the 
Physical  Sciences  treat  about  things,  and  Economics  only  about 
vords,  but  those  who  think  so  display  a  total  want  of  knowledge  of 
the  History  of  Science.  The  early  history  of  all  sciences  is  full  of 
controversies  about  the  meaning  of  words.  Many  may  think  that 
Physical  Science  being  about  things,  there  is  no  difficulty  in  giving  a 
oame  to  what  is  seen  so  readily.  This  is  a  lamentable  error.  On 
the  contrary,  it  almost  invariably  happens  that  names  get  into  a 
*acnce,  and  acquire  a  position  in  it,  before  anyone  can  give  2A\ 
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exact  definition  of  their  meaning.  Thus  the  words  MemetUmm^  Vie 
Vfva^  Uniform  Farce^  AmkroHmg  Ferce^  and  several  others  acquired 
a  position  in  Mechanics  befixe  anjrone  coold  tell  what  they  really 
meant,  and  all  the  philosophical  world  of  the  day  was  engaged  in 
the  wordy  war  to  settle  their  meaning,  and  obtain  true  definitioni : 
consequently,  it  is  an  entire  enor  to  suppose  that  controversies  in 
Physical  Science  are  not  about  words.  On  the  contrary^  it  was  in 
the  true  definitions  of  words  that  the  whole  foundations  of  the 
sciences  were  laid,  and  it  was  just  because  all  the  great  mathema- 
ticians of  the  day  so  thoroughly  understood  the  supreme  unprntanoe 
of  ascertaining  the  true  meaning  of  words,  and  fought  out  the 
meaning  of  each  separate  term  with  such  perseverance,  that  they  at 
length  arrived  at  such  an  unanimity  of  agreement,  and  these  contro- 
versies have  now  been  almost  forgotten.  There  was  a  time,  then, 
when  what  are  called  the  exact  sciences  had  not  attained  that  rank. 
They  were  once  matters  of  opinion^  and  not  of  demonstration,  and 
they  only  attained  the  rank  of  demonstrative  truth,  because  each 
separate  word  and  each  separate  principle  was  thoroughly  discussed 
and  settled. 

And  why  has  Economics  not  yet  attained  the  same  rank  as 
Mechanics  as  an  exact  Science?  Because  the  same  care  has  never 
yet  been  given  to  settle  its  definitions  and  axioms.  Economics  is 
now  like  Mechanics  in  its  early  stages,  overrun  and  infested  with 
words  whose  meaning  has  never  yet  been  settled  on  certain  prin- 
ciples, and  which  are  never  almost  used  by  any  two  writers  in  the 
same  sense — nay,  even  none  of  the  most  popular  writers  are  con- 
sistent with  themselves.  The  men  who  have  cultivated  Economics 
are  probably  of  as  great  natural  ability  as  those  who  have  cultivated 
Physical  Science,  of  course  with  the  exception  of  a  few  unapproach- 
able examples.  Why,  then,  have  they  not  come  to  the  same 
unanimity  of  opinion  as  their  brethren  ?  The  simple  reason  is  that 
they  have  not  adopted  the  only  means  which  could  by  any  possi- 
bility ensure  success,  namely,  a  thorough  discussion  and  settlement 
of  the  meaning  of  words.  Nay,  they  have  systematically  despised 
it.      Now  what  the  words  Momentum^    Vis    Viva^  &c.,  were  to 
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m  iu  etriy  ilages»  that  WeaUk^  Vahu^  Currtmcy^  Credit^ 
Cifmi^  Ac,  are  at  the  present  day  to  Economka. 

Aad  ii  k  lor  this  very  reasoo  that  many  suppose  that  Economics 
OHHC  be  made  an  enct  Science,  because  the  only  means  by  which 
c  on  be  made  so  have  been  systematically  neglected.  Many 
■ppQse  that  there  is  no  need  for  such  a  thing :  matters  will  go  on 
jM  the  same,  they  think,  for  all  the  disputes.  But  the  same  may 
ir  aid  of  Physical  Science.  A  man  may  be  an  excellent  seaman, 
ad  fee  be  entirely  ignorant  of  the  mechanical  principles  which 
the  piogress  of  his  ship.  But  is  there  no  use  in  the 
of  Mechanics?  So,  doubtless,  a  man  may  be  an  exceUent 
banker,  and  a  very  successful  merchant,  without  any 
rwkdjgi  of  Economics:  and  yet  is  there  no  use  in  the  Science 
:f  Economics? 

Xov  Ecooomics  is  based  upon  certain  fundamental  concepts  or 
jriiitiutii,  and  axioms  or  general  laws,  just  as  Mechanics  is,  and 
>t  icnbag  these  with  as  great  care  as  is  done  in  Physical  Science, 
s  aay  be  raised  to  the  rank  of  an  exact  Science.  And  yet  there 
mt  «mcr»~of  no  mean  acquirements,  too— who  entirely  discourage 
kx*  A  ccxirK  of  proceeding ;  who  consider  such  attempts  as 
xts&£uc«  xrA  mere  waste  of  time ;  who  would  admit  that  in  every 
•JOnKs  tnnch  ui  human  knowledge  clear  and  precise  technical  terms 
irt  UAoiatcly  indispensable;  and  yet,  in  Economics  alone,  think 
as  no  need  of  amything  of  the  sort, 
the  nature  and  extent  of  the  Science  itself,  and  the 
of  mvcstigatioo  proper  to  it,  the  fundamental  concepts  are 
'^msk^  I'sime^  Cftdii^  Capital^  I^rodudwrn^  Consumption^  Currtncyy 
Mmty,  /VskA  and  many  others.  It  might  naturally  have  been 
o^ccted  that,  as  these  terms  are  means  by  which  discussions 
m  cvned  on,    Econombts   would   have   been   agreed   upon  all 

Oa  the  contrary,  there  is  no  agreement  among  Economists  upon 
«y  one  of  them.  They  are  entirely  at  \'anance  with  each  other,  not 
aiy  as  CO  the  nature  and  extent  of  the  Science,  but  even  as  to  the 
of  investigation  proper  to  it     No  Economist  has,  hitherto. 
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attempted  to  fix  the  Amdamental  concepts  of  Eoonoiiiioi  on  me 
and  certain  scientific  prindplei,  ■§  diote  of  Meduuiics  have  been 
done.    Excellent  as  are  rnaaj  of  Aeir  refiitations  of  previous  eROi% 
they  have  never  yet  made  any  attempt  to  give  an  exposition  of  the* 
facts  of  the  Science  to  fimn  Hie  foundation  of  a  theoiy.     Now.  ■■ 
the  phenomena  of  Economics  are  all  prodoced  by  the  actions  oC 
men,  if  the  same  care  were  taken  to  ascertain  these  fiurts  and  tQ 
express  their  relations   in   the  same  aocoiate  and  genemlised 
language  as  is  done  widi  regard  to  those  of  Physical  Scjene^ 
Economics  might  be  made  a  science  as  certain  as  any  Physicd 
Science. 

The  first  thing,  then^  that  is  wanted,  is  to  introduce  into  ffae 
Science  the  spirit  of  true  Generalisatimi — the  generalisation  of  its 
fundamental  concepts,  and  the  generalisation  of  its  axioms  or 
its  general  principles,  by  die  acknowledged  canons  of  Inductive 
Logic 

When  Galileo  began  to  study  Natural  Philosophy,  he  put  aside 
Afathematics,  not  thinking  that  there  could  be  any  connection 
between  the  two  —  a  sentiment  which  appears,  too,  in  Bacon. 
Afany  persons  at  the  present  day  think  that  there  is  no  connection 
between  Economics  and  Natural  Philosophy.  They  are  in  just  as 
great  an  error  as  Galileo  and  Bacon  were.  Economics  is  a  science 
of  causes  and  effects  numerically  measured,  produced  by  the 
properties  of  men,  and  its  types  and  standards  of  reasoning  are 
to  be  found  in  the  sciences  which  treat  of  the  causes  and  effects 
produced  by  the  properties  of  material  substances.  In  both  equally 
the  Inductive  Logic  reigns  supreme.  The  same  general  method  of 
investigation  is  common  to  both,  and  there  is  the  same  hope  and 
encouragement  to  expect  success  that  the  Athenian  orator  gave  to 
his  countrymen  because  their  failure  arose,  not  from  the  nature 
of  the  thing,  but  from  their  own  errors.  So  it  is  with  Economics. 
The  lamentable  state  in  which  it  is  at  present  does  not  arise  from 
the  nature  of  the  Science  itself,  but  fix)m  its  method  of  treatment 

By  paying  the  same  attention  as  Physicists  have  done  to  obtain 
true  concepts  and  axioms  from  reality  itself  by  proper  methods,  and 
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*<<  bf  irbitrary  dogmatism ;  by  proceeding  step  by  step,  definition 
:■>  drimition,  axiom  by  axiom,  principle  by  principle,  in  due  and 
T3p(r  order ;  by  maintaining  a  proper  unity  of  conception  and 
laapk  from  the  beginning  to  the  end,  it  will  be  found  that  a 
«  tad  magnificent  edifice  of  Demonstrative  science  may  be 
'=^  ap.  Economics  will  emerge  from  the  turbid  regions  of  con- 
-Titny  as  clear  and  precise,  as  sharply  defined,  and  as  capable  of 
Q$  erected  into  an  exact  science,  as  any  other  whatever ;  it  will 
"XT  a  grandeur,  a  precision,  and  a  compass  never  yet  thought  of. 
I'Tv  Inductive  Science,  the  connecting  link  between  Physical  and 
!  :n:  >acnce,  will  be  created,  and  a  new  monument  raised  to  the 
r-oscinj  glor\  of  the  Monarch  of  Philosophy. 


Book   I. 


ON  THE  NATURE  AND  HISTORY  OF  ECONOMICS 


CHAPTKR  I. 

OK  THE  METHOD  OF  INVESTIGATION  PROPER  TO 

ECONOMICS. 

^  '^k\ii.N-  -Bacox-  J.  B.  Say — J.  S.  Mili- 

f  :.,  H  f^r,  ./iii'ms  the  Doctrine  of  the  Continuity  of  Sciena, 

*Ahln  the  greatest  Moral  Philosopher  of  anti(iuity  attempted 

•   .^Tc:  the  rhy&ical  Science  of  his  day,  he  found  that  it  was 

:*■  <  rairs  of  confusion,  a  mass  of  baseless  dogmatising  and  vain 

■^  .a*^  -r.      He  called  off  his  disciples  in  blank  despair  from  such 

::'  :u'  >  Ultour,  and  bade  them  devote  themselves  to  the  study 

V!  ri,  >«  icnce.  which  was  within  their  comprehension,  and  to 

'X"    .%:  «o  much  of  Natural  Science  as  to  know  when  to  sow,  and 

'•*     m  i  to  vail.     Nay,  he  considered  those  who  engaged  in  such 

.:   c<>n:f;mpbtion  as  wanting  in  good  sense.     He  used  to 

.  V  m-.v.vf   iuih  piTsons  thought  they  already  knew  enough 

.    i'  jrr^.r*  l<ef«jre  they  protx'eded  to  such  sul)jects  of  medita- 

■'ir  ::.-.u»;ht   that  men  could  never  tome  to  a  satisfactory 

'    .;   ■•  -  n  "jt  h  jKunis.  because  those  who  most  prided  themselves 

-  r   *•  .aIciIk'c  were  altogether  at  variance  with  each  other. 

.■4.T .  »   c::.cr  those  even  who  studied  celestial  phenomena,  and 

-  •  '  i  ::.c  laws  which  governed  all  things,  fancied  they  would 
^  .  :  V.  :  rodwi  c.  at  their  pleasure,  wind,  rain,  changes  of  the 
X  \\  _4  riKT.  who  have  learnt  meihaiiical  arts  can  produce  what 
n  ■«- !.  A^  f<ir  himself,  he  would  abandon  all  such  vain 
*•  .a-x:\,  »L.<h  could  never  have  any  practical  utility,  and  turn 

-  ^ifT !:  n  er.tircly  to  moral  and  <  ivil  philosophy,  and  all  things 
*-*  1  v-f  rrr.td  n.ankmd.  Thus  Physical  and  .Moral  Science  were 
■c  l.v  .:.  cd  i:i  aiK  lent  times,  and  for  twenty  centuries  it  was 
.*>'«■:  v-it  !:icre  was  no  connecticm  between  them. 

:    fcw:      .f    l;ji««»ri.   greatly   wiser- -and    for   this   he   has  never 
^-•<-;  *:  t  tf.ouvindth  }art  of  the  <  redit  that  i>  due  to  him — hi 
«  ":ur.t^.  i-*  ftOf^acity  lu  |»erieive  that  in  Natural  Science  are  to 
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found  the  types  and  standards  of  reasoning  which  are  to  guide  us  in 
Moral  and  Political  Science.  He  inculcates  the  study  of  Physiot 
Science,  it  is  true,  for  its  own  sake,  but  not  for  its  own  sake  onlyi 
but  as  the  foundation  of  Moral  Science.  It  is  his  transcendant 
merit  to  have  perceived  and  proclaimed  with  the  voice  of  a  trumpet 
the  grand  doctrine  of  the  continuity  of  the  Sciences.  And  we  mnit 
be  the  more  earnest  in  defending  the  just  title  of  Bacon  to  this 
glorious  discovery,  because  the  admirers  of  Auguste  Comte  have 
claimed  for  him  the  originality  of  the  idea.  But  we  shall  shew 
abundantly  that  Bacon  was  the  true  discoverer  of  the  doctrine. 
With  Physical  Science  not  in  a  very  much  better  state  than  it  was  in 
the  days  of  Socrates,  Bacon  not  only  did  not  discountenance  it,  bat 
he  had  the  miraculous  sagacity  to  perceive  that  the  way  to  true  and 
certain  reasoning  in  Moral  Science  lay  through  Physical  Science 
He  complains  bitterly  of  the  mutual  damage  to  the  Sciences  by  their 
separation,  and  the  neglect  of  Natural  Philosophy  as  the  great 
nursing  mother  of  them  all  ''And  it  is  a  matter  of  common 
discourse  of  the  chain  of  sciences,  how  they  are  linked  together,  in- 
somuch as  the  Greeks,  who  had  terms  at  will,  have  fitted  it  of  a 
name  of  circle-learning.  Nevertheless,  I  that  hold  it  for  a  great 
impediment  to  the  advancement  and  further  invention  of  knowledge 
that  particular  arts  and  sciences  have  been  disincorporated  firom 
general  knowledge,  do  not  understand  one  and  the  same  thing, 
which  Cicero's  discourse  and  the  note  and  conceit  of  the  Grecians  io 
their  word  circle-learning  do  intend.  For  I  mean  not  that  use  vHiidi 
one  science  hath  of  another  for  ornament  or  help  in  practice,  as  the 
orator  hath  of  knowledge  of  affections  for  moving,  or  as  militai^ 
science  may  have  use  of  geometry  for  fortifications ;  but  I  mean  ft 
directly,  of  that  use  by  way  of  supply  of  light  and  information,  lAich 
the  particulars  and  instances  of  one  science  do  3rield  and  present  fo 
the  framing  or  correcting  of  the  axioms  of  another  science  in  their 
very  truth  and  notions.  And  therefore  that  example  of  oculists  and 
title  lawyers  doth  come  nearer  to  my  conceit  than  the  other  two: 
for  sciences  distinguished  have  a  dependence  or  universal  knowledp 
to  be  augmented  and  rectified  by  the  superior  light  thereof,  as  wdl 
as  the  parts  and  members  of  a  science  have  upon  the  maxims  of  the^ 
same  science,  and  the  mutual  light  and  consent  which  one  pait 

receiveth  from  another And  these  are  no  allusions,  but 

durect  communities,  the  same  delights  of  the  mind  being  to  be  found 
not  only  in  music,  rhetoric,  but  in  Moral  Philosophy,  policy,  and 
other  knowledges,  and  that  obscure  in  the  one  which  is  moie 
apparent  in  the  other ;  yea,  and  that  discovered  in  the  one  which  il 
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1  ( fionad  at  all  in  the  other ;  and  so  one  science  greatly  aiding  to 
:-«  nrcntioQ  and  augmenution  of  the  other.  And  therefore  with- 
x:  th:»  mtercourse  the  axioms  of  the  sciences  will  fall  out  to  be 
aniScr  full  nor  true.'*  ^ 

3.  .\fiin,  after  shewing  that  one  cause  of  the  backward  state 
i^  lSc  iciences  was  the  short  period  during  which  they  had  been 
e:*d«L  he  says — *'  In  the  second  place  there  presents  itself  that 
'LK  <A  jCTcat  weight  in  every  way,  namely,  that  during  those  very 
KT^  L".  vhii  h  the  genius  and  learning  of  men  have  chiefly  flourished, 
Nr;.nl  i'hilosophy  obtained  the  least  part  of  human  labour.  And 
&ncr.hclcs9  this  very  thing  ought  to  be  held  to  l>e  the  great  Mother 
-*  >r:;r^cv  For  all  arts  and  sciences  if  torn  from  this  root,  though 
!rr^p«  thr>-  may  be  polished,  and  made  fit  for  use,  yet  they  will 
tui;  ao  further  progress.  ....  And  the  age  during  which  Natural 
;'v.jv..jrh\  wa*  seen  to  flourish  in  Greece,  was  but  a  very  brief  in- 
*ir\i.  i4  tin)c.  for  both  in  the  more  ancient  times,  the  seven  who 
vrr  calicd  the  wise  men,  all  except  Thales,  applied  themselves  to 
VvaJ  r^iluviphy  and  civil  aflfairs,  and  in  later  times  when  Socrates 
^r■  il.>«n  phtKrtophy  from  heaven  to  earth.  Moral  Philosophy 
7nti^rd  more  and  more,  and  turned  the  minds  of  men  from  the 
ft-ir v;;.r.>  of  Nature." -  So  again — "To  this  it  is  to  be  added  that 
^*-'--Ai  J'h:l(>*ophy,  even  among  those  very  men,  who  have  nurtured 
t  u«  v^ncly  e\cr  ol)tained  the  whole  leisure  and  employment 
i  1--1  ".r.  c^;»n  ully  in  these  later  times;  except  perhaps  some 
t*'-.--  *  ol  i  n^'r.k  in  his  cell,  or  a  gentleman  s|>ecu latin j;  in  his 
•  ftrii  r."\^%c.  Hut  the  PhiK»sophy  of  Nature  has  been  made  as  it 
»r?  1  ;a^va«.e  ar.d  a  brid^re  to  something  else.  .Vnil  so  this  great 
V:f.vr     :   :hv  S<  :ences  has  been  with  won«!erful  indignity  thrust 

i^z  :  ■  the  or-.ce  of  a  handmaid Meanwhile   let   no  one 

a;c-:  n:,h  ;«r.  treNS  in  the  sciences  (espe(i.illy  in  the  practical 
ptr  :i  t^ATii'  unlcw  Natural  Philosophy  be  applied  to  each 
tc^  •:  -1:  M  ics*  e,  and  cath  {articular  scieme  be  referred  again  to 
ViT-Ti  !'r..;»v;hy  Hence  it  is  that  aNtronoiny,  opt  us,  music, 
ttoK  :i  !hr  nio  hanw  al  arts,  medicine  itself,  and  -  what  one  might 
•  ►r.]-r  At  Mmkai.  am»  Poi.iiicai.  Phii.o>. .ihy,  logical 
r\  r-4\i  M  ari  cly  any  depth,  but  only  glide  over  the  surface  of 
«  cs^'  T-Jc  ot  ih;!ij;N,  !>crau-e.  after  these  se] Pirate  sciences  have 
i  :t»  c  d:^tri!.;::ci!  and  erected,  they  are  no  loiijjer  iiouri>hed  by 
k.  p  ..•**  .;  hv.  Therefore  it  is  not  the  least  stran.:e  if  m  iences 
:-.  ;■•  '.re^*  «hin  they  are  torn  from  their  roots.' 
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4.  So  also — "  And  here  it  may  be  repeated  what  was  said  abofc^ 
about  the  application  of  Natural  PhUosophy,  and  that  each  separate 
science  must  be  referred  to  that  again,  that  the  sciences  may  not  be 
severed  and  cut  off  from  the  tnmk.  For  without  this  little  progiCM 
is  to  be  hoped  for."^  And  again — **Some,  too,  may  doubt  nther 
than  object,  whether  we  speak  of  Natural  Philosophy  only,  or  duft 
the  other  sciences,  logic,  ethics,  politicSy  are  also  to  be  brought  to 
perfection  by  the  same  method  But  most  assuredly  we  mean  what 
we  said  to  apply  to  them  all ;  and  as  the  common  logic  whidi  acts 
by  syllogism  affects  not  only  the  natural,  but  all  sdenceSi  so  also 
ours  which  proceeds  by  induction,  embraces  them  alL  For  we  fbnn 
a  history,  and  tables  of  discovery  of  anger,  fear,  shame,  and  the  like^ 
also  of  examples  in  Politics,  so  also  of  affections  of  the  mind,  &c** 

So  again — "  Let  us  now  come  to  that  knowledge  to  which  the 
oracle  of  old  leads  us — namely,  the  knowledge  of  oursdves,  upon 
which,  as  it  touches  us  the  more  nearly,  the  more  diligence  is  to  be 
bestowed.  This  knowledge  is  for  men,  the  aim  and  the  object  of  all 
knowledges,  but  it  is  only  a  portion  of  Nature.  And  let  this  be  laid 
down  as  a  general  rule,  that  all  divisions  of  sciences  be  so  understood 
and  applied  that  they  may  rather  mark  and  distinguish  them,  than 
separate  and  divide  them,  so  that  we  may  always  avoid  a  break 
of  continuity  in  the  sciences.  For  the  contrary  mode  has  made 
each  separate  science  barren,  empty,  and  erroneous,  since  they  were 
not  nourished,  supported,  and  corrected  by  the  common  fountain 
and  aliment."^ — "We  have  laid  down  that  this  is  the  function  of 
Natural  Philosophy,  to  be  the  common  mother  of  the  sciences."  ^ 

5.  It  was,  then,  the  matchless  and  undivided  merit  of  Bacon  to 
discover  that  the  same  great  fundamental  principles  of  reasoning 
govern  all  departments  of  human  knowledge,  and  that  genend 
principles  of  Logic  govern  particular  sciences  with  a  higher  authority 
than  belong  to  these  particular  sciences.  It  has  long  been  observed 
that  the  genius  of  the  Platonic  Philosophy  is  essentially  Inductive. 
Only  Plato  applied  the  Inductive  method  to  the  ideas  of  the  Moral 
world ;  Bacon  in  the  first  instance  to  those  of  the  Physical  world. 
But  the  genius  of  the  Philosophy  of  each  is  identical  t  The  sublime 
discovery  of  Bacon  was  that  Physical  Inductive  Science  must 
precede  Moral  Inductive  Science:  that  Natural  Science  is  the 
nursing  mother  of  all  science,  and  that  in  it  are  to  be  found  the 
types  and  standards  of  reasoning  to  which  all  other  reasoning  is  to 
be  referred ;  that  it  is  the  xaiSaywyo?  to  lead  us  to  the  study  of  Monl 

*  AW.  Crg.  bk.  i.  aph.  107.  *  Noz*.  Org,  bk.  i.  aph.  127. 

*  De  Augment  is  t  lib.  i.  c.  I.  ^  De  Augm.  lib.  iii.  c  4. 
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NTocc  He  procUiined  the  union  between  Ideas  and  Reality, 
:  «^Jch  nothing  earthly  was  comparable,  which  was  the  sole  hope 
t  uummg  true  tdencey  and  in  consequence  of  the  divorce  between 
ficsi.  the  whole  fabric  of  human  knowledge  as  then  existing  was 
if  «oiDc  raagQi6cent  structure  without  any  foundations. 

It  has  indeed  been  the  fiishion  of  some  writers,  lately, 
•vnubcally  to  depreciate  the  merits  of  Bacon,  and  some  almost 
ns  !o  go  the  length  of  denying  him  any  merit  at  all,  because  it 
ir'<\  be  fthown  that  the  Novum  Organum  had  any  direct  influence 
■'  !bc  progress  of  physical  discovery.  'He  made  no  discover)* 
.=:<<X  And  the  progress  of  physical  science  would  have  been  just 
\  m!  if  he  had  never  written.  Even  if  these  assertions  were 
-.r. ::  would  not  in  the  least  diminish  the  lustre  of  that  work.  No 
^  can  Ciiriy  appreciate  the  merit  of  that  work  who  is  not  well 
:a.n:cd  with  the  absurdity  of  the  grounds  upon  which  the 
'U-Locd  opinions  of  his  day  rested.  Bacon  saw  through  thb, 
T*\  6«coTcred  the  weakness  of  the  grounds  of  the  current  belief 
"  X  clearness  and  penetration  truly  surprising.  One  reason, 
cr*a:it«  «hy  he  may  not  have  received  his  due  share  of  credit  is, 
u:  ^c  overrated  the  power  of  his  Logic :  and  supposed  that  by 

*  remi  dxsccn-erics  could  be  made,  so  that  almost  all  minds  could 
%  '.r.cfht  nearly  to  the  same  level,  and  make  discoveries  as  equally 
>  :'rT  c .  u!d  draw  circles  by  compasses.     That  he  entirely  failed  in 

"  .'  tr^c.  and  it  is  probable  that  his  failure  in  that  instance  has 

-  •  '-^r  c  rncrt  in  making  his  real  merits  less  thought  of  than  they 
-rv-ic  Kut  he  failetl  in  this  instance  by  not  observing  his  own 
'.--      F  Of  he  has  lai<l  down  that  the  conceptions  of  a  science  are 

*.*:  ••arEctI  with  exactly  the  same  care  as  the  axioms,  or  general 

-  '•:1-  *      .\r.d  he  fell  into  exartlv  the  same  error  himself  as  he 

'A*.'  i    ->»r.  the   .\ristotclians,  namely,  considering   Ix)gic  as  an 

irr.r-::::  ./f  «!iscovery.     Whereas  the  fundamental  ronceplion  of 

■••:    .*    '•' t   the   sriencc  of  iiisctr.frin.^  truth,  but   the  science  of 

^C*':  «"C:J*-er  or  not  certain  alleged  discoveries  are  true.  Ix)gic 
1  ^*<  « :rT:cc  of  JuJc^tent,  and  not  an  art  of  discover)*,  nor  even  an 
r  ^c  rraioning.  The  faculty  of  proposing  notions,  or  ideas,  or 
wv  Of  rcas«in<s  l>elong$  to  the  Ima^nation  or  the  Invention:  but 

-  th«eK  ideas,  conceptions,  or  laws,  must  ho.  sul)mitted  to  the 
Xmlz^    a  the  Rfds.^n,  or  /-*x/i',  before  they  can  be  finally  admitted 

^<  true.  And  it  is  the  province  of  I-ogic  to  discover  and  apply 
K  :nss  which  any  conception,  or  axiom,  must  satisfy  before  it  can 
r  kfsrned  to  be  true.     Cicero  has  descrilnrd  once,  and  for  ever, 

*  srae   foaction  of  l»gic. — *•/«  A/r  arte,   si  nuu/o  est  htec  ars. 
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nullum  est  preceftum  quo  modo  verum  ittoeniatur^  sed  iantum  est  fuo 
modo  JUDicBTUR."^  When,  therefore,  we  sepante  iriiat  fidls  widiia 
the  limits  of  this  conception  from  what  transgresses  it;  iriien  we 
consider  that  in  his  day  there  was  not  a  single  science  from  whidi  he 
could  draw  his  observations,  there  is  no  candid  mind  but  must  be 
astonished  at  his  penetration  and  sag^ty  in  anticipating  and 
constructing  the  Science  of  Sciences.  For  the  Ntnmm  Offfsmtm  is 
not  the  science  or  the  art  of  discovery,  but  it  is  the  TXmj  of 
Theorising^  or  the  Theory  of  Generalisation:  it  is  the  science  and  the 
art  of  judging  and  deciding  whether  the  conceptions  and  the  axioms 
of  the  various  sciences  are  true.  Bacon  did  something  fiur  hiigher 
than  creating  any  single  science;  he  creatko  ths  scibmcs  or 
CREATING  SCIENCES.  No  oue  Can  dispute  the  merit  of  Aristotle  in 
discovering  the  syllogistic  mode  of  reasoning,  nor  can  blame  him 
because  his  injudicious  followers  pushed  it  fiur  beyond  what  he  ever 
intended.  But  Aristotle  founded  his  system  iniuctivdy:  he  framed 
it  by  observing  what  examples  of  reasoning  were  acknowledged  to 
be  valid  by  common  consent  Bacon  founded  his  system  i  priori^ 
with  no  single  instance  of  an  Inductive  Science  in  existence.  He 
made  no  claim  to  have  created  a  science,  but  only  to  have 
proclaimed  the  only  true  method  by  which  a  science  could  be  created. 
And  though  no  doubt  additions  have  been  made  to  Inductive  Logic 
in  modem  times,  yet  the  amount  of  success  he  achieved  is  truly 
marvellous.  By  a  curious  whim  of  fortune,  the  chief  of  the  school 
of  it  priori  reasoners  founded  his  system  inductively :  the  chief  of 
the  school  of  Inductive  Logic  founded  his  sjrstem  d.  priori. 

7.  And  this  great  discovery,  first  seen  and  proclaimed  by  Bacon, 
has  been  repeatedly  enforced  by  the  most  eminent  men  since. 
Thus,  Newton  says  that  an  extension  of  our  knowledge  of  the  laws 
of  Natural  Philosophy  would  certainly  extend  our  knowledge  of  the 
laws  of  Moral  Philosophy.  So  Bishop  Butler  says — "There  is  much 
more  exact  correspondence  between  the  natural  and  the  moral  world 
than  we  are  apt  to  take  notice  of.''  And  the  most  celebrated 
metaphysical  writers  of  the  last  century  held  the  same  doctrine. 

8.  The  earliest  school  of  Economists  in  modem  times  acknow- 
ledged the  same  principles.  Seeing,  as  is  explained  in  a  subsequent 
section,  the  intolerable  misery  under  which  their  country  groaned,  a 
few  righteous  and  generous  philosophers  struck  out  the  idea  that 
there  must  be  some  natural  science,  some  principles  of  eternal  truth, 
with  regard  to  the  social  relations  of  mankind,  the  violation  of  which 
was  the  cause  of  that  hideous  misery  which  afflicted  their  native 

*  De  OrtUore,  ii.  38. 
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Althoogh  thqr  did  not  in  all  respects  succeed,  and  were 
hji  hasty  in  laying  down  general  principles,  so  that  in  fact 
y  pive  their  philosophy  too  much  the  air  of  d  priori  dogmatism, 
ucT  ocTcnhelcss  acknowledged  the  doctrine  that  there  is  a  Natural 
Uiral  scieoce,  whence  they  were  called  Physiocrates.  But  this 
oxinac  was  proclaimed  with  much  nnore  earnestness  and  effect  by 

*  E  Siy.  the  French  Economist,  who  however  had  read  Bacon  with 
cr^  extraordinary  carelessness  as  to  say — '*The  Chancellor  Bacon, 

•  V.  vu  the  first  to  teach  that  to  understand  the  processes  of  Nature 
*t  suit  consult,  not  the  writings  of  Aristotle,  but  Nature  herself,  by 
>ix>.-us  observations  and  well-contrived  experiments,  was  entirely 
«r-  *i£:  that  the  same  method  was  applicable  to  moral  and  political 
KTicrxev  and  that  it  would  obtain  the  same  success  in  them  ! !  **  ^ 
■  Atwrf  over,  however,  this  extraordinary  statement,  he  says : — "  In 

■  Txal  txonomy,  as  in  Physics,  and  in  everything  else,  men  have 
susit  n-sums  before  establishing  truths;  that  is,  they  have  published 
*i  *.^;:h  unf^Dondcd  conceptions  and  pure  assertions.  Afterwards 
u.?^  i;  ;.Iicd  to  this  science  the  methods  which  have  contributed  so 
r.u\  i;:>:e  the  time  of  Bacon,  to  the  progress  of  all  the  others, 
.-^  .u  :he  method  of  experiment,  which  essentially  consists  in  not 
^sL^v..?^  as  true  anything  of  which  observation  and  experience 
'•i<r   roc    ;  roved    the   rcahty,   and   as   general    truths   only   such 

&   .*   «s  as  naturally  flow  from  thcni.     This  entirely  excludes 

"  •<  .r    ^«i: c*  and  those  authorities  which  in  science,  as  in  morals, 

:cra:..rc.    and    in    government,    intrude    themselves    between 

•*•  -■. !  the  trLth."'     A^ain — "The  manner  how  thinj;s  are  and 

«  •  .  :  a;  ;*en  rimsiiiutc  what  is  called  the  nature  oj  thifti^s,  and 
•-  •     i'icr*a::on  «»f  the  nature  of  things  is  the  only  foundation  of 

•  T.v       Tr.cncc  sjirin^,  too,  different  kinds  of  sciences:  sciences 

•  '    r.-^}    be   callc'l   descriptive^    which    consist    in    naming   anil 
^.  i..-!^  oVjct :%  like   Hotany  and    Natural    History.     Then  the 

:  :*^  •5/1/j-  S  jcnccs  which  teach  us  the  reciprocal  actions  which 
.  -^  ricr'  :*e  u;on  each  other,  or,  in  other  words,  the  connection 
>r«fc-  eilcrts  and  their  causes,  such  as  Physics  and  Chemistry. 
at:  re-|U.re  tlut  «e  should  study  the  very  nature  of  tlungs, 
r  ::  xs  L>y  virtue  of  their  nature  that  they  act  and  {rtxluci* 
'Ji^r  cfc^u  It  \s  bctauM:  it  is  the  nature  of  the  sun  to  lie  luminoiis, 
Aj-i:  '  \\t  u^jOix  to  Ix*  o|ia({ue,  that  when  the  moon  passes  Ik  lore 
:^  f.r.  !he  Litter  is  ctli|)sed.  A  careful  analysis  sorneiitnci  is 
rstr.'^\  to  inf'/rm  us  of  the  nature  of  a  thing  :  sonietitncs  it  is  only 


» • 
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clearly  made  known  to  us  by  its  effects ;  and  when  we  cannot  derise 
experiments  on  purpose,  observation  is  in  every  case  necessary 
confirm  what  analysis  can  teach  us. 

"These  principles  which  have  guided  me  will  assist  me 
distinguish  two  sciences  which  have  been  almost  always  conrounded 
— Political  Economy,  which  is  an  experimtnial  science,  and  Staiistidi 
which  is  only  a  descriptive  science. 

"Political  Economy,  as  it  is  studied  at  present,  is  entirely  founded 
on  facts  :  because  the  nature  of  things  is  a  fact,  as  well  as  the  rcsuIS 
which  flows  from  it.  ,  .  .  Political  Economy  is  established 
impregnable  foundations  as  soon  as  its  fundamental  principles  are 
rigorous  deductions  from  general  undoubted  facts." 

9.  We  have  now,  we  think,  offered  ample  evidence  to  shew  thiS 
the  great  doctrine  discovered  and  proclaimed  by  Bacon, 
Physical  Science  is  the  true  basis  of  all  science,  was  admitted 
acknowledged  to  be  true  by  a  long  line  of  illustrious  tnen, 
among  others  by  the  cultivators  of  the  new  science  which 
into  existence — Political  Economy.  How  far  they  succeeded  in 
realizing  this  conception  is  quite  another  matter.  The  great  pmnt 
was  that  the  principle  was  admitted,  and  carried  within  itself  die 
method  of  judging  and  correcting  any  special  enors  that  might  be 
made  in  any  particular  science. 

Self-contradiction  of  John  Stuart  Mill  as  to  the  Method 
of  Investigation  proper  to  Economics. 

I.— Mill  says  thai  the  Inductioe  is  the  only  proper  Method 
to  investigate  Economics. 

10.  The  doctrine,  then,  that  the  same  spirit  of  philosophizing  i> 
common  to  physical  and  moral  science,  had  now  become  one  of 
the  recf^nised  dogmas  of  Philosophy.  We  need  not  quote  othen, 
but  we  may  observe  that  Mill  follows  exactly  the  same  Strain  as  the 
preceding  writers.  He  says — "The  backward  state  of  the  Moral 
Sciences  can  only  be  remedied  by  applying  to  them  the  methods  of 
Physical  Science  duly  extended  and  generalized."'  And  again— 
"  In  scientific  investigation,  as  in  all  other  works  of  human  sklU,  the 
way  of  attaining  the  end  is  seen,  as  it  were  instinctively,  by  superior 
minds,  in  some  comparatively  simple  case,  and  is  then,  by  judidouf 
generalization,  adapted  to  the  variety  of  complex  cases.  Wc  leam 
to  do  a  thing  in  difficult  circumstances  by  attending  to  the  maniwr 
in  which  we  have  spontaneously  done  the  same  thing  in  easy  ones. 

>  logic,  Imok  ri.  Tabic  of  Contents. 
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f        "This  truth  is  exemplified  by  the  history  of  the  various  branches 
'      ol  knowledge  which  have  successively,  in  the  ascending  order  of 
their  complication,  assumed  the  character  of  isciences,   and  will 
doubtless  receive  fresh  confirmation  fi'om  those  of  which  the  scien- 
tific constitution  is  yet  to  come,  and  which  are  still  abandoned  to  the 
uncertainties  of  vague  and  popular  discussion.      Although  several 
other  sciences  have  emerged  from  this  state,  at  a  comparatively 
recent  date,  none  now  remain  in  it,  except  those  which  relate  ta 
man  himself,  the  most  complex  and  most  difllicult  subject  of  study, 
on  which  the  human  mind  can  be  engaged. 

"  Concerning  the  Physical  nature  of  man  as  an  organized  being — 

though  there  is  still  much  uncertainty  and  much  controversy,  which 

can  only  terminate  by  the  general  acknowledgment  and  employment 

of  stricter  rules  of  Induction  than  are  commonly  recognized,  there  is, 

however,  a  considerable  body  of  truths,  which  all  who  have  attended 

to  the  subject  consider  to  be  fully  established :  nor  is  there  now  any 

ladkal  imperfection  in  the  method  observed  in  this  department  of 

science,  by  its  most  distinguished  modem  teachers.     But  the  laws  of 

Mind,  and  even  in  a  greater  degree  those  of  Society,  are  so  far  from 

having  attained  a  similar  state  of  even  partial  recognition,  that  it  is 

still  a  controversy  whether  they  are  capable  of  becoming  subjects 

oC  science  in  the  strict  sense  of  the  term ;  and  among  those  who 

are  agreed  upon  this  point,  there  reigns  the  most  irreconcileable 

diversity  on  almost  every  other.     Here,  therefore,  if  anywhere,  the 

principles  laid  down  in  the  preceding  Books  may  be  expected  to  be 

useful 

"If  on  matters  so  much  the  most  important  with  which  the 
human  intellect  can  occupy  itself,  a  more  general  agreement  is  ever 
to  exist  among  thinkers  ;  if  what  has  been  pronounced  the  *  proper 
study  of  mankind,'  is  not  destined  to  remain  the  only  subject  which 
philosophy  cannot  succeed  in  rescuing  from  empiricism — the  same 
processes,  through  which  the  laws  of  many  simple  phenomena  have 
by  general  acknowledgment  been  placed  beyond  dispute,  must  be 
consciously  and  deliberately  applied  to  these  more  difficult  inquiries. 
If  there  are  some  subjects  on  which  the  results  obtained  have 
finally  received  the  unanimous  assent  of  all  who  have  attended 
to  the  proof^  and  others  on  which  mankind  have  not  yet  been 
equally  successful ;  on  which  the  most  sagacious  minds  have 
occupied  themselves  from  the  earliest  date,  and  have  never 
socceeded  in  establishing  any  considerable  body  of  truths,  so  as 
to  be  beyond  denial  or  doubt ;  it  is  by  generalizing  the  methods 
SQccessfiilly  followed  in  the  former  inquiries  and  adapting  l\\en:k 
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to  the  latter,  that  we  may  hope  to  remove  this  blot  in  tiw 
of  Science."' 

1 1.  In  another  place  Mill  has  given  a  more  particul^  exemplifi^ 
■cation  of  the  analogy  between  Natural  and  Moral  Science — i 
"  Although  the  scientific  airangements  of  organic  matter  affords 
yet  the  only  complete  example  of  the  true  principles  of  rational 
classification,  whether  as  to  the  formation  of  groups  or  of  seriesi 
these  principles  are  applicable  to  all  cases  in  which  mankind  ara' 
■called  upon  to  bring  the  various  parts  of  any  extensive  subject  inta 
mental  co-ordination.  They  are  as  much  to  the  point  when  object 
■are  to  be  classed  for  purposes  of  art  or  business  as  for  those  oi 
science.  The  proper  arrangement,  for  example,  of  a  code  of  lawi^ 
■depends  on  tht^  same  scientific  conditions  as  the  classifications  in. 
Natural  History,  nor  could  there  be  a  better  preparatory  disciplioft;^ 
for  thai  important  function  than  the  study  of  the  principles  of  ft 
Tialural  amn^emeni,  not  only  in  the  abstract  but  in  their  actual' 
application  to  the  cUss  of  phentMnena  for  which  tbqr  were  fim 
elaborated,  and  which  are  itill  the  beat  school  for  leuning  didr 
use."*  And  again — "These  aberrations  in  medical  theory  haw 
their  exact  parallel  in  politics." ' 

13.  Here,  at  last,  we  might  hope  that  we  had  attained  a  sc^ 
foundation.  The  preceding  extracts  contain  as  explicit  and  distinct 
an  aclcnowledgment  as  it  is  possible  for  language  to  do,  that  in 
Mill's  opinion  the  Science  of  Society — of  which  Political  Economy 
is  one  branch — is  to  be  investigated  by  methods  exactly  analogous 
to  those  which  have  already  been  adopted,  and  led  to  such  distin- 
guished success  in  Physical  Science,  and  that  the  only  hope  of 
raising  Social  Science  to  the  rank  of  a  Demonstrative  Science  is  by 
doing  so.  And  when  Bacon,  Newton,  Butler,  Locke,  J.  B.  Say, 
Herschell,  and  Mill  are  unanimous  that  Economic  Science,  as  one 
of  the  Moral  Sciences,  is  an  Inductive  Science,  we  might  hope  that 
the  question  as  to  the  method  of  investigation  proper  to  it  was 
finally  set  at  rest.  We  might  naturally  expect  that  Mill,  who  at 
one  time  was  a  disciple  of  Comte's,  and  who  on  this  point  so  deariy 
maintained  the  same  doctrine,  would  at  last  exemplify  the  doctrine 
in  practice,  and  give  us  a  treatise  on  Political  Economy,  really 
framed  after  the  manner  of  a  Physical  Science,  consciously  and 
deliberately. 

'  Logie,  bk,  iv.  c.  8,  95.  '  Legic,  bit.  v.  c,  6,  |S. 

■  Logic,  bk.  vi.  c.  I. 
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\\.^Mill  says  the  a  priori  is  the  only  proper  Method  to  investigate 

Economics. 

13.  What,  then,  is  our  astonishment  to  read : — "With  the  con- 
sideration of  the  definition  of  a  science  is  inseparably  connected  that 
of  the  philosophic  method  of  the  science ;  the  nature  of  the  process 
by  which  its  investigations  are  to  be  carried  on,  its  truths  to  be 
arrived  at 

"Now,  in  whatever  science  there  are  systematic  differences  of 

opanion — which  is  as  much  as  to  say  in  all  the  Moral  or  Mental 

Sdences,  and  in  Political  Economy  among  the  rest;  in  whatever 

sdeDce  there  exist,  among  those  who  have  attended  to  the  subject, 

what  are  commonly  called  differences  of  principle,  as  distinguished 

from  differences  of  matter  of  fact,  or  detail — the  cause  will  be  found 

to  be  a  difference  in  their  conceptions  of  the  philosophic  method  of 

the  sciences."  ^     Also : — "  In  the  definition  we  have  attempted  to 

frame  of  the  Science  of  Political  Economy,  we  have  characterised  it 

as  assentially  an  abstract  science,  and  its  method  as  the  method  d 

priori.    Such  is  undoubtedly  its  character  as  it  has  been  understood 

and  taught  by  all  its  most  distinguished  teachers.     It  reasons,  and 

as  we  contend  it  must  necessarily  reason,  from  assumptions,  not  from 

furts.    It  is  built  upon  hypotheses,  strictly  analogous  to  those  which, 

under  the  name  of  definitions,  are  the  foundations  of  the  other 

abstract  sciences." ^    Again  : — "This  ought  not  to  be  denied  by  the 

Political  Economist     If  he  deny  it,  then,  and  then  only,  he  places 

himself  in  the  wrong.     The  d  priori  method  which  is  laid  to  his 

charge,  as  if  his  employment  of  it  proved  his  whole  science  to  be 

worthless,  is,  as  we  shall  presently  shew,  the  only  method  by  which 

any  truth  can  possibly  be  attained  in  any  department  of  the  Social 

Science I!"^     Also: — "But  we  go  farther  than  to  affirm  that  the 

method  d  priori  v&  sl  legitimate  mode  of  philosophical  investigation 

in  the  Moral  Sciences — we  contend  that  it  is  the  only  mode.     We 

affirm  that  the  method  d  posteriori,  or  that  of  specific  experience,  is 

altogether  inefficacious  in  these  sciences  as  a  means  of  arriving 

at  any  considerable  body  of  valuable  truth;   though  it  admits  of 

bcmg  usually  applied  in  aid  of  the  method  d  priori,  and  even  forms 

an  indispensable  supplement  to  it"  * 

14.  Now,  we  simply  place  these  extracts  before  our  readers,  and 
ask — Is  it  not  astonishing  that  they  should  proceed  from  the  same 
writer,  who  enjoys  a  reputation  as  a  logician  ? 

'  Essays  upon  some  unsettled  questions  of  Political  Economy ^  p.  141. 
'  Ibid,  p.  143.  3  y^,;/  ^j   j^^  4  jii^^  p    j^^ 
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"Cut  sDch  ibiogcbe, 
Aod  oveTOome  ds  like  a  sominei's  clmdl, 
Witfaoul  oar  speckl  wonder  ?" 

We  shall  postpone  the  consideration  of  the  reasons  alleged  b 
Mill  for  maintaioing  this  extraordinary  doctrine,  so  plainly  cont: 
Victory  to  what  he  himself  had  set  forth  in  the  previous  exliactl^f 
until  we  have  examined  his  assertion  as  to  a  matter  of  fact  He 
asserts  that  a/l  the  most  distinguished  Economists  have  treated  it  at 
an  d  priori  science.  VVe  have  already  shewn  that  this  assertion  i> 
utterly  contrary  to  fact  J.  B.  Say,  as  we  have  shewn,  expressly 
declares  it  to  be  an  experimental  science,  and  says  that  it  is  entirelj 
founded  on  facts,  and  ao  far  from  sanctioning  the  li /rwr*  method  of 
treating  Political  Economy,  he  expressly  condemns  those  who  do  so. 
He  says:— "Other  considerations  not  less  delicate  relate  to  what 
precedes.  Some  writers  of  the  eighteenth  century,  and  of  the  &(%■ 
natic  school  of  Quesnay,  as  well  the  English  Economists  of  the: 
school  of  David  Ricardo,  without  employing  algebraical  fomiuliej 
evidently  inapplicable  to  Political  Economy,  have  wished  to  intro- 
duce into  it  a  kind  of  reasoning,  which  as  a  general  rule  all  science* 
reject,  which  acknowledge  no  foundations  but  experience,  I  mean 

leasoning  which  rests  on  abstractions ^Vhen  we  admit  as  a 

basis,  instead  of  a  well-obser\-ed  fact,  a  principle  which  is  only 
founded  on  disputation,  we  are  in  danger  of  imitating  the  schoolmen 
of  the  Middle  Ages,  who  disputed  about  words  instead  of  discussing 
facts,  and  who  proved  to  be  quite  beside  the  truth."  '  And  he  gives  j 
instances  where  he  considers,  and  in  one  at  least  jusdy,  Ricardo  and, 
McCuUoch  to  have  fallen  into  error  by  adopting  this  method,  and 
he  dwells  on  the  mischief  produced  in  the  Science  by  adopting  this 
method.  Speaking  of  Quesnay,  he  says: — "Instead  of  first  observing 
the  nature  of  things — namely,  the  way  in  which  things  really  happen, 
classifying  obseri-ations  and  educing  general  principles  from  them — 
they  began  by  laying  down  abstract  generalities,  which  they  called 
Axioms,  and  which  they  taught  were  absolutely  self-evident  Tb^ 
then  tried  to  bring  particular  facts  into  accord  with  them,  and 
deduced  rules  from  them.  This  entangled  them  in  the  defence  of 
maxims  evidently  contrary  to  good  sense,  and  to  the  experience  of 
ages."'  While  fully  acknowledging  their  excellence  as  men,  and  also 
the  real  services  they  performed  to  the  State,  he  says: — "But,  on  the 
other  hand,  the  Economists  did  harm  by  decrying  sevend  tudiil 
maxims,  by  making  it  be  thought  by  their  sectarian  spirit,  by  the 
dogmatic  and  abstract  language  of  most  of  their  writings,  by  their 

'  Trait/  dkanomic  pelitiqiu,  p.  1 5.  '  Ibid.  p.  24. 
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oracular  tone,  that  all  those  who   employed   themselves   in   such 
researches  were  only  dreamers,  whose  theories,  however  good  they 
might  seem  in  books,  were  inapplicable  in  practice."*      He  then 
points  out  that  Adam  Smith  pursued  exactly  the  opposite  method — 
namely,  the  inductive  method  of  educing  principles  from  facts : — 
•'  When  we  read  Smith  as  he  deserves  to  be  read,  we  perceive  that 
there  was  no  Political  Economy  before  him."     Again: — "Before 
Smith  many  true  laws  had  been  brought  forward.     He  was  the  first 
10  shew  why  they  were  true.     He  did  more :  he  has  given  the  true 
method  of  pointing  out  errors :  he  has  applied  to  Political  Economy 
the  new  method  of  treating  the  Sciences,  in  not  searching  out  their 
pzinciples  abstractedly,  but  in  going  to  facts  most  constantly  ob- 
served, to  the  general  laws  of  which  they  are  a  consequence.     As 
soon  as  a  faxX  may  have  a  cause,  the  spirit  ofsystem  decides  that  it  is 
the  cause.     The  analytical  spirit  wishes  to  know  why  such  a  cause 
{Koduces  such  an  effect,  and  to  satisfy  itself  that  it  could  not  have 
been  produced  by  any  other  cause.     Smith's  work  is  a  collection  of 
demonstrations  which  have  raised  many  propositions  to  the  rank  of 
undoubted  principles,  and  have  plunged  a  greater  number  in  the 
golf  where  vague  ideas  and  hypotheses,  extravagant  imaginations, 
straggle  a  short  time,  before  being  swallowed  up  for  ever." 

Thus  we  see  that  Mill's  assertion  that  ail  the  most  distinguished 
Economists  have  considered  Political  Economy  as  an  i  priori 
science,  and  have  treated  it  so,  is  entirely  disproved.  Whether  we 
agree  on  all  points  with  Say  is  another  matter,  but  every  one  must 
admit  him  to  be  a  distinguished  Economist,  and  we  see  plainly  that 
he  not  only  declares,  in  the  most  emphatic  language,  that  it  is  an 
experimental  and  an  inductive  science,  but  he  condemns  by 
anticipation  the  very  doctrines  Mill  has  put  forth  in  the  extracts 
given  above,  and  points  out  the  mischievous  effect  they  had  already 
produced.  We  entirely  concur  in  and  adopt  these  views  of  Say.  So 
£ir  from  all  the  most  distinguished  Economists  having  adopted  the 
j  fnori  method,  it  is  only  Ricardo  and  his  followers  who  have  done 
so  io  this  country,  and,  as  we  shall  shew  in  the  subsequent  part  of 
this  work,  with  the  most  pernicious  consequences. 

15.  Having  thus  shewn  that  Mill  is  completely  in  error  in  his 
allegations  of  fact,  and  contradictory  to  himself  on  the  method  of 
investigation  proper  to  the  subject,  we  shall  now  examine  the 
reasons  he  alleges  for  his  last-mentioned  doctrine.  He  says — 
^There  is  a  property  common  to  almost  all  the  moral  sciences,  and 
bf  which  they  are  distinguished  from  many  of  the  physical ;  that  is, 

•"  /hiii.  p  25. 
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that  it  is  sddom  in  our  power  to  make  CMpciiiiicnts  in  them.  In 
chemistrj  and  natural  phiiosoiiiif,  we  am  not  011I7  obactte  wliat 
happens  under  all  the  combinations  of  diuunsUnces  iriiidi  nature 
brings  together,  bat  we  nnjr  also  try  an  indefinite  nrnnber  of  new 
combinations.  This  we  am  addom  do  in  eduod  and  saucdlj  ever 
in  politiod  science.  We  amnot  try  Ibims  of  government  and 
systems  of  national  poIicy,onadiminotiTeacale^inoQrfadiQntoriet; 
shaping  our  experiments  as  we  diink  that  dicy  may  moat  condnce  to 
the  advancement  of  knoiriedgc:  We  dierefare  stady  Nature  under 
drcomstances  of  great  disadvantage  in  these  sdenoes^  being  confined 
to  the  limited  nnmber  of  experiments  wfaidi  take  place  (if  we  may 
so  speak)  of  Uieir  own  accoid,  widioat  any  preparation  or  manage- 
ment of  oorsy  in  drcomstances,  moreover,  of  great  complexity,  and  < 
never  perfectly  known  to  us,  and  with  die  &r  greater  part  of  die 
processes  concealed  from  our  observation. 

^The  consequence  of  this  invariable  defect  in  die  materials  of 
this  induction,  is  that  we  can  rarely  obtain  what  Bacon  has 
quaintly,  but  not  inapdy,  termed  an  eocperimmhtm  cntdsJ*'^  Also— 
^  Since,  therefore,  it  is  vain  to  hope  that  truth  can  be  arrived  at, 
either  in  Political  Economy  or  in  any  other  department  of  the  Sodil 
Science,  while  we  look  at  the  £acts  in  the  concrete,  clothed  in  all  the 
complexity  with  which  Nature  has  surrounded  them,  and  endeavour 
to  elicit  a  general  law  by  a  process  of  induction  from  a  comparison 
of  details ;  there  remains  no  other  method  than  the  a  priori  one,  or 
that  of  abstract  speculation."* 

16.  And  that  this  opinion  is  no  hasty  or  ill  considered  one^  is 
evident,  because  Mill  repeats  the  very  same  argument  in  his  later 
work — "  We  have  thus  already  come  within  sight  of  a  conclusion 
which  the  progress  of  the  inquiry  will,  I  think,  bring  before  us  with 
the  clearest  evidence,  namely,  that  in  the  sciences  which  deal  widi 
phenomena,  in  which  artificial  experiments  are  impossible  (as  in  the 
case  of  Astronomy),  or  in  which  they  have  a  very  limited  range  (as 
in  Physiology,  Mental  Philosophy,  and  the  Social  Science) ;  induction 
from  direct  experience  is  practised  at  a  disadvantage  generally 
equivalent  to  impracticability,  from  which  it  follows  that  the  methods 
in  these  sciences,  in  order  to  accomplish  anything  worthy  of 
attainment,  must  be,  to  a  great  extent,  if  not  principally,  deductive. 
This  is  ahready  known  to  be  the  case  with  the  first  of  the  sciences 
we  have  mentioned,  astronomy ;  that  it  is  not  generally  recognised 
as  true  of  the  others,  is  probably  one  of  the  reasons  why  they  are 

^  Essays  upon  some  unsettled  questions  in  Political  Economy^  p.  146. 
«  Ibid,  p.  148. 


Ch.  L]  On  the  Method  of  Investigation  17 

sdU  in  their  infancy."  ^  And  we  must  protest  against  Mill's  doctrine 
— "The  deductive  method,  which  in  the  present  state  of  knowledge 
is  destined  henceforth  irrevocably  to  predominate  in  the  cause  of 
scientific  investigation.  A  revolution  is  peaceably  and  progressively 
effecting  itself  in  Philosophy,  the  reverse  of  that  to  which  Bacon 
has  attached  his  name.  That  great  man  changed  the  method  of  the 
sciences  from  deductive  to  experimental,  and  it  is  now  rapidly 
reverting  from  experimental  to  deductive."^  Of  this  doctrine  we 
diall  have  something  more  to  say  hereafter. 

17.  MiU*8  reason,  therefore,  for  maintaining  in  exact  opposition  to 

what  he  had  done  before,  that  Political  Economy  is  not  an  Inductive 

Science,  is  that  it  is  not  possible  to  perform  an  unlimited  number  of 

experiments  in  it,  as  may  be  done  in  some  physical  sciences.    The 

slightest  reflection  will  show  that  this  argument  is  quite  untenable. 

It  is  not  possible  to  perform  experiments  in  Mental  Philosophy,  yet 

aU  the  most  distinguished  cultivators  of  Psychology  in  modem 

times,  have  unanimously  declared  it  to  be  an  Inductive  Science.     It 

is  not  possible  to  perform  experiments  in  Comparative  Philology,  and 

jet.  Max  Miiller  strenuously  urges  that  Comparative  Philology  is  a 

physical    Inductive  Science.      And   it  certainly  would    be  most 

monstrous  to  declare  that  Comparative  Philology  is  an  h  priori 

science.     The  power  of  performing  experiments  at  will  is  by  no 

means  an  essential  feature  of  an   Inductive   Science,  though,  no 

doubt,  it  gives  enormous  advantages  in  some  cases.     It  is  rarely 

possible  to  perform  experiments  in  Geology,  yet  if  any  one  were  to 

maintain  that  Geology  is  an  abstract  h  priori  science,  few  people 

oow-a-days  would  care  to  listen  to  such  a  person.     Mill's  example  of 

astrcmomy    is    scarcely  relevant,    because    modern    astronomy  is 

nndoabtedly  founded    on    induction,   and    is   only  a   branch    of 

mechanics,  which  is  certainly  an  Inductive  Science.     And  there  are 

many  other  sciences  to  which  the  preceding  remarks  are  applicable. 

It  is  perfectly  true  that  in  Economics  it  is  not  generally  possible  to 

make  experiments,  except  by  those  at  the  head  of  the  State.     We 

fflaj  therefore  at  once  admit  that  a  solitary  inquirer  has  not  the 

paver  of  making  an  unlimited  number  of  arbitrary  experiments,  and 

that  he  can  only  watch  by  direct  observation  those  performed  by  the 

State,  and  these  will  be  found  to  be  amply  sufficient  for  the  purpose. 

Bot  in  Economics  and  the  Moral  Sciences  generally — we  can  have 

what   arc   in    all    respects    equivalent    to    experiments  —  namely 

Feigned    Cases.      It   is  perfectly  well   known   that  when   the 

application  of  a  legal  principle  is  doubtful,  it  is  customary  X.o  feign  a 

*  LogiCy  bk.  uL  c  7,  §  3.  '  Logicy  bk.  iii.  c  13,  §  7. 

c 
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cntial  Philosophy  seems  not  inappropriate.  Hence  we 
liuctive  Science  divided  into  two  great  provinces.  Physical 
»ral«  «hich  may  be  respectively  called  Experimental  and 
itul  Philosophy,  and  then  we  have  this  principle — What 
imis  arc  to  Experimentai  Science,  possible  Feigned  Cases  are 
w-irmfia/  Science. 

s  soon  as  we  admit  this,  it  follows  that  the  whole  of  that 
»!>  of  Inductive  Logic,  the  foundations  of  which  were  so 
Ad  f:Tandly  and  securely  laid  by  Bacon,  and  to  which  many 
ft  And  extensions  have  been  made,  as  new  principles  of 
.c  I.ogic  were  evolved  in  the  gradual  formation  of  the  various 
>e   >ciences«  for  the  purpose  of  framing  conceptions,  and 

aiioms    or    general    principles,    by   due   experiments,    is 

»ie   to  frame  the  conceptions  and  axioms  of  Experiential 

hj  properly  devised  feigned  cases,  if  experiments  cannot  be 

Thus   we   have   only    to   substitute   ** feigned   cases"  for 

u'*  throughout,  and  we  obtain  an  Inductive  Logic  for 

itral  Philosophy. 

then,  being  admitted  to  be  a  Physical  Science,  we 
to  inquire  what  is  the  nature  of  a  Physical  Science,  and 
rv  the  indispensable  methods  necessary  to  be  observed  to 
p  and  erect  a  great  Inductive  Science  of  Economics  on  solid 
cahle  foundations? 


:  /*.-  Xii/ur,-  I'/  It  Pbysieal  Science 


^  -  '■  7^:  .V-fitiitiun  iit  Force  in  Mechanics  is — Any/Aing  whUh 

<   ::  c   (i>tccs  are  materia)  and  coqwrcal,   such   as  men, 

<  'thers  arc  incorporeal,  invisible,  and  intangible,  like 

:.i:v:r<ity,  tnagnetisni,  &C.      Other  forces  are  explosives, 

.  .-,■  adcT.  t^:c.     There  is  also  the  force  of  the  wind,  steam, 

•     \:.    these    forces   of    the   most    divers    natures   arc   all 

AT  <^.    ijuantitics,   because  lliey  all   satisfy   the  mechanical 

•j_s:  -f  Force, 

■>  Chemiiir>-  is  the  science  of  the  combination  of  molecules, 
'.r.^r!  ire  bodies  of  divers  forms,  solid,  li<iuid,  and  aeriform. 

su  m  Ujitics  and  Heat,  we  have  to  consider  how  all  sorts 
odta  or  subsunccs,  solid,  tii)uid,  or  aeriform,  affect  Light,  or 
dcctcdbj  Meat 

Xe«,  u  ibcae  arc  all  cx[N;rimental  sciences,  or  sciences  of 
n  Old  effects,  the  fundamental  condition  of  any  body  of 
oacBS  being  capable  of  iKing  erected  into  a  science  is  that 
t  iThnil  rnnit  be  discovered  of  meaiuna^  the  effects.  Thus 
t  cs«ld  sever  have  been  erected  into  a  science  without  the 
■HO  of  the  tbomofneter. 

le  vbole  cotaiatjr  of  the  belief  in  Physical  Science  rests  u|>on 
Am  the  Ocuor  has  impressed  or  endowL-d  material  substances 

eotUB  find,  unilbrm,  and  imch:tn|;e.-iblc  iiu:ilitics,  and  th:it 
■  OBMl  will  always  produce  similar  ettecis  or  g-hcnomena.  and 
I  oocc  the  lawi  which  govern  the  phenomena  are  a^certainol  l<y 
tmiatm  and  apetiment,  and  truly  expresse-d  in  .)c<  ur.it e 
■fE,  «v  are  slwsjv  able  to  predict  the  ('onse<|uenccs  or  i-ffciis 
«a  fallnr  fam  definite  causes. 

Sow  if  tbac  be,  as  b  asserted,  a  Moral  l'hilo:i<>iihy  cuni|>osed 
r  of  distinct  Moral  Sciences,  as    I'hyaical    r!ulu^o|iliy 
drf  ^MBci  Iliysical  Sciences,  what  r.iii  it  mean?    And 
bs  Ite^^^pcc  to  be  created  on  the  anaU>>:y  of  .1  I'hyMi  al 


-That  roan,  like  physiiul  siibst am  t-s.  i-. 
qualities,  pni]>eriics,  ur  i)a53i>iii-,  -vx\\  as 
Be,  Desire,  KesL-nlmeni,  ,Ve,  Cifl.iin 
different  p3>siutis  it  -iualities,  irmluie 
_  Ibcse  passions  I'r  ijualiiic^  wire  a-,  unilurin 
\am  tbe  properties  ur  •jua^iiies  are  \\\  [.hyaical 
ht  Mine  causes  jTuduted  the  saniL-  etfens 
■^  on  each  of  thL-<.e  ijualitiei  111   men,  and 
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Now,  without  inquiring  yet  what  wealth  is,  and  what  that  quality 
of  things  is  which  constitutes  them  "  Wealth,"  we  may  lay  down 
tbese  preliminary  considerations  which  must  govern  the  course  of 
the  inquiry,  and  the  method  of  constructing  the  science.  The 
quality  which  constitutes  things  "Wealth,"  must  be  some  Single 
qoality  of  the  most  general  nature ;  and  the  Science  of  Wealth  must 
be  the  science  of  the  phenomena  resulting  from  that  quality. 

11.  Following  the  analogy  of  Physical  Science,  we  may  lay  this 

down,  that  whatever  quality  that  may  be  defined  to  be  which 

constitutes  a  thing  Wealth — without  at  present  in  the  slightest 

degree  anticipating  what  it  may  be — we  may  say  that  in  whatever 

that  quality  may  be  found  to  exist — it  must  be  technically  Wealth, 

iHiatever  its  nature  be,  and  whatever  other  qualities  it  may  possess. 

Argning  from  the  strictest  analogy  of  Physical  Science,  we  may  say 

that  whatever  satisfies  the  Economic  definition  of  Wealth,  is  an 

£conomic  Quantity,  or  Wealth — whatever  other  qualities  it  may 

possess.      And   Economics  treats  exclusively  of  the  phenomena 

rdating  to  that  quality,  and  takes  no  notice  whatever  of  any  other 

qualities  the  quantity  may  possess,  or  of  the  phenomena  relating  to 

them.     Just  as  we  may  consider  man  purely  as  a  mechanical  force, 

and  without  reference  to  any  other  qualities  he  may  possess,  moral 

or  phjTsical. 

12.  So  much  for  the  general  conception  of  the  science.  We  have 
to  search  for,  and  ascertain  what  that  quality  is  which  constitutes 
things  Wealth,  and  then  we  have  to  search  for  and  discover  all  the 
different  species  of  quantities  which  satisfy  that  definition. 

Thus,  with  respect  to  glass,  diamonds,  oils,  and  other  things,  we 
know  the  qualities  which  bring  them  under  the  dominion  of 
Chemistry,  Optics,  Heat,  Electricity,  &c.,  but  what  is  that  quality 
idiich  brings  them  under  Economics,  or  makes  them  Economic 
Quantities? 

Now,  arguing  from  the  general  analogy  of  Physical  Science,  and 
without  in  the  least  anticipating  any  controversies  we  may  hereafter 
find  to  prevail  on  the  subject,  we  may  say  that  we  may  naturally 
expect  that  there  will  be  found  to  be  quantities  of  several  divers  and 
distinct  natures  which  will  satisfy  the  Economical  definition  of 
Wealth,  and  consequently  be  Economic  Quantities.  And  it  is  clear 
that  we  must  take  care  to  search  for  and  ascertain  all  these  different 
species  of  quantities,  because  if  we  omit  any,  those  conceptions  and 
principles  which  may  be  founded  on  contemplating  only  certain 
species  will  probably  be  found  to  be  partial  and  erroneous,  and  not 
tme  as  general  conceptions  and  general  laws,  and  they  will  vlxlale 
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:\c  r\*$uUs  obtained.     It  is  infinitely  better  to  commence  at  first  b^ 
M^crtAining  that  we  have  included  aU  species  in  our  Concepdoos 
ud  Axkxus^  than  afterwards  to  have  to  pull  down,  widen,  enUnge^ 
tul  reconstruct  our  system  firom  cardess  omissions  in  the  fiist 
i9tancir. 

'Ihu9  we  $ce  clearly  the  nature  of  a  science.  Our  future  object 
ill  t>e  tv>  discover  to  what  body  of  phenomena  the  name  of  Political 
lcv>uom>\  or  Economics,  is  applicable. 

On  the  pK^r /nation  of  General  Concepts  and  General  Axioms^ 

or  General  Prindplis. 

\y  The  nature  of  a  science  being  thus  determined,  the  next 
^lint  is  to  construct  it,  or  to  discover  the  laws  which  govern  its 
hcnoniena,  or  in  other  words  to  be  able  to  explain  the  phenomem. 

Kver)-  science  consiiitN  of  two  parts — ist,  General  Concepts  or 
»cfuutions,  or  a  due  clasHification  of  the  quantities  it  treats  abont, 
kI  jndly,  the  Laws  which  gcivern  their  relations,  called  by  Baoos, 
cwton,  and  many  otherN,  Axioms  or  General  Principles. 

14.  By  that  mystcriouH  correlation  which  holds  between  reasoning 
id  reality,  it  is  invariably  found  that  if  concepts  of  things  aie 
Anted  which  are  true  to  nature,  and  results  are  calculated  accoidii^ 

reasoning  which  is  also  true  to  nature,  they  will  be  found  to 
irrcspond  to  reality.  That  is,  if  true  Concepts  are  framed,  and 
lily  reasoned  about,  results  may  be  predicted.  But  if  results  are 
ilcuiated,  and  it  is  found  that  they  do  not  correspond  to  nature, 
It  arc  palpably  and  notoriously  erroneous,  then  we  are  imme- 
iitcly  certain  that  either  the  concept  or  the  reasoning  must  be 
itineous. 

1 5.  Bacon  says  that  there  is  a  great  and  almost  radical  distinction 
Iwccn  minds  in  regard  to  Philosophy  and  Science ;  that  some  arc 
^re  apt  to  perceive  the  diflference  of  things,  and  others  the 
emblances.  This  distinction,  though  often  insisted  upon  as 
►damental,  will  perhaps,  appear  to  be  less  radical  if  we  consider 
'*  to  do  each  accurately,  depends  upon  the  same  general  power  of 

mind,  namely,  that  of  separating  complex  terms  into  their 
vicntary  ideas,  and  discerning  which  are  the  subordinate  ones. 
^^  the  leading  qualities  in  quantities  are  identical,  they  must  be 
■^  together,  even  although  some  of  the  subordinate  ones  are 
oaite.  On  the  other  hand,  when  the  leading  properties  are 
^^•^1  there  is  a  fundamental  distinction  between  the  quantities, 
some  of  the  subordinate  ones  are  similar.     Thus  the 
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■Be  general  analytiail  power  of  the  miod  enables  us  to  anoihiUte 
fvmit  idcntitiesi  and  also  to  detect  latent  similarities.  Now,  all 
•K  das&ification,  which  is  as  much  as  to  say  all  true  science,  is 
Iwd  npoo  percet\ing  fundamental  analogies  beneath  superficial 
Mffcnccst  and   fundamental  distinctions  beneath  superficial  re- 


li  Sow,  the  formation  of  Definitions,  or  Concepts,  is  not  arbi- 
0.7,  or  dependent  on  the  will  of  the  writer.  Their  formation 
«  vcL  as  that  of  Axioms,  or  General  Laws,  is  strictly  subject  to 
<ruji  general  Philosophic  Laws. 

We  miy  lUte  two  canons  of  fundamental  importance : — 

/  TV  FumJamental  Concepts  and  Axioms  of  every  Science  must 

he  perfectly  general. 

II    \e  Geerod  Concept  and  no  General  Axiom^  must  contain  any 
term^  intWvinj^  more  than  one  Fundamental  Idea, 

The  uuth  of  this  latter  canon  b  manifest,  because  if  any  term 
■vom  more  than  one  fundamental  idea,  it  limits  the  Concept  or 
rhich  is  contrary  to  the  first  canon. 

i^ucntlyt  if  we  wish  to  bring  Economics  to  the  state  of 
loence,  we  must  carefully  examine  all  its  fundamental 
;*<s  and  Axioms,  and  reduce  them  to  the  state  of  generality 
aad  Ksp43Ci:y,  rt«  quired  by  the  above  canons.  Hence,  if  we  meet 
v=r  t.oocc;ts  xtA  Axioms  which  violate  them  by  containing  several 
tfe^  «e  ra.:«t  apply  the  general  principles  of  Inductive  Logic  to 
Ca^ct  vhuh  IS  the  true  general  idea,  and  eliminate  all  other 
Crrul«  particular,  or  intrusive  ideas. 


On  the  Formation  of  General  Concepts, 

:r  >o-ra:n,  says  Aristotle,  was  the  first  to  frame  general 
dcfsrr.-TM,  Uccjusc  he  saw  that  all  systcnuitic  reasoning  must  be 
aael  '.;or.  definitions ;  and  every  philosopher  of  note,  from  that 
or  Vj  l*.;!.  'r.AS  repeated  the  same  thing.  The  chief  charge  alleged 
3«  Bttc*.«c  a^a:nst  the  lx)gic  of  the  schools  was,  that  it  was  wholly 
e  of  j»cnetrating  the  recesses  of  nature.  "The  Syllogism 
of  pri'}Mf«itions,  propositions  of  words,  but  words  are  the 
and  i:«:nf  <if  Concepts.  So  that,  if  the  very  conceptions 
^  :ae  s;nd  f which  are,  as  it  were,  the  soul  of  words  and  the 
of  this  superstructure  and  edifice)  are  badly  and 
formed  from  the  facts,  vague,  nor  sufiiciently  definite 
faulty  in  short  in  every  way,  it  ruins  every  thing."  ^ 

'  IHitnbutU  0/€ru, 
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Over  and  over  again  he  repeats  that  the  formation  of  Concepts, 
or  Definitions,  and  Axioms,  or  General  Laws,  by  true  induction  is 
the  only  way  of   expelling  fallacies.     So,   in  affirming  that   the 
Concepts  and  Axioms  of  his  own  day  were  utterly  worthless,  he 
says  :— "  The  discoveries  already  made  in  the  sciences  are  of  such  a 
sort  as  scarcely  to  be  below  the  surface  of  the  vulgar  notions ;  but, 
in  order  to  penetrate  to  the  deep  recesses  of  nature,  both  Concepts 
and  Axioms  must  be  derived  from  facts,  by  a  more  certain  and 
guarded  method."  ^     Again  : — "  The  formation  of  Concepts  and 
Axioms,  by  a  true  induction,  is  assuredly  the  true  remedy  to  drive 
away  and  expel  fallacies.     And  of  those  fallacies,   the   fallacies 
of   language  (^Idola  fori)^  which  men  gain  from  one  another  by 
common  discourse,  are  the  most  troublesome  of  all.     For  the  ill 
and  unfit  choice  of  words  wonderfully  obstructs  the  understanding. 
For  words  plainly  exert  a  power  over  the  understanding,  and  throw 
everything  into  confusion,   and  lead  men  away  into  numberless 
empty  controversies  and   phantasies;  for  men   believe  that  their 
understanding  controls  their  language,   but    it  is  also  true  that 
language  re-acts  and  turns  back  its  power  over  the  understanding, 
which  is  the  very  thing  which  has  rendered  philosophy  and  the 
sciences  sophistical  and  inactive.     But  words  are  commonly  framed 
by  the  capacity  of  the  vulgar,  and  divide  things  according  to  the 
lines  which  are  most  obvious  to  the  minds  of  the  vulgar.     And 
whenever  a  clearer  intellect  and  a  more  careful  observation  wishes 
to  shift  these  lines  to  a  truer  agreement  with  nature,  words  cry  out 
against  it.     Thus  it  happens  that  great  and  important  discussions 
of  learned  men  often  turn  into  controversies  about  words  and 
names,  with  which,  according  to  the  wise  custom  of  mathematicians, 
it  would  be  more  prudent  to  begin,  and  so  bring  them  into  order  by 
Definitions."* 

Again — "The  formation  of  ideas  or  true  Concepts  and  Axioms 
by  true  induction  is,  no  doubt,  the  proper  remedy  to  be  applied  for 
the  keeping  off  and  clearing  away  fallacies.  To  point  them  out  is 
of  great  use ;  for  the  doctrine  of  fellacies  is  to  the  interpretation  oi 
nature  what  the  doctrine  of  the  refutation  of  sophisms  is  to  common 
Logic.'* ^  Also — "The  fallacies  which  words  impose  upon  the 
undeistaiiding  are  of  two  sorts.  They  are  either  names  of  things 
wfaidi  do  exist,  but  are  confused  and  ill  defined,  and  hastily  and 
inegularly  formed  from  the  fiaicts.  And  this  class  which  is  formed 
by  a  bad  and  unskilful  abstraction  is  intricate  and  deeply  rooted.*^ 

»  Km.  Or^.  hk.  L  aph.  iS.  «  A:t.  Or^.  bk.  L  aph.  S9. 

»  AVc.  Ov^.  bk.  i.  aph.  4a  *  X^.  Or^,  bk.  i.  aph.  6a 
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'  '■  :  v  r  aNsistanrc  of  this  induction  is  to  be  used,  not  only  in 

:  ■    .  ::rj:  general   laws,  but  also  in   the  formation  of  concepts. 

.  i'    rci!"y  ;n  this  induction  the  chief  hope  Hcs."^ 

; :     ".  :"■.■  n  ^.'.v  is  the  foundation  of  all  science  in  the  extirpa- 

:  a..j>  .(-s  I  Idols)  and  the  obtaining  true  general  Concepts 

.•    :-  !!;  nature  and  reality  itself  by  genuine  induction,  which 

i--  •  L'\  \y  W  f-iniiful  fictions  of   the  mind.     He  maintains  that 

•  r;*..   are  !n   Ijc  obtained  in  the  same  manner  as  Axioms  or 
-..'•x    law*      Hi:t  he  has  not  given  any  examples  of  his  method, 

•  ■  -  i-.c^i  wa*  It  iK)ssible  that  he  should  do  so.  No  I^ogic 
\sr  •  v  how  It  can  be  done.  It  is  the  |)art  of  Imagination,  or 
'.■'.-•  '.  :-•  devise  and  suggest  fundamental  conceptions,  and  of 
'.'.^•-  :  ■  ilrtirniine  whether  they  be  tnie  or  not.  The  Baconian 
=.?•■,-•:  ■»:  ir.duition  has  been  far  more  generally  applied  to  (lencral 
Ia«i  vir,  !.»  Concepts.  From  whence  some  have  drawn  the  con- 
■-''■n  :ha:  h:>  metho<!  is  practically  useless.  We  hope  that  we 
L  M  \<  aMc  to  shew  that  this  is  not  so.  but  that  the  Haconian,  or 
Iid--cti%c,  I>»j:i'*  may  l>c  applied  with  decisive  effect  in  determining 
2«  c.-^::ro*ir%ic<  which  prevail  up  to  the  present  hour  as  to  every 
LT^l?  ( 'tfTkcnX  Concept  in  Economics. 

Asii  most  men  eminent  as  clear  thinkers  since  the  ilays  of  Hacon 
siird«r!i  Qfon  the  importance  of  true  conceptions.  Thus  Hobbes 
un  -"  In  the  right  definition  of  names  lies  the  tir>t  use  of  speech, 
wtjr.t  :s  the  acf{uisition  of  science.  .\nd  in  wroni;  or  hd  detwiitions, 
>i  i?  r':r»:  akwsc  from  which  pro<ced  all  false  and  >enscless  tenets.** 
\a:  i^a.n  — "  K%-ery  man  who  aNpires  to  true  knowledije  >hMuld 
nxs:  ac  the  definitions  of  former  authors,  and  eiilier  correct  them, 
's  r-ikr  I  hem  anew."  ^ 

*  r*  4.'f  ihc  most  valuable  p.irls  of  Locke's  Kssay,  is  that  in  which 
ae  l«?lls  u^ion  and  enforces  the  nccesMty  of  a(  curate  general  terms, 
%z»i  T-.c  im^oriince  of  refining  and  poli^hin^'  1  unitnon  lan^iia::e  for 

k'^-r^icil  purposes.     Ar.ii  In    e'<;ecially  iii»U*s  ihe  in>rhii-vous 

^-cnccs  that  follow  from  iht   indmNtaiu  u^e  of  liuin     **  It  is 

|L3v4  \"*  ^Dd  a  discourse  written  upt>n  any  s-.ibject.  t-^;«e(  ia'.ly  of 

rCTw-terfv,  wherein  one  shall  v^A  observe,  il  he  rra»l  with  .ittciitinn 

rjT'ls  -and  tho>e  c«jmnioiily  ti.e  nio^t  niatrri.il  in  the  «:i>tn  :rse 

.:*»  wh.ch  the  ari:umen!  :-.irnNi  u-^ed  sunutiine^  \\\  one  culUc- 

<  tLSDple  ideas  an<i  s^itnetiin-.-  f^r  an^'lKT.  w!'.:i  !i  is  a  perfect 

'  Uagoi^e.     Words  Win.:  n^ttuii;  I  fur  "•:jris  ot  \\\\  itieas  to 

known  t«^  other?,  not  l-v  am  n.itiiral  ^i^:'.!:':i  ali«i:i,  bi:l  bv 

imposition,  it  ;s  {'lain  (iieat  and  ab-^c.  wiien   I   make 
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them  stand  sometimes  for  one  thing  and  sometimes  for  another ;  the 
wilful  doing  whereof,  can  be  imputed  to  great  folly,  or  greater  dis- 
honesty.'*^ Again — "Knowledge  and  reasoning  require  precise 
determinate  ideas.  The  multiplication  and  obstinacy  of  disputes, 
which  have  so  laid  waste  the  intellectual  world,  is  owing  to  nothing 
more  than  to  this  ill  use  of  words.  For  though  it  is  generally 
believed  that  there  is  great  diversity  of  opmions,  in  the  volumes 
and  variety  of  controversies  the  world  is  distracted  with,  yet  the 
most  I  can  find  that  the  contending  learned  men  of  different  parties 
do,  in  their  arguings  one  with  another,  is,  that  they  speak  different 
languages."  ^  Locke  then  says  that  by  proper  attention  being  paid 
to  language,  Moral  Science  may  be  reduced  to  demonstration. — 
"Upon  this  ground  it  is,  that  I  am  bold  to  think  that  Morality 
is  capable  of  demonstration,  as  well  as  mathematics;  since  the 
precise  real  essence  of  the  things  moral  words  stand  for  may  be 
perfectly  known.  .  .  .  And,  therefore,  the  negligence  and  perverse- 
ness  of  mankind  cannot  be  excused,  if  their  discourses  in  morality 
be  not  much  more  clear  than  those  in  Natural  Philosophy.  .  •  . 
Yet  this,  the  least  that  can  be  expected,  that  in  all  discourses, 
wherein  one  man  pretends  to  instruct  or  convince  another,  he  should 
use  the  same  word  constantly  in  the  same  sense ;  if  this  were  done, 
which  nobody  can  refuse  without  great  disingenuity,  many  of  the 
books  extant  might  be  spared :  many  of  the  controversies  in  dispute 
would  be  at  an  end,  several  of  these  great  volumes,  swollen  with 
ambiguous  words  now  used  in  one  sense,  and  by  and  bye  in  another, 
would  shrink  into  a  very  narrow  compass."  ^  How  true  all  this  is  of 
Economics,  any  one  who  has  read  the  subject  can  tell  I 

So  also  Mill  perfectly  acknowledges  in  a  general  way  the  im- 
portance of  true  conceptions.  "  How  to  define  a  name  may  not 
only  be  an  inquiry  of  considerable  difficulty  and  intricacy,  but  may 
involve  considerations  going  deep  into  the  nature  of  the  things 
which  are  denoted  by  the  name."*  Agam — "Few  people  have 
reflected  how  great  a  knowledge  of  things  is  required  to  enable  a 
man  to  affirm  that  any  given  argument  turns  wholly  upon  words. 
There  b,  perhaps,  not  one  of  the  leading  terms  of  philosophy  which 
is  not  used  in  almost  innumerable  shades  of  meaning,  to  express 
ideas  more  or  less  widely  different  from  one  another.  Between  two 
of  these  ideas  a  sagacious  and  penetrating  mind  will  discern,  as  it  were 
intuitively,  an  unobvious  link  of  connection,  upon  which,  though 
perhaps  unable  to  give  a  logical  account  of  it,  he  will  found  a 

1  Esi€^^  bk.  iii.  c.  lO,  §  5.  '  Essay^  bk.  iil  c  10,  §  23. 

*  Bssay^  bk.  vSl  c.  2,  §  16,  17,  26.  «  LogU^  bk.  i.  c.  8,  §  7. 
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perfectly  valid  argument,  which  his  critic,  not  having  so  keen  an 

insight  into  the  things,  will  mistake  for  a  fallacy  turning  on  the 

double  meaning  of  a  term*     And  the  greater  the  genius  of  him  who 

safely  leaps  over  the  chasm,  the  greater  will  probably  be  the  crowing 

and  vain  glory  of  the  mere  logician  who,  hobbling  after  him,  evinces 

his  own  superior  wisdom  by  pausing  on  its  brink,  and  giving  up  as 

desperate  his  proper  business  of  bridging  it  over."  ^    And  concluding 

the  chapter,  he  says — "And  since  upon  the  result  of  this  inquiry 

respecting  the  causes  of  the  properties  of  a  class  of  things,  there 

incidentally  depends  the  question  what  shall  be  the  meaning  of  a 

word,  some  of  the  most  profound  and  most  valuable  investigations 

which  philosophy  presents  to  us  have  been  introduced  by,  and  have 

offered  themselves  under  the  guise  of  inquiries  into  the  definition  of 

a  name."  * 

After  so  distinctly  recognizing  the  importance  of  true  definitions, 
it  might  naturally  be  expected  that  Mill  should  bestow  extra- 
(^dinary  care  on  the  ascertainment  and  settlement  of  the  Fun- 
damental Concepts  of  Economics,  the  obscurity  and  confusion  of 
which,  every  one  knows,  have  given  rise  to  the  greater  part  of  the 
controversies  in  the  subject  But  just  as  in  the  former  case,  where 
Mill,  after  having  amply  acknowledged  that  Moral  Science  is  to 
be  cultivated  in  the  spirit  and  method  of  Physical  Science,  when  he 
comes  to  Economics  in  particular,  turns  his  back  upon  himself,  and 
maintains  that  it  is  an  h  priori  science ;  so  here,  after  amply  ack- 
nowledging the  importance  of  true  Philosophical  Concepts,  when 
he  comes  to  Economics  he  says — "  It  is  no  part  of  the  design  of 
this  treatise  to  aim  at  metaphysical  nicety  of  definition,  where  the 
ideas  suggested  by  a  term  are  already  as  determinate  as  practical 
purposes  require."'  But  what  definition  in  Economics  is  as  deter- 
minate as  practical  purposes  require  ?  Not  a  single  one  !  And  in 
a  subsequent  chapter  we  shall  see  how  contradictory  are  many  of 
Mill's  definitions. 

On  the  Formation  of  General  Axioms, 

18.  Having  obtained  General  Concepts  or  Definitions  of  Quan- 
tities treated  about,  our  next  purpose  is  to  discover  the  General 
Law  which  governs  their  relations  to  each  other,  and  in  searching 
for  this,  we  must  observe  that,  there  can  be  but  one  General 
Theory  at  the  basis  of  all  phenomena.  In  particular  classes  of 
cases,  there  may  undoubtedly  be  other  circumstances  which  may 
aggravate,  neutralize,   or  overpower,   and    seemingly  reverse    the 

»  Z^r.  bk.  L  c  8,  §  7.  •  I^S^f  bk.  J.  c.  8,  §  7.  3  Pol.  Econ.  p.  2. 
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General  Theory ;  but  for  all  that,  it  is  there,  and  acts  universally. 
In  several  different  sciences  no  doubt  different  General  Theories 
have  prevailed,  such  as  in  Astronomy,  Optics,  Heat,  Electricity,  &c. ; 
but  no  Physical  Philosopher  ever  dreamt  of  explaining  every  different 
class  of  phenomena  by  a  distinct  theory.  No  one  ever  thought  of 
writing  a  book  on  Astronomy,  in  which  one  chapter  was  written  on 
the  Ptolemaic  Theory,  another  chapter  on  the  Copernican  Theory, 
and  another  chapter  on  Tycho  Brahe's  Theory.  No  one  ever 
thought  of  writing  a  book  on  Optics,  one  part  of  which  was  based 
upon  the  Emission  Theory,  and  another  on  the  Wave  Theory  of 
Light,  and  so  on  of  the  other  sciences.  It  has  always  been  clearly 
understood  that  there  could  be  but  one  General  Theory  which 
governed  all  phenomena,  though  liable  to  be  modified  by  disturbing 
causes  in  particular  cases.  And  the  business  of  the  Physical  Philoso- 
pher has  always  been  to  discover  which  is  the  true  General  Theory; 
and  the  grand  business  of  the  Baconian,  or  Inductive,  Logic,  has 
been  to  discover  and  lay  down  the  principles  which  are  to  decide 
which  is  the  true  Theory.  In  politics,  no  doubt,  we  require  the 
spirit  of  compromise,  and  many  contradictions  are  tolerated  for  the 
sake  of  general  peace.  But  in  science,  toleration  and  compromise 
are  impossible.  It  is  always  a  mortal  combat  between  rival  theories. 
All  but  one  must  perish ;  and  it  is  the  business  of  Inductive  Logic 
to  pronounce  the  doom  of  Life  or  Death. 

Now  without  even  yet  determining  what  Economics  is,  we  may 
lay  this  down,  that  if  it  be  a  Physical  Science,  as  is  so  often  asserted, 
thece  can  be  but  one  General  Theory  of  the  relations  between 
Economic  Quantities.  To  break  up  Economic  phenomena  into 
distinct  classes  of  cases,  and  to  maintain  that  there  is  a  distinct 
fimdamental  Theory,  or  Axiom,  or  Law,  governing  each  class  of 
caacSi  would  be  utterly  abhorrent  to  the  fundamental  principles  of 
Natural  Philosophy. 

Bacon  gives  abundant  precepts  for  the  determination  of  the  truth 
of  rival  theories,  and  he  enforces  the  necessity  of  carefully  devised 

'v^enments  (and  in  the  Moral  Sciences  possible  feigned  cases),  and 

ttention  necessary  to  contrive  a  variety  of  them,  and  to  extend 

nquiry  generally.     "  For  no  one  successfully  investigates  the 

e  of  a  thing  in  the  thing  itself.'     And  he  advises  us  to  imitate 

Jivine  Wisdom,  which  in  the  first  day  created  light  only.     So 

must  endeavour  to  gather  from  all  sorts  of  experience,  and  to 

x>ver  true  causes  and  general  principles,  and  to  devise  ''^cxperi- 

-«fa  iuciftra*^  for  this  purpose,  or  instances  contrived  with  the 

view  of  testing  general  principles  before  we  go  to  practice. 
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For  he  says  that  all  true  knowledge  consists  in  knowing  true  causes, 
and  that  which  in  Theory  is  the  cause,  in  Practice  is  the  rule.  "  For 
tboagh  we  are  chiefly  in  pursuit  of  the  practical  and  active  part  of 
sdeoce,  we  must  wait  for  the  time  of  the  harvest,  and  not  reap  the 
moss  or  the  green  com.  For  we  well  know  that  general  principles, 
once  rightly  discovered,  will  carry  whole  troops  of  works  with  them, 
and  will  produce  effects  not  in  single  instances,  but  in  multitudes.''  ^ 
Some  writers  of  eminence,  indeed,  seem  to  think  that  Bacon  has 
neglected  too  much,  or  even  omitted,  the  deductive  part  of  science, 
or  the  explanation  of  phenomena  by  general  principles.  But  we 
cannot  agree  to  this.  He  has  clearly  and  repeatedly  asserted  that 
his  Philosophy  consists,  Jirst^  of  the  eliciting  general  conceptions 
and  general  axioms  from  particular  cases — the  Inductive  part — the 
ascending  to  abstract  principles  from  concrete  cases ;  and,  secondly^ 
the  descending  part,  or  the  application  of  general  principles,  so 
obtained  by  Induction,  to  the  explanation  of  phenomena.  ''Axioms 
duly  and  orderly  formed  from  particulars,  easily  discover  the  way  to 
new  particulars,  and  thus  render  sciences  active." ^ — "The  true 
method  of  experience,  on  the  contrary,  first  lights  the  candle,  and 
then  by  means  of  the  candle,  shews  the  way;  commencing  as  it 
docs  with  experience  duly  ordered  and  digested,  not  bungling  or 
erratic,  and  from  it  educing  Axioms,  and  from  established  Axioms 
again  new  experiments."  ^ — "  From  the  new  light  of  Axioms,  which, 
having  been  educed  from  these  particulars  by  a  certain  method  and 
rale,  shall  in  their  turn  point  out  the  way  again  to  new  particulars, 
greater  things  may  be  looked  for.  For  our  road  does  not  lie  on  a 
level,  but  ascends  and  descends;  first  ascending  to  Axioms,  then 
descending  to  works."* — "And  the  truth  is  that  the  knowledge  of 
simple  natures  well  examined  and  defined  is  light ;  it  gives  entrance 
to  all  the  secrets  of  nature's  workshop,  and  virtually  includes  and 
draws  after  it  whole  bands  and  troops  of  works,  and  opens  to  us  the 
loorce  of  the  noblest  axioms."  ^ 

It  clearly  appears,  therefore,  that  Deduction  was  not  only  an 
esential  part  of  the  Baconian  Philosophy,  but  its  very  aim  and 
object,  because  it  was  the  practical  part  of  it.  The  very  aim  of 
Bacon  was,  by  discovering  true  science  or  the  knowledge  of  causes, 
to  be  able  to  govern  the  world  of  reality,  or  effects.  To  say,  there- 
fcre,  that  Bacon  omitted  the  Deductive  part  is  manifestly  as  great  an 
error  as  that  of  J.   B.  Say,  who  declared  that  Bacon  was  quite 

*  Distribtitio  Opens.  '  Nov.  Org.  bk.  i.  aph.  24. 

*  Nov.  Org.  bk.  i.  84.  *  Nov.  Org.  bk.  i.  aph.  103. 
'  Nov.  Org.  bk.  i.  aph.  121. 
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ignorant  that  the  method  of  his  Philosophy  vas  applicable  to  anj- 
thing  but  Physical  Science.  Mill  is,  therefore,  also  in  error  when  he 
says  that  a  revolution  in  science  is  peaceably  taking  place,  and  that 
wc  are  reverting  from  the  Inductive  to  the  Deductive  method.  Even 
if  it  were  true,  it  is  not  a  revolt  from,  but  the  express  fulfilment  (^ 
the  Baconian  Philosophy.  And  we  think  the  example  Mill  has 
selected  peculiarly  unfortunate,  because  the  practical  triumphs  of  the 
astronomer  are  entirely  due  to  the  Theoretical,  or  Inductive,  dis- 
covery of  the  fundamental  Laws  of  Mechanics.  Astronomy  is 
nothing  whatever  but  a  practical  example  of  the  general  laws  of 
Mechanics,  and  is  the  most  sublime  proof  of  the  truth  of  the 
Baconian  Philosophy. 

1 2.  One  of  the  great  fundamental  Laws  of  Inductive  Logic  per- 
vading every  part  of  the  Novum  Organmn,  and  expressing  its  veij 
spirit,  is  called  the  Law  of  Continuity,  and  is  thus  described  by 
Whewell,  Nov.  Org.  Jienov.  p.  aai  : — 

"A  quantity  cannot  pats  from  one  amount  to  another  by  any  ciangt 
of  conditions,  ivUhoiit passing  through  all  the  intermediate  magnifuiia, 
according  to  the  intermediate  conditions'' 

"This  I^w  may  often  be  employed  to  correct  inaccurate  deduc- 
tions, and  to  reject  distinctions  which  have  no  real  foundation  in 
nature.  For  example :  The  Aristotelians  made  a  distinction  between 
a  according  to  nature  (as  that  of  a  body  falling  vertically  do«.ii- 
da)  and  motion  contrary  to  nature  (as  that  of  a  body  moving  along 
I  plane) ;  the  former  they  held  became  naturally  quicker 
A  quicker,  the  latter  naturally  slower  and  slower.  But  to  this  it 
it  be  replied  that  a  horizontal  line  may  pass  by  gradual  motion 
1  various  inclined  positions  to  a  vertical  position,  and  thus 
J  motion  may  pass  into  the  accelerated ;  and  hence  there 
e  inclined  plane  on  which  motion  is  naturally  unifonn, 
\,  and  therefore  the  distinction  of  such  kinds  of  motion 
That  is  to  say,  there  is  no  point  whatever  at  which 
f  motion  passes  into  another.  Again  :—"  The  evidence 
V  of  Continuity  resides  in  the  universality  of  those  Ideas, 
r  into  our  apprehension  of  Laws  of  Nature.  When  of 
S  one  depends  upon  the  other,  the  1  aw  of  Continuity 
f  governs  the  dependence.  Every  philosopher  has  the 
r  of  applying  this  Law,  in  proportion  as  he  has  the  faculty  of 
g  the  Ideas  which  he  employs  in  his  Induction,  with  the 
I  dcMmcss  and  steadiness  which  belony  to  the  fundamental 
^,  and  Number.  To  those  who  possess  this 
rie  of  very  wide  and  decisive  application.    Its 
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r.  xs  his  appeared  in  the  al)ove  example,  is  seen  rather  in  the  dis- 
:<  oi  errofieoas  views,  and  in  the  correction  of  false  propositions, 
r.  ji  the  invention  of  new  truths.  It  is  a  test  of  truth  rather  than 
:-:>:rjxnent  of  discovery"' — which,  we  may  observe,  is  the  true 
•  TjoQ  of  all  Logic,  both  Aristotelian  and  Baconian — formal  and 
-"Hvc- 

I'rjt  law  of  Continuity  is  one  of  the  most  powerful  weapons  of 
:>  ::%e  l^ogic,  and  is  of  very  wide  application  in  Physical  research. 
'05  bcrn  employed  with  immense  effect  in  settling  the  fundamen- 
cx.ccpcioos  of  Mechanics,  Klectricity,  Geology,  and  indeed  of 
r\  other  science  Its  capability  of  being  applied  to  settle  the 
diaicntal  Concepts  and  Aaioms  of  Economics  has  never  yet^ 
:  «t-  are  aware  of.  even  been  suspected !  And  yet  we  shall  shew 
::  B  capable  of  absolutely  deciding  and  determining  once  and 
ner.  the  greater  portion  of  the  controversies  in  Economics, 
rbc  great  philosophers  who  founded  the  Physical  Sciences 
■inctively  obeyed  the  Laws  of  the  Baconian,  or  Inductive,  Logic, 
^h  ire  undoubtedly  true  in  the  main.  In  fact  this  Logic,  must 
I?  btco  necessarily  evolved  in  the  process  of  the  formation  of 
w  Kicnces.  Because  in  all  controversies  it  is  necessarily  assumed 
:  there  is  some  supreme  power  which  is  admitted  to  be  capable 
dccMiiDg  authoritatively  on  all  scientific  discussions  which  must 
iibdcd  to  by  both  parties,  or  else  there  is  no  pros|)Cct  or  possi> 
■1  ,(  t*r:nging  the  discussions  to  a  final  end.  .And  that  supreme 
tr-  It  tnc  REAN4JN,  the  Divine  AOI^'Oi!,  or  Ix)GIC — the  common 
fyrzy  of  G*tD  and  Man.- 

**  Know  ibat  in  the  maiI 
Arc  many  Inscr  Ucnltin  that  serve 
Reason  at  chief;  ainon(*  these  Fancy  next 
Her  oAce  holdi ;  of  all  external  things, 
Whkb  the  five  watchful  senseh  represent, 
>bc  formt  imaginations,  eary  shapes 
^liich  keiuon,  joining  or  disji>ining,  fra^le^ 
All  which  we  affirm  or  what  deny,  and  call 
Otr  knowledge  or  opinion  ;  then  retires 
lato  her  private  cell,  when  Nature  rests. 
Ofl  m  her  at«cnce  mimic  Fancy  wakes 
To  imilaie  her  ;  but,  misjuining  shapes. 
Wild  work  produces  oft  — 
111  ■iifching  wordi  and  deeds. " 

rw  woodcrful  sagacity  of  Bacon  was  that  he  anticipated  this 
■Eli  process*  and  first  created  that  science  of  sciences,  which  rules 
rv  pwticuUr  science  with  supreme  power.     All  controversies  in 

»  ■iwtii.  .%W.  Off,  iCemm\  p.  aaj.     •  Cu  1  RO.  1/  /*v'^"  ,  <'^.  i.  i  S- 

If 
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Economics,  both  as  to  Concepts  and  Axioms,  must  be  brought  to 
the  tribunal  of  this  supreme  power,  and  must  be  decided  by  exactly 
the  same  general  principles  of  Inductive  Logic,  as  have  already 
decided  finally  the  controversies  in  Ph3rsical  Science. 

20.  We  shall  endeavour  in  the  following  chapter  to  show  the 
application  of  the  principles  we  have  been  considering.  In  the  6rst 
Book  we  shall  give  a  narrative  of  the  differences  of  opinion,  or  a 
History  of  the  Ideas  that  have  prevailed  as  to  the  nature  and  limits 
of  the  science  of  Economics  itself,  and  employ  the  principles  of 
Inductive  Logic  to  determine  which  is  the  true  one.  We  shall 
frame  a  Definition,  or  precise  Conception  of  the  Science,  clearly 
expressing  the  body  of  phenomena,  whose  laws  it  is  our  business  to 
discover. 

The  second  Book  investigates  the  Fundamental  Concepts  of 
the  Science,  and  brings  together  various  controversies  and  dis- 
cussions which  have  been  held  on  each  of  them,  and  shews  the 
application  of  Inductive  Logic  to  determine  which  are  the  true 
General  Concepts. 

This  completes  the  Inductive,  or  Theoretical,  portion  of  the 
Science,  in  which  true  Concepts  and  Axioms  are  obtained  by 
genuine  Induction  from  Nature  itself. 


/ 


CHAPTER  III. 
HISTORY  OF  ECONOMICS. 

It  was  until  very  recentiy  an  assured  opinion  in  this  country  that 
Adam  Smith  was  the  founder  and  creator  of  the  Science  of 
Political  Economy — or  Economics,  as  it  is  now  more  usually  termed 
—and  of  Free  Trade.  A  once  prominent  politician  is  reported  to 
have  said  that  Political  Economy  and  Free  Trade  sprang  perfect 
and  complete  from  the  brain  of  Adam  Smith,  as  Minerva  did  from 
the  head  of  Jupiter.  Such  ideas,  however,  show  a  complete 
ignorance  of  the  history  of  Economics,  and  are  now  quite  abandoned 
bf  all  persons  who  have  studied  the  subject. 

In  fact,  it  is  contrary  to  nature  that  it  should  have  been  so. 
Gieat  sciences  are  not  created  at  once  by  a  single  book.  They 
inraiiably  arise  from  small  beginnings,  just  as  the  mighty  Danube 
flows  from  a  spring  in  the  garden  of  a  German  burgher.  Some 
men  b^in  to  observe  the  phenomena  connected  with  some  single 
fandamental  concept  Then  other  observers  bring  in  a  larger 
number  of  phenomena  based  upon  the  same  fundamental  concept ; 
^  so  at  last,  by  the  contributions  of  an  increasing  number  of 
obsenrers,  it  grows  into  a  great  science,  just  as  the  Danube,  from 
*  toy  spring,  is  swollen  into  a  mighty  river  by  multitudinous 
contributory  streams. 

Every  one  with  a  scientific  instinct  can  at  once  perceive  that 
Adam  Smithes  work  is  pervaded  with  a  combative  air ;  that  every 
pMt  of  it  is  evidently  written  at  something  preceding,  and  that  it  is 
Wended  to  overthrow  a  prior  system. 

.\s  a  matter  of  fact,  as  we  shall  presently  show,  Economics  was 
^Donded  as  a  Science  by  an  illustrious  sect  of  philosophers  in 
fnnce  in  the  middle  of  the  last  century,  who  were  the  first  to 
poceive  and  declare  that  there  is  a  positive  and  definite  Science 
^  Economics,  based  upon  demonstrative  reasoning,  just  as  the 
^snous  physical  sciences  are. 
The  Science  of  Economic^  Jilce  medicine,  has  arisen  out  o^  XVve 

D  2 
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'.i!.i':.;;i-  ■.  .];.■]  r:.;":r\'  of  nuinkiml.  cmsi-J  l»y  the  violation  of  ti 
r.'.'.ii'.r^Li'    ;.r:-i'.:[i!'.-:  ami  •zwry  .nJvanri.-  in  Economic  theor\-  i 

•  .r'./'.\r.<-—\  :;i  •'■\'a-.  ;;r.-at  [)r..-;-:n^  pr;i''tii:al  tvil. 

'J'/rf  Theory  ■•/  money. 

"Ih"  iJr-l  <!■  [LirtTiR-ni  of  Ki'inomics  to  be  reduced  to  scitiinti 
|.riii'.ii.l'-.  ..K'\  '-i^ilili^lii'd  on  solid  and  enduring  foundations,  n 
lijF-  'll..-.,!;  .-I    M..nry. 

(  li.irl'ni.iLii'-,  almiil  tlic  end  of  llic  dghth  ccntun',  founded  IJ 
-y  .1.  Ill  >A  'T.iii.i--,;  uhidi  was  ndoiitt.-d  in  all  the  countries  of  Wesif 
l,itic.|H'.  '111.  I  iiinaice  of  the  Romans  had  fallen  into  great  disordt 
.mil  (lurli  in:i^n.:  adojittd  thi-  French  imund  weight  of  silver  ai  tt 
iiJiit,  anil  divided  it  into  240  denicrs,  or  pennies,  12  of  which  ivei 
lali'd  a  s"/i.//rs,  or  shilling,  in  account:  and  twent>'  so/iJi  made 
l"iuiid.  I'lir  a  i.oiisidcrable  time  the  French  sovereigns  maintainc 
Mil  standard,  lnit  every  [letty  count  and  proprietor  claimed  the  rigl 
111  ruining  on  his  own  account,  and  deluged  the  countrj'  with  ku 
.Hid  d'uradi'd  coin.  I^iuis  VI.  scvms  to  have  hccn  the  first  sovereig 
Ici  issur  a  \i-ry  debased  coinage,  and  this  was  constantly  done  li 
Miccii'iling  kings.  They  claimed  the  right  of  issuing  debased  m 
anil  iliiniitishing  the  weight  of  the  standard  coin  as  much  as  tht 
|ilcascd,  and  forcing  their  Kubjects  to  accept  the  debased  an 
(limiiitNlied  coin  at  the  same  %'aluc  as  good  coin.  Moreu\-er,  tix; 
i-on)j)ticatcd  matters  by  introducing  a  gold  coinage  in  the  WvW 
cuntury,  and  they  dumed  the  right  of  changing  the  weight  of  ih< 
coins,  and  their  rating  with  respect  to  each  other,  as  often  as  the; 
[ilca«ed,  K)  that  whenever  they  had  debts  ta  pay  they  cried  the  coii 
up.  and  when  tllcy  had  debts  to  receive  they  cried  the  coin  down 
Tolilica!  Economy,  Art.  "  Coinage  of  Ftance,' 
Mftblc  of  the  variatiois  in  the  Mint  prices  01 
r  from  the  year  1113  to  the  revolution. 
aJly  notorious  for  these  evil  practia's,  and 
fc a  false 

il  che  sopra  Si-nn» 

•*  tk^  it  shall  fa,iT 
They  bec^si  _   *ot*e  *»"  *^ 
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rating  of  the  livre,  or  pound,  was  altered  7 1  times.     The  State  was 

in  the  lowest  depression  when  Charles  V.,  justly  sumamed  the  Wise, 

succeeded  to  the  Crown.     He  perceived  that  the  shameful  state  of 

the  coinage  had  been  the  cause  of  innumerable  commotions  and 

misery,  and  had  driven  away  foreign  trade  from  the  country,  and 

that  the   only  way  to   bring   back   prosperity  was  to  restore   the 

coinage.     He  referred  the  whole  matter  to  one  of  his  wisest  and 

most  trusted  councillors,  Nicolas  Oresme,  afterwards  Count  Bishop 

of  Lisieux,  who,  in  answer  to  the  appeal  of  his  Sovereign,  produced 

about  1366  his  now  justly  celebrated  Treatise  on  Money,  entitled, 

Traktie   de   la  premiere   invention    des    MonnoieSy    in    twenty  -  six 

chapters,  which  may  be  justly  said  to  stand  at  the  head  of  modern 

Economic  literature.    This  treatise  laid  the  foundations  of  Monetary 

Science,  which  are  now  accepted  by  all  sound  Economists.     Thus 

to  France  is  due  the  honour  of  having  produced  the  first  great 

treatise  on  an  Economical  subject.    But  Oresme's  treatise  was  merely 

a  Report  addressed  to  his  Sovereign,  and  did  not  become  public. 

These  evil  practices  continued  to  flourish  in  all  countries  in 
Europe.  They  were  carried  to  less  extremes  in  England  than  in 
any  other.  In  1526,  Sigismund  I.,  King  of  Poland,  of  which 
Pnissia  then  formed  a  part,  being  anxious  to  restore  the  coinage  of 
Pnissia,  which  had  fallen  into  great  disorder,  applied  to  Copernicus, 
who  was  a  member  of  the  Prussian  Diet,  and  he  drew  up  a  masterly 
treatise  on  Money,  entitled,  Moneta  cudendcs  Ratio^  which  was  only  \ 
discovered  in  1815,  and  has  been  included  in  the  magnificent  edition 
of  his  works  published  at  Warsaw  in  1854. 

Copernicus  had  no  knowledge  of  Oresme's  treatise,  written  160 
years  before  his  own,  but  he  came  to  exactly  the  same  conclusions 
as  Oresme  had  done.  They  both  held  that  the  Prince,  or  the  Law, 
had  no  power  to  regulate  the  relative  value  of  gold  and  silver ;  that  ' 
the  sole  duty  of  the  Prince  is  to  maintain  the  weight,  the  purity,  and 
the  denomination  of  the  coins ;  to  change  either  of  them  is  robbery. 
That  in  regulating  the  relative  value  of  the  coins,  the  I^w  must 
strictly  conform  to  the  relative  market  value  of  the  metals.  For  ' 
the  coins  are  only  pieces  of  bullion  impressed  with  a  stamp  to  certify 
their  weight  and  fineness,  and  the  changes  in  their  relative  value 
must  follow  the  changes  in  the  relative  value  of  the  metals.  That 
bad  coin  and  good  coin  cannot  circulate  together,  but  the  bad  coin  ^ 
in^^ariably  drives  out  the  good  coin  from  circulation,  and  alone 
lonains  current  That  if  the  legal  ratio  of  the  coins  does  not  con- 
form to  the  relative  market  value  of  the  metals,  the  coin  which  is 
Bndenated  disappears  from  circulation ;  it  is  either  hoarded  away. 
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or  it  is  melted  down  into  bnllkxiy  or  it  is  exported.  That  B*!^Fnptirg 
to  maintain  coins  in  dicuktioo  at  a  legal  ratio  diflering  from  the 
relative  market  value  of  the  metali^  only  entires  to  die  benefit  of 
the  bullion  dealers,  who  buy  up  and  melt  down  the  undenated  coin, 
to  the  great  loss  of  the  community.  Oresme  aid  that  if  tibe  Prince 
can  regulate  the  value  of  gold  and  sihery  he  can  rq;ii]ate  die  ^ahie 
of  everything  else ;  and  Copernicus  said  that  there  cannot  be  more 
than  one  measiu-e  of  value  in  a  country,  any  more  than  there  can 
be  more  than  one  measure  of  length,  wei^^  or  capacity.  That 
if  good  new  coin  is  to  be  issued  from  the  Mint,  all  the  bad,  base^ 
and  degraded  coin  must  first  be  withdrawn  from  dicolatioiit  or  the 
value  of  the  good  coin  wiD  become  debased,  and  it  wiD  at  onoe 
disappear  from  circulation. 

In  England  the  sovereigns  had  never  debased  the  parity  of  the 
coins,  except  during  a  short  period  by  Heniy  VIII.,  Maiy,  and 
Edward  VI. ;  but  they  had  successively  diminished  their  wcj|^ 
They  allowed  vast  quantities  of  base  and  counterfeit  foreign  ooin  to 
circulate  in  the  country,  and  even  the  native  coin  to  be  difqied  and 
degraded.  They  never  took  any  measures  to  withdraw  the  base  and 
degraded  coin  from  circulation  before  issuing  the  good  coin.  The 
consequence  was,  that  all  the  good  coin  disappeared  from 
tion  as  soon  as  it  was  issued  from  the  Mint  This  phenomenon 
the  puzzle  of  financiers  and  statesmen,  and  gave  rise  to  numerous 
debates  in  Parliament.  But  they  could  devise  no  remedies  except 
denouncing  penalties  of  death  and  mutilation  against  persons  who 
melted  down  and  exported  the  good  coin.  They  had  no  Oresme 
or  Copernicus  to  explain  to  them  the  true  causes  of  this,  and,  as  diey 
never  discovered  the  true  master-secret  of  the  case,  their  measures 
were  wholly  ineffectual. 

At  last,  Sir  Thomas  Gresham  explained  to  Queen  Elizabeth  diat 
allowing  base  and  degraded  coin  to  circulate  along  with  good  coin 
caused  it  to  disappear ;  that  bad  coin  and  good  coin  cannot  circulate 
together;  but  that  the  bad  coin  invariably  and  necessarily  drives 
out  good  coin  from  circulation,  and  alone  remains  current  Seeing 
the  immense  importance  of  this  Law,  I  suggested,  in  my  Ekmemli 
of  Political  Economy y  p.  477,  published  in  1857,  that  it  should 
be  known  by  the  name  of  "  Gresham's  Law,"  and  this  sugget* 
tion  has  now  been  universally  accepted. 

But  in  1864  my  friend,  M.  Wolowski,  published  the 
of  Oresme  and  Copernicus,  by  which  it  appeared  that  these 
men  had  fully  explained  the  matter  160  and  32  jrears  respective 
previous  to  Gresham,  so  that  this  great  Law,  which  is  as  well  and 
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finnly  established  as  the  Law  of   Gravitation,  should   be  called 
the  Law  of  Oresme,  Copernicus,  and  Gresham. 
This  Law  may  be  stated  in  the  following  terms : — 

*^The  worst  farm  of  currency  in  circulation  regulates  the  value  of 
the  whole  currency^  and  drives  all  other  forms  of  currency  out  of  circu- 

le&mT 

This  was  the  first  great  fundamental  Law  established  in  Eco- 
nomics, and  it  is  now  recognized  that  it  governs  all  discussions 
on  Money  and  Coinage. 

Oresme  and  Copernicus  had  laid  down  that  the  legal  ratio 
between  gold  and  silver  coins  should  strictly  conform  to  the  market 
ratio  of  the  metals,  and  that  the  ratio  of  the  coins  should  never  be 
changed,  except  in  consequence  of  a  change  in  the  market  ratio 
of  the  metals.  But  it  was  found  impossible  to  follow  this  rule 
in  practice.  The  ratio  between  gold  and  silver  sometimes  rose 
above,  and  sometimes  fell  below,  the  legal  ratio ;  and  it  was  found 
that  when  these  fluctuations  took  place,  the  metals  alternately 
drove  each  other  out  of  circulation  as  they  rose  above  or  fell 
bdow  the  legal  ratio.  And  how  was  it  possible  to  be  constantly 
calling  in  and  recoining  the  money  according  to  every  change  in 
the  market  ratio  of  the  metals?  At  the  close  of  the  seventeenth 
century  Sir  William  Petty,  one  of  the  most  scientific  men  of  the 
age,  and  Locke,  in  a  masterly  and  unanswerable  treatise,  shewed 
that  one  metal  only  should  be  adopted  as  the  standard  unit  and 
measure  of  value,  and  coins  of  other  metals  should  be  only  sub- 
sidiary to  the  standard,  and  should  only  be  allowed  to  be  current  at 
their  market  value  in  relation  to  that  standard.  This  doctrine  was 
tnforced  in  the  middle  of  the  last  century  by  Harris,  and  was  fully 
developed  in  the  great  master  treatise  on  the  subject,  the  unanswered 
and  unanswerable  Treatise  on  the  Coins  of  the  Realm^  by  Lord  '; 
Liverpool,  published  in  1805,  to  which  the  Government  of  India, 
after  forty  years  of  bitter  experience  of  attempting  to  keep  gold 
and  silver  coins  in  circulation  at  a  fixed  legal  ratio,  declared  their 
entire  adhesion  in  1806,  and  which  was  finally  adopted  in  this 
country  at  the  great  recoinage  in  18 16;  and  England  now  enjoys 
the  most  perfect  system  of  coinage  ever  devised  by  the  ingenuity 
of  man.  Every  country  in  Europe  has  seen  that  the  British 
s)*stem  of  coinage  is  the  only  true  one,  and  has  followed  it. 

This  was  the  first  great  Law  of  Economics,  which  was  established 
Wore  the  foundation  of  Economics  as  a  Science  by  the  Economists. 
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Foundation  of  Ceonomloa  as  'a  iSolenoe. 

• 

For  many  centuries  all  Governments  enacted  law?  leguding  tnde 
without  suspecting  that  there  are  any  fijced  principles  on  the  subject 
Sometimes  they  favoured  Fre«  Trade,  sometiines  Protection ;  some- 
times they  cockered  up  one  species  of  industry,  sometiines  aaother, 
according  to  the  whim  of  the  momenti  or  according  as  they  thoo^ 
that  one  species  of  industry  was  the  most  advantageous  for  the 
country.  They  never  seem  to  have  had  the  fiuntest  idea  that  tlbe 
only  true  principle  is  to  leave -evory  industry  alone,  and  allow  egcfa 
one  to  develop  itself  according  to  its  own  patuial  tendencies. 

At  length,  in  the  fiilnes?  of  time,  the  sublime  conception  of 
Bacon  was  realised,  and  a  new  order  of  sciences  came  into  eiistenre 
— the  Sciences  of  Society. 

Every  one  has  heard  of  the  glories  of  the  reign  of  Louis  XIV., 
but  few,  probably,  have  any  idea  of  the  terrible  reaction  and'  die 
incredible  disasters  and  misery  at  the  close  of  Ms  reigo,  TheK 
may  be  learnt  from  contemporary  writers,  and  also  from  Taine's 
History  of  the  Ancient  Regime^  and  many  other  works.  Before 
his  death,  John  Law,  whose  scheme  of  Paper  Money  had  been 
rejected  by  the  Scottish  Parliament  in  1705,  came  to  France, 
and  endeavoured  to  induce  Desmardts,  the  Minister  of  Finance, 
to  adopt  it;  but  Desmardts  would  have  nothing  to  do  with  it, 
and  Law  was  ordered  to  quit  France.  Soon  after  the  death  of 
Louis  XIV.  I^w  went  back  to  France,  and  persuaded  the  R^ent 
Orleans  to  allow  him  to  found  a  Bank.  Now  Law  was  not  a  rogue 
and  a  swindler,  as  is  too  often  thought.  Barring  his  unfortunate 
theory  of  Paper  Money,  he  was  the  most  consummate  financier 
of  the  age.  He  addressed  fifteen  letters  on  Banking  and  Credit 
to  the  Regent  Orleans,  which  are  perfectly  soimd,  and  shewed 
that  he  understood  the  nature  of  Credit  and  Banking  better  than 
any  one  else  of  his  day.  The  Regent  accordingly  allowed  him 
to  establish  his  Bank,  and  it  was  a  marvellous  success.  In  three 
years  he  raised  France  from  the  lowest  state  of  misery  and  depres- 
sion to  the  height  of  prosperity,  so  that  foreign  nations  sent  to 
congratulate  the  Regent  upon  the  restored  condition  of  France. 
Now  Law  has  explained  his  whole  theory  in  a  work.  Money  and 
Trade  Considered.  He  thoroughly  understood  the  powers  of 
Credit,  but  he  saw  that  the  powers  of  Credit  are  limited,  and  he 
wished  to  create  a  Paper  Money  beyond  the  limits  of  Credit 
His  ideas  seem  very  plausible,  and  have  been  adopted  in  se\'eral 
countries;    but  they  have  invariably  produced  the  most  frightful 
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•:"  ;^S<-^  k)ccausc'  thi-y  arc  in  direct  violation  of  the  fundamental 
■\/  <•:'  .Montrtar>   Siicnre   (Money).      It  would  be  quite  im- 

•  ■■'•  t.i  pvc  any  arrount  of  the  Mississippi  scheme  here,  but 
L\'.  «*:\fTi  a  full  account  of  I^w*s  (unking  career  in  my  Dic- 
:ri  .  f  Politkai  Economy^  Art.  Banking  in  France,  This 
*:*i':»h«-   in    France  w.is  not  only  im|x>rtant  in  itself,  but  was 

r^ri  lif  the  founitation  of  Kconomics  as  a  Science. 
\'k^i  Turcot,  then  a  voun^  man  of  twenty-two,  began  to  reflect 

-  V  ^  ti  mMf  t  j)amit\.  and  endeavoured  to  discover  the  error  of 
'  ••»:•  m.  ami  the  nature  of  ('redit,  in  a  letter  to  the  Abln:  de 

•  ■•ii*h  h«-  <iii!  not  succtx*d — which  is  not  surprising,  as  he 
'    :•  :ri^   lit    thr    Pandects  of  Justinian,  in  which   the  whole 

Ihriin    of  C'rrdit  is  set  forth.      Turgot  associated  with 

•  rf.urTi.i\.    *»ho   was   an   eminent    men*hant,   and   a    keen 

•     I  r--i     Trade.      They   enlisted    Quesnay,   the    King's 

I'     Ir.t^Tu,  MiraU-au  /^rr,  the  AbW  Haudeau,  Mercit^re 

.*.  ■    -• .  lhjj»i»nt  de  Nrmours,  and  many  others,  who  formeil 

•  ■.    >    ••:••  4  jumiTfu!  si'ct.  under  the  name  of  the  Economists. 

-    T*'rt    ihr  first  to  jitTceive  and  declare  that  there  is  a 

:  •'..  frntt    S  i«  nn-  of  Kconomics.  founded  upon  demon - 

•  .-  :  r-^.  luM  as  the  ph\si<*al  M'iences  are. 

•  •  -t   I  ''.iTn  .    ili\idt  «i  into  a  numlier  of  se|>arate  and  semi- 
•  \   \  •i.\fiii%.  i-arh  surrounde<!  with  custom  houses,  which 

'     ■  V;    !'     Uirrii  r   .ind   tibstruction    to   cninnunial    inter 
'.     •:-'i'''    I't    in(lu'^tr\    was    Nudrd    with    niinutc  an<l 

■  m 

^     ..!:■  !i.    .ind    nn    the    sli^htrst    infraction    of    ihes«- 

•■       r:..iruir.i«  tiir«N    wvxv  tit-strnvitl   l»y   the   (lovrmnunt 

'    ■  -   \'\    l.ir^r   |i..rtion  of  thr  human   ra«f  was  ^nuniii^ 

•  •.!;>.   .!    sl.i\.  r\  .   and   in  rvrn    <  ountrv   iKTsons  wvre 

••  r- '  ij:*  •!  !•  r  ih»  ir  rili^iuii-»  opinioiiN. 

i      •.   •:   -:*    !•  Ill    th.it    tht-Ni-   <  *onim«T<  iai.    IVrsonal.   ami 

::-*»^'ri^    Win    44>ntr.iry  U\  \\\v   tiind.mu-ntal   ri^^htN  «if 

•  ]■•  .   :■'•«•  l.iini.  i|  .IN  ihr  iinlrfr.isililr  ri;:htN  o!  mankinti 

Freedom    •  Person,  th.    Freedom  «•!  Opinion^  ami  th. 
edom   *  Commerce,  •  r  Exchange. 

-  •--■.  »v  •  W.I-  \\\\    ri  .il  ln.nl  \A  tht    MTi.  arnl  th«"  t'otindi  r  «>! 

.  f"  _-»    u    *^«  :•  !i<  I  .    .i:nl     \\\^     fit|li»w*TN,    n'tln  tiii)^     mi     tin 

-i  '«  r\  tf.'  >  •v.iw  arniind  t)nm.  stni<  k   «mt  tin*  iili-a  that 

-  .■•  ••    -  •:.'   ».r- .it  N.itiir.il  N  irii«i-,  sunn-  print  iplr^  of  1  trrn.il 

•  -  -  •:    ■.  N'.ir'.r*    \\^t  l!.  \\\\\\  n-L.ird  t^i  thr  n^mj.iI  r'-lalions  it| 

.  -«'.    ".     \     '..iti'-n  •»!  whn  h  w.i"  lh«-  «  aii^*-  <»!  llii    hidrous  iniM  r\ 

«a«    ^r<."jMi!    thi  ti!    in   thi  ir    nativi-    land.      1  ht-   name   whi<  h 
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^)\if^x\2}f  first  gave  to  it  was  Natural  Ri^t :  and  his  object  was  to 
'itscover  and  lay  down  an  abstract  science  of  the  natural  rights  of 
men  in  all  their  social  relations  towards  Government,  towards  eadi 
oth'rr,  and  towards   Property.     The  term   Politique  in   Fr^di 
might  have  expressed  this  science,  but  the  word  in  common  usage 
was  s^i  exclusively  appropriated  to  the  art  of  Government,  that  they 
^ave  it  the  name  of  "Political  Economy,"  or  £kx>nomical  Philosophy,* 
and  hence  they  took  the  name  of  the  **  Economists."    Dupont  de 
Nemours,  one  of  their  number,  proposed  the  name  of  Physiocratit, 
or  the  government  of  the  nature  of  things,  and  hence  they  came  to 
be  called  also  the  Physiocrates ;  but  the  word  having  been  appropriated 
to  certain  doctrines  of  the  sect  which  are  now  shewn  to  be  erroneous^ 
;ind  aliandoned  by  all  Economists  of  repute,  has  faUen  into  disuse, 
and  the  term  Political  Economy,  or  Economics,  which  is  now  more 
generally  used,  has  survived. 

Now  it  is  evident  that  this  wide  and  extensive  scheme  comprehends 
not  only  a  single  science,  but  a  whole  multitude  of  sciences,  and  we 
shall  henceforth  confine  ourselves  strictly  to  that  dei)artment  of 
their  philosophy  which  relates  to  Commerce,  or  Hxchang^es. 

The  sect  of  the  Economists  was  constituted  in  1750.  Quesna/s 
first  publication,  Ia  Droit  Nature! ^  contains  a  general  inquiry  into 
these  natural  rights;  and  he  afterwards,  in  another  work  called 
Maximes  Gknerales  du  Gouvernement  Economique  d^un  Royaunu 
AgricoU^  endeavoured  to  lay  down,  in  a  series  of  thirty  maxims,  or 
gencnil  rules,  the  whole  basis  of  the  economy  or  organisation  of 
society. 

The  23rd  of  these  maxims  declares  that  a  nation  suffers  no  loss 
by  trading  with  foreigners. 

The  24th  declares  the  fallacy  of  the  Balance  of  Trade  (Balance 

of  Trade). 

The  25th  says :  "Z^/  entire  freedom  of  commerce  be  maintained;  for 
the  rtf^ulation  of  commerce^  both  internal  and  external^  the  most  surt^ 
the  most  exacts  the  most  profitable  to  the  nation^  and  to  the  State^  consists 
in  entire  freedom  of  competition,^^ 

In  every  country  in  Europe  there  were  numerous  enlightened 
|>crsons  who  advocated  Free  Trade  as  beneficial ;  but  the  Economists 
were  the  first  to  lay  it  down  as  one  of  the  fundamental  rights  of 
mankind,  and  as  the  corner-stone  of  their  Science.  These  maxims 
were  adopted  as  a  Code  by  the  sect,  and  were  published  in  1 759  as 
the  embodiment  of  their  doctrines,  which  at  once  disposes  of  the 
iilea  that  Adam  Smith  was  the  originator  and  creator  of  Free  Trade. 
The  Maxims  of  Quesnay  entirely  overthrew  the  prevailing  system  of 


k : 
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rv^r.tc^  This  was  the  work  of  Quesnay  and  his  associates; 
(1  nurvithstanding  certain  errors  and  shortcomings  mentioned 
• «.  !hr>  arv  unquestionably  entitled  to  be  acknowledged  as  the 
.-»if  r».  of  Economics  and  Free  Trade. 


Outiim  of  the  Dootrine  of  the  Economists. 

^r  may  now  give  a  brief  al>stract  of  the  doctrine  of  the 
'v  rn:rt&,  by  which  the)'  ^-indicated  the  principle  of  liberty,  and 
nih:  of  property. 

Crtator  has  placed  man  upon  the  earth  with  the  cedent 

-::^  If!  that  the  race  should  prosper ;  and  there  are  certain  physical 

:  r>  ral  law  s  which  conduce,  in  the  highest  degree,  to  ensure  his 

'^rrianon,  increase,  well-being*  and  improvement   The  correbtion 

«rcn  :hevr  ph>'sical  and  moral  kiws  is  so  close,  that  if  either  be 

-.-.^>.rstood,  through  ignorance  or  passion,  the  others  are  also. 

v>  ^ilI  ruture,  or  matter,  bears  to  mankind  very  much  the  relation 

'r  tSc  UkIv  does  to  the  mind.     Hence  the  perpetual  relation  of 

1 «»  J.1  and  moral  good  and  evil  to  each  other. 

\i?:.ral  justice  is  the  conformity  of  human  laws  and  actions  to 

*.T2^  'fdrr;  and  this  collection  of  physical  and  moral  laws  existed 

^r-   any    |»>s:tive   institutions  among   men.      And    while    their 

^-^i.'v  e  produces  the  highest  degree  of  prosfx^rity  and  well-being 

'*  "-.rr.,   thf  non-ol)ser\*anrc  or  transgression  of  them   is  the 

-  •  tr^-  extensive  physical  evils  whici)  aftli(*l  mankind. 

'.  '■  jk  nalural  order  exists,  our  intelligence  is  caiKiMe  of  under- 
'-  -»  -t     !'"T  if  not,  it  would  Ik.'  useless,  ami  the  sagacity  of  the 

-  '  »   ulii  lie  at  fault.     As.  therefore,  these  laws  are  instituted 
'    ^-:*t-me  Being,  all  men  and  all  Stales  ought  to  Ik-  governed 

'  '■-.     Ih' y  are  immuLal»!e  and  irrefragable,  and  the  l>est  |)ossible 
'      'v  •.  are  mi'esvanly  the  liasis  of  the  most  |)erfect  government, 

•*•■  r  .r.«iimrr.tal  rule  nf  all  |M>sitive  laws,  which  are  only  for  the 
"•^  o*  jj-h'-ldin,;  that  lutural  order,  which  is  evidently  the  most 

4.-'Li^".u*  Ujt  the  human  race. 

rv  o'.'icnt  i*bjcct  of  the  Creator  l)eing  the  prescnali<»n,  the 
,  the  Well  Inring.  and  the  improvement  <»f  the  rare,  man 
'.-y  rrrcncd  fn»m  hi?»  origin,  not  (»nly  intelligence,  l)ul  instincts 
rf'JTSiaMc   to   that  end.     Kvery  one  fi-els  himsilf  entlowetl  with 

T^^j^  ;nftt:ncts  of  well-being,  siK'iability,  anil  justice.  He  under- 
-O  trot  the  tvtlation  of  the  brute  is  not  suitable  to  his  double 
'^-.  and  that  hts  physical  and  moral  wants  urgt*  him  to  live  in 

icorty  oi  his  equals  in  a  state  uf  |)eace,  go<xlwill,  and  concord 
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He  also  recognizes  that  other  men,  having  the  same  wants  as  himsell 
cannot  have  less  rights  than  himself,  and,  therefore,  he  is  bound  ti 
respect  their  rights,  so  that  other  men  may  observe  a  similar  obligatioc:  ^ 
towards  him. 

These  three  ideas — the  necessity  of  work,  the  necessity  of  societyr  ^ 
and  the  necessity  of  justice — imply  three  others — liberty,  property^ 
and  authority — which  are  the  three  essential  terms  of  all  social  order  — 

How  could  man  understand  the  necessity  of  labour,  or  obey  tht=^ 
irresistible  instinct  of  self-preservation,  without  perceiving,  at  th^ 
same  time,  that  the  instruments  of  labour,  the  physical  and  intellectual 
qualities  with  which  he  is  endowed  by  Nature,  belong  exclusively  \x^ 
himself,  that  he  is  master,  and  the  absolute  proprietor  of  his  owm 
person,  that  he  is  born,  and  should  remain,  free  ? 

But  the  idea  of  liberty  cannot  spring  up  in  the  mind  without, 
associating  with  it  that  of  Property,  in  the  absence  of  which  the 
first  would  only  represent  an  illusory  right  without  an  object.  The 
freedom  the  individual  has  of  acquiring  useful  things  by  labour 
includes  necessarily  the  right  of  preserving  them,  of  enjoying  them, 
and  of  disposing  of  them  without  reserve,  and  also  of  bequeathing 
them  to  his  family,  who  prolong  his  existence  indefinitely.  Thus 
liberty  conceived  in  this  manner  involves,  and  is  dependent  on,  the 
idea  of  property,  which  may  be  conceived  in  two  aspects,  as  it 
regards  movable  goods,  and  as  it  regards  the  earth,  which  is  the 
source  from  which  labour  ought  to  draw  them. 

At  first  property  was  principally  movable,  but  when  the  cultivation 
of  the  earth  was  necessary  for  the  preservation,  increase,  and  im- 
provement of  the  race,  individual  appropriation  of  the  soil  became 
necessary,  because  no  other  system  is  so  proper  to  draw  forth  from 
the  earth  all  the  mass  of  utilities  it  can  produce;  and,  secondly, 
because  collective  property  would  have  produced  many  incon- 
veniences as  to  the  sharing  of  the  fruits,  which  would  not  arise 
from  the  division  of  the  land,  by  which  the  rights  of  each  are  fixed 
in  a  clear  and  definite  manner.  Property  in  land  is,  therefore, 
the  necessary  and  legitimate  consequence  of  the  principle  of 
personal  and  movable  property.  Every  man  has,  therefore,  centred 
in  him  by  the  laws  of  Providence  certain  Rights  and  Duties — the 
right  of  enjoying  himself  to  the  utmost  of  his  capacity,  and  the  duty 
of  respecting  similar  rights  in  others.  This  perfect  protection 
of  reciprocal  rights  and  duties  conduces  to  production  in  the 
highest  degree,  as  well  as  to  the  greatest  amount  of  physical 
enjoyments. 

Thus  the  Economists  established  freedom  and  property  as  the 
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^-.luiiflul  right  of  Runkiml — FivMloni  of  I't-rson,    Km-dum  or 
i*^-BA  intl   ihc    Kr(.-edoni   of    Commtrci.'   or    Kxi-lMi)gL-!> ;     and 
-■  %-.ii!i.*i  of  thon:  tht>-  nuinuincd  lu  W  ronlrar)-  lo  the  laws 
•  •  iKkncv.  And  llivrvfoiv  the  [:auM-  of  alt  ivil  lo  men. 

iWfflN  *f  lAf  EcoiwmMa  rfgarJmg  Commerce  or  Exchanga. 

Ifii:.%:  mnr  cK[)bint.-d  how  the  E»inonusis  clcand  thv  way  for 
"'  ■-''.oikmion  of  the  jKMilivi.-  Scicncf,  by  sw(.t.'|iin);  away  all 
•>'-V.:'>n>  to  the  fnxtlom  cif  < 'ommurco  or  ICxchan^i's,  wi;  must 

•  <!■.   hu«  iht-y  <,-nil(.-avourt,-d  In  iiinstnii-t  the  jjosilivt.-  Sck-ncc 

•  'T.swrcv  tir  KM-hanm--*. 

■  ■-  ihi  y  i-»pn.-s.<ily  dwbnfl  that  Kxi-han):c-s,  or  CommcKv. 
>■<  r>  •Ii-|unnii.-nt  of  Ki-iinciniical  Philosiiphy  and  il  »  to 
' '  U:iirnit-nt  of  it  that  tht-  nami.-  of  l-Icniioniit-s  is  now  n-^trictt-d 
:  '■.  unl'irtuiuit-ty  dcvjiit'd  aiioihcr  and  an  .ilti-rtutivt-  namu  for 
■'■'::.  Irui^  miMintvnnx-tvt]  liy  a  wry  distincui>ht-d  l-H-nch 
!'  •-'ir.:-.:,  hat  ln.vn  ihc  cailM-  nf  all  iht-  miM-hitf  antl  tonfusion 
•■V  t.vnrr.  and  uf  ihc  bmt-ntalik-  siati-  inin  whiih  it  has  falk-n 

rVi  ;.mw^  llie  <k-|nnmi-nl  of  iLCuiiomiial  PhiloMijihy  rtlaiing 
'  rtk.'-  c.  i>r  K\('hant;t.->,  thi-  "Production,  Distribution,  and 
Cinnifflpcion  "I  Wealth." 

-  ^■■.    ti--t   U-  \in   j[i[i.)f['iii   I"  thi-  m-iur.d  ri-;«iiT  linw  tht; 

•      i^j.—i.-ns    "liininur.  I-"  nt   ■■  Kxihanflts  "  is  idciiliiMl  with 

■^  (  ::-  -rrxdu'lioii.  I  >iMnbuli<>n.  uiul  ( 'onMiininiiin  uf  Wraith  ; " 

^  •[   O'u-l   n<rtr  tA|ibiti  thi-   mi-.miiit:  I'l    thi-.  l.Ulct  lApa-vMon 

^=11.  n  b>  It*  aulhori. 

IW?  ditinni  iht  notd  "Wt-ilth  "  i-i  U-  the  w-i/cr/j/  |iriKlui-is  of 

IkflMli  which  arc  hrou^l  into  (onuivric  .itnl  Excbanged,  and 

^^K^'T-      ^^  products  of  the  q{|b  which  hiti-  < 'in-umtd  li> 

m^     -  .  .  \i  h^Bl^^lkvy  IiTliu'il  flirts,  lull 
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So  Baudeau  says,  '*  Useful  and  agreeable  objects  proper  for  oi 
enjoyment  are  called  Biens^  because  they  conduce  to  the  presem 
tion,  the  propagation,  and  the  wdl-being  of  men  on  the  eai^ 

"But  sometimes  these  Bienssae  not  Ridkesst^  because  Aeycami 
be  exchanged  for  other  goods,  or  be  used  to  procure  odier  enjo] 
ments.  The  products  of  Nature  or  the  works  of  Art,  the  mal 
necessary  or  the  most  agreeable,  cease  to  be  Rickesse  when  you  loi 
the  power  of  exchanging  them  and  of  procnzing  other  enjoymefll 
by  means  of  this  Exchange.  One  hundred  thousand  feet  of  tl 
most  beautiful  oak  in  the  world  would  not  be  Itkkesu  to  yon  i 
the  interior  of  North  America,  where  you  could  not  divest  yound 
of  its  possession  by  means  of  an  Exchange- 

"The  title  Richesse^  therefore,  supposes  two  things:  First,  useA 
qualities,  which  render  them  Biens ;  secondly,  the  possibility  c 
exchanging  them,  which  enables  these  Biens  to  procure  you  otfaoi 
which  constitutes  them  RkhesseP 

So  also  Le  Trosne  says,  "Man  is  surrounded  by  wants  wliid 
are  renewed  every  day.  .  .  .  \Vhatever  they  are,  it  is  only  fioi 
the  earth  that  he  can  draw  the  means  of  supplying  them.  TW 
physical  truth,  that  the  earth  is  the  source  of  all  Biens^  is  si 
self-evident  that  no  one  can  doubt  it.  .  .  .  But  it  is  not  sufficient  tt 
estimate  products  by  their  useful  qualities :  we  must  consider  tbi 
property  they  have  of  being  exchanged  against  each  other.  .  . 
Products  acquire,  therefore,  in  a  state  of  society,  a  new  Quality 
which  springs  from  the  communication  of  men  with  each  otba 
This  Quality  is  Value,  which  makes  the  products  become  Richesst^ 
and  so  there  is  nothing  superfluous,  because  the  excess  becomes 
the  means  to  obtain  what  one  wants. 

"Value  consists  in  the  Relation  of  Exchange  which  exists  be- 
tween such  and  such  products.  ...  In  a  word,  the  Quality  ft 
RicJiesse  supposes  not  only  a  useful  property,  but  also  the  possibiKy 
of  Exchange;  because  Value  is  nothing  but  the  Relation  of  E*' 
change.  The  earth  in  truth  only  gives  products  which  have  thC; 
physical  qualities  to  satisfy  our  wants:  it  is  Exchange  whidi' 
gives  them  Value — a  quality  relative  and  accidental.  But  as  il 
is  the  products  themselves  which  are  the  sole  matter  of  exchange  % 
follows  that  we  can  say,  with  truth,  that  the  earth  produces  nfllj 
only  all  Biens ^  but  all  Ricliesse^ 

Thus,  the  definition  of  Wealth  by  the  Economists  was  perfecd} 
clear  and  intelligible :  it  was  the  material  products  of  the  eaitfc' 
which  are  brought  into  Commerce  and  Exchanged^  and  these  only. 
The  Economists  steadfastly  adhered  to  this  doctrine  (Weattli). 


•  * 
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f«r%i  |ibcc,  chcy  doclarod  that  Economics  has  nothing  to 
-.  I'a.'ut  in  use  f>r  Utility,  hut  only  with  Value  in  exchange ; 
-^>>nt!!\.  thcv  ri*strictcd  the  term  Wealth  to  the  material 
:%  ..t  thr  earth  only.  They  steadfastly  refused  to  admit  that 
r  a:ii]  Cretiit.  />.  Rights  of  Action,  Credits  or  Debts,  and 
K  ^hiv  arc  Wealth,  iKTause  they  alleged  that  to  admit  that 

-  ^:  <!  Credit  are  Wealth  would  l)e  to  maintain  that  Wealth 
'  •  -..itt^  out  of  nothing.  They  constantly  maintained  that 
-:.  -.  ri-air  nothing,  and  that  ex  nihilo  nihil  fit 

f  "  Production,  Distribution,  ami  Consumption  of 

Wealth. " 

Production   the    Economists    meant   obtaining    the   rude 
arth,  and  Mnging  it  into  Commerce  (Production). 

:■    i-rtHluce  is  scarcely  ever  fit  for  human  use.     It  has 

!  .i'!il  ni.iniifairtured  in  a  multitude  of  ways,  and  to  he 

w\  ;•!.!«  t'  to  plare.  and  |x.Tha|)s  sold  and  resold  more 

i:  is  ultimately  purthasoil  for  use  and  enjoyment. 

■  !=  rtiiiiiiati-  «)|K*rations  of  manufacture,  trans])ort,  and 

\\\»    Mrii;i!ul  Trodurer  and  the  ultimate  purchaser,  the 

•  r!!i.(l  trartu;  df  Distribution  (Distribution),  and 

«  I  rva^'rtl  in  tht-ni  thev  termed  Distributors. 
'.   r.    I'f     Consumption    in     the    languagi*    of    the 
..W    Irinrh  wriiiTN  U'fore  them,  and  also  Adam 
*  *i.:'\   Purchase  ^^r  Demand;  it  involved  no  idea 

•  .-.  ri    ha*    liii-n    rauM-d    by  the   two    French  words, 

■:    .*:.'.    i\'Ku  ntf'fwf:,   lieing    represented    by   «»nly   one 

i.    r..n''i:fn|ilinii,       N«»w    Consommation    romes    from 

•.    *i  <iiii»^  iroin  the   I-ilin  consummare^  la  o»mpIete  : 

r    •   •Tn»H    friim    :  nmmer^   the    Kitin    i\*nsumere,   to 

•  •     •'.-•r.///.'^   I'.   t!ii     I  .itm  consumm,Uii\  rnnsuinmation, 

-:  -V  ••   Consumptions 

-  ■  --fcj  :';r«  '..iM  r  uIjd  Uni-i.t  ilu*  pHKiuct  for  his  own  usi*  and 

-  -  t,  i*  •!  •  t  -tV  It  Miji  i.f  ««minierre,  the  Kr(in«nni>ts  termed 
>  •  .' ir    .Ki^fjmtitur,  Urniisr   h«-  consummated  or  completed 

*    ^j  ^•K.iS.uf,    or    <  "■•!i-'.iMn  r.    u.i^    thi-    jH-rMui    !«ir   whoM 
•    -*'    '.' •     jr'-<«'!:n^   ojiir.i!:»»!i'»   tiMik    pl.uT.      Prinhnlio^ 
f  *:.'    s.ik*-  f>t  f '••ntt]iiiptiM!).  iir  I  K-nund  ;  and  Consii 
'  T-o.'Sii.   •a*   t!j#*   ima^ure  «•?    fi-prtxiurlion,   )N-eause 
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which  remain  without  Consumption,  or  Demand,  degenerate  inlfct 
superfluities  without  value. 

The  complete  passage  of  a  product  from  the  original  Producer 
the  ultimate  Consumer,  or  Purchaser,  through  all  its  in 
stages,  the  Economists  termed  Comilierce,  or  Exchange; 
as  any  man,  who  wished  to  consume,  or  purchase,  any  product 
must  have  some  product  of  his  own  to  give  in  exchange  for  it^  b^' 
was  also  a  producer  in  his  turn.     Hence,  in  an  exchange,  timigi  mm 
produced  and  consumed  {amsammf)^  or  purchased,  on  each 
An  Exchange  has  only  two  essential  terms,  a  Producer,  or 
and  a  Consumer,  or  Buyer.      These  are  the  only  two 
necessary  to  commerce,  and  they  often  exchange  directly 
themselves  without  any  intermediate  agents. 

Hence   the    "  Production,  *  Distribution,  and    Consumpdon 
Wealth,^'  as  defined  by  the  Economists,  meant  simply  die 
merce,  or  the  Exchanges,  of  the  maUrial  products  of  the  eaztii,- 
of  these  only. 

But  Distribution  was  often  used  as  synonymous  with  Consmniitiitf-: 
Hence  '*  Production,  Distribution,  and  Consumption,"  '* 
and  Distribution,"  and  ''Production  and  Consumption,"  all 

exactly  the  same  thing — ^the  Commerce  or  Ezdumge  of 

material  products  of  the  earth,  and  of  these  only. 

It  must  be  carefully  observed  that  these  expressions  are  one  mmm  j 
indivisible ;  they  must  not  be  separated  into  their  component  luMi  ] 
They  all  simply  meant  Supply  and  Demand. 

The  Economists,  by  restricting  the  term  Wealth  to  the 
products  of  the  earth,  made  materiality  and  labour  the 
or  accidents  of  Wealth,  but  they  did  not  make  them  the  essetue  or 
principle  of  Wealth.     The  Essence  or  Principle  of  Wealth  they  held 
to  consist  in  Exchang^eability,  because  they  expressly  excluded  ■ 
from  the  term  Wealth  all  the  material  products  of  the  earth  which  ^ 
were  not  brought  into  commerce  and  exchanged. 

Now  considering  that  the  Economists  admitted  and  declared  dtft 
there  is  a  deflnite  and  positive  Science  of  Exchanges,  or  Commerce^  l 
how  is  it  possible  to  restrict  it  to  the  Commerce,  or  ExchangeSi  of  1 
the  material  products  of  the  earth  only?    It  must  evidendyud  I 
necessarily  comprehend  all  Exchanges  and  all  Commerce,  in  its 
widest  extent,  and  in  all  its  forms  and  varieties. 

There  is  a  gigantic  commerce  in  Labour;  there  is  a  colostfl 
commerce  in  Rights  and  Rights  of  Action,  Credits,  or  Debts,  Public 
Securities,  and  other  forms  of  Incorporeal  Property ;  in  fact,  this  ii 
the  most  extensive  dei)artment  of  Commerce,  or  Exchanges.    How 
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t  possible  to  exclude  the  commerce  in  Labour  and  the  com- 
roe  in  Rights  and  Rights  of  Action  from  the  general  Science  of 
changes,  or  Commerce  ? 
But  even  supposing  that  the  Science  of  Economics  were  restricted 

the  commerce  in  material  things  only,  it  cannot  be  confined  to 
le  products  of  the  earth  only.  The  land  itself  is  an  article  of 
ommerce.  Persons  buy  and  sell  land.  How  is  it  possible  to  speak 
if  the  "  Production,  Distribution,  and  Consumption  "  of  land  ? 

Moreover,  the  expression  "Production,  Distribution,  and  Con- 
sumption of  Wealth"  comprehends  a  whole  series  of  Exchanges. 
^^Hien  the  farmer  produces  com,  and  offers  it  for  sale  to  the  miller, 
that  is  an  Exchange ;  when  the  miller  grinds  the  com  into  flour,  and 
sells  it  to  the  baker,  that  is  an  Exchange ;  when  the  baker  bakes  the 
9oar  into  bread,  and  sells  it  to  the  customer,  that  is  an  Exchange. 
^Vhen  ships  and  carriers  transport  the  products  from  one  place  to 
mother,  that  is  an  Exchange,  for  they  receive  payment  in  exchange 
for  their  services.  When  merchants  and  manufacturers  sell  goods 
to  wholesale  dealers,  that  is  an  Exchange ;  when  wholesale  dealers 
sen  goods  to  retail  dealers,  that  is  an  Exchange ;  when  retail  dealers 
seD  goods  to  their  customers,  that  is  an  Exchange. 

Thus  the  whole  series  of  transactions  which  the  Economists 
included  under  Distribution  are  simply  a  series  of  Exchanges. 

The  basis  of  the  Science  of  Economics  is  the  meaning  of  the 
rord  Wealth.  The  Economists  admitted  that  Exchangeability 
s  the  essence  and  principle  of  Wealth ;  but  they  clogged  it  with 
he  limitation  that  it  only  applies  to  material  products  which  are 
schanged,  and  denied  it  to  Labour  and  Credit  (including  all 
pedes  of  Rights),  which  equally  possess  the  quality  of  Exchange- 
bility.  But  this  is  contrary  to  the  fundamental  principles  of 
i^atoial  Philosophy.  Bacon  long  ago  pointed  out  that  when  the 
hialit}*,  or  Concept,  which  is  the  basis  of  the  Science,  is  once 
etermined,  all  Quantities  whatever  which  possess  that  Quality, 
owever  diverse  in  form  they  may  otherwise  be,  must  be  included 
nong  the  constituents,  or  elements,  of  that  Science,  even  though 
ley  possess  no  other  Quality  in  common,  except  that  one  which 
the  basis  of  the  Science.  This  is  what  Plato  calls  the  one  in  the 
any^  />.,  the  same  Quality  appearing  in  many  diverse  forms.  It 
ould  be  just  as  rational  to  restrict  the  term  Force  to  the  force 
'  men  and  animals,  and  to  exclude  gravitation  from  the  term  force, 
;  to  restrict  the  term  Wealth  to  the  exchangeable  material  products 

the  earth,  and  to  exclude  Labour  and  Rights,  which  equally 
Ksess  the  quality  of  Exchangeability,  from  the  term  Wealth. 

£ 
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Contemporary,  mercantiley  and  general  writers  were  dead  agau 
the  Economists  on  the  question  of  excluding  Credit  fix>m  the  te 
Wealth.  They  all  included  Credit  under  the  term  Wealth  (Cred 
Wealth). 

Thus  the  restriction  of  the  term  Wealth  to  the  material  prodnc 
of  the  earth  is  quite  untenable,  and  we  have  now  to  see  what  otb 
writers  have  said  on  the  subject 

And  it  must  be  uxxlerstood  that  the  determination  of  the  tni 
meaning  of  the  word  Wealth  is  not  merely  a  matter  of  vain  Iqgc 
machy  and  curious  speculation.  On  the  contrary,  not  only  is  thi 
word  the  basis  of  a  great  Science,  but  there  is  none  probably  iriud 
has  so  seriously  influenced  the  history  of  the  world  and  the  wdCtf 
of  nations,  according  to  the  meaning  given  to  it  at  various  peiiodL 

For  many  centuries  the  legislation  of  every  nation  in  the  woil 
was  moulded  by  the  meaning  given  to  the  word  Wealth.  Tt 
eminent  French  economist,  J.  B.  Say,  says  that  dtuing  the  tn 
centuries  preceding  his  time  fifty  years  were  spent  in  wars  dired 
originating  out  of  the  meaning  given  to  this  word. 

Another  Economist,  Storch,  speaking  of  the  mercantile  syste 
which  prevailed  so  long,  says :  '^  It  is  no  exaggeration  to  say  th 
there  are  few  political  errors  which  have  produced  more  mischi 
than  the  mercantile  system.  ...  It  has  made  each  nation  regai 
the  welfare  of  its  neighbours  as  incompatible  with  its  own ;  bent 
their  reciprocal  desire  of  injuring  and  impoverishing  one  anothc 
and  hence  that  spirit  of  commercial  rivalry  which  has  been  tl 
immediate  or  remote  cause  of  the  greater  number  of  modem  wai 
...  In  short,  where  it  has  been  the  least  injurious,  it  has  retards 
the  progress  of  national  prosperity ;  everywhere  else  it  has  deluge 
the  earth  with  blood,  and  has  depopulated  and  ruined  some  of  tha 
countries  whose  power  and  opulence  it  was  supposed  it  would  can 
to  the  highest  pitch." 

So  Whately  says :  "  It  were  well  if  the  ambiguities  of  this  wor 
had  done  no  more  than  puzzle  philosophers.  ...  It  has  for  centuiii 
done  more,  and,  perhaps,  for  centuries  to  come  will  do  more,  I 
retard  the  progress  of  Europe  than  all  other  causes  put  together." 

Now  certainly  we  may  be  very  sure  that  no  wars  in  future  timi 
will  ever  again  be  caused  by  the  meaning  of  the  word  Wealth.  Bi 
for  all  that,  is  all  danger  over  ?  Far  from  it.  On  the  contrary, 
possible,  we  are  menaced  with  a  more  terrible  danger  stilL  Becau 
that  dread  spectre  of  Socialism,  which  now  threatens  war.ai 
revolution  to  every  country  on  the  Continent,  and  from  which  tl 
country  is  not  entirely  free,  is  entirely  based,  as  the  Socialists  the 
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i\^  uy.  on  the  doctrines  of  Wealth,  put  forward  by  Adam  Smith 

r^ioc  o^Mderations,  which  arc  nothing  but  the  literal  truth,  shew 
t  crky\*ci  ind  the  importance  of  the  inquiry,  and  we  hope  that  we 
^  wtccvd  in  remo\ing  this  stumbling-block  to  the  progress  and 
cr:.*Jcr:uon  of  Economic  Science. 


Ihflnitlon  of  Wealth  fy  Anoient  Wrtten. 

Aw^t  vhters  for  850  years  held  that  Exchangeability,  pure 
-  «..•=;/<:,  IS  the  sole  essence  and  principle  of  Wealth — that  every- 
-«  vMt^cr  which  can  l)e  bought  and  sold,  or  exchanged,  is 
A 1*^  whatc%trr  its  nature  or  its  form  may  be. 
T^js  .Vr.'ktotle  saj-s  (Xicomac,  EthicSy  book  v.) : 

'^1  Ui  Urm  Wealth  wt  mean  all  things  whose  vatui  can  be 
L^rtj  m  wiAmej" 

^  trjc  kTcat  Roman  jurist  Ulpian  says : 
Li  cr.:ni  Res  t-'^t  quw  emi  et  venire  potest" 
/  r  tk^  ts  Wealth  which  can  be  bought  and  sotd'^ 

•  i  cf'Linfc  with  this  J.  S.  Mill  says  {Prin.  of  Pol,  Econ,  Pre- 
•%iri  Krmarks) :  "  Ever\'thing,  therefore,  forms  a  part  of  Wealth 

•  a*  1  Power  of  Purchasing.*' 

»  »   T   !*.'. M-  M-nlcnrcs  wc  have  a  fundamental  Conctpl  of  the 

-^:  ..T^.  ra'  !>.  mhhh  \>  filled  to  l>c  the  basis  of  a  great  science. 

•    :*..-»    ^- :'.,::•.    vnlence   of   AriNlDtle's  the  whole   Science  of 

••  r    s  >  !  .  *n-  evoUed,  just  as  the  great  oak-tree  is  developed 

*-*  •  •::'  :t-!:r.:::«in  which  we  adopt  as  the  basis  of  the  Science. 
/-ir.!.v.  nnuns  anything  whatever  which  can  be  measured; 
V  i^r  Economic  Quantity  means  .Anything  whatever  which 
••  ■  -^"  •  a:wi  ^lid,  or  exclianged  ;  which  |X)ssesses  the  Quality 
Lschangeability ;  or  whose  value  can  be  measured  in  money ; 
ijstc5  «:^:  \\s  ttjrm  or  itsi  nature  may  Ik*. 
'^jt  v^  •  r.!cr:'#n,  then,  of  anything  lieing  Wealth  \\ 
^  md  ^j\d}  Can  it  l)c  exclianged  se{)arately  and  inc 
-^ti— -j^  <l*c  *  <..an  it  l»e  valued  in  money? 
^jk  rr^rrv fTi,  may  v-xm  very  simple;  but,  in 
wsTi.  :o  (l;%crm  what  is,  and  what  is  not,  separatt 
a:i*c  Pf'jpL-rty,  rojuires  a  thorough  know 
abitruftc  tranches  of  I^w  and  Commerce 

M  J 
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Three  Sfteia  of  Wealth  or  £ooitomh  Qu^  _^ 

Adopting,  then,  this  definition   of  Wealth,  i 
Quantity,  as  Anything  whatever  which  c 
exchanged,  or  whose  l-'a/ue  <an  be  measured  ii 
generality,  is  fitted  to  form  the  basis  of  n 
next  to  discover  how  many  Species,  or  C 
are    which  satisfy  this   definition,  as    ii' 
Exchangeability,  or  which  can  be  bought 
whose  Value  can  be  measured  b 

I.  Material,  or  Corporeal  Wealth. 
of  all  sorts,  such  as  lands,  houses,  n 
of  all  sorts,  jeweller)-,  minerals,  and  it 
which  can  be  bought  and  sold,  or  e 
be  measured  in  money;  thereforQ^ 

II.  Immaterial  Wealth.- 

antiquity,  which  ■ 
that  we  are  aware  of.     It  is  a 
Wealth.     It  is  attributed  to  JVj^ 
distinguished  discipK-s  of  SocniU 
authorities  consider  that  it  n 

In  this  dialogue  Socrates  il 
He  asks,  Why  arc  ^ 
others?    And  at  some  ti 
kinds  of  money  Wu; 
shows  that  whetht-r  thi'y 
{XPfia.)   for  them. 
Wealth,  in  those  pi: 
that  where  it  camu.i 
is  not   Wealth.      H> 
other  things,  they  at  i. 

He  instanced  pe  j 
ill  the  \'aTious  % 
of  life  in  exchao' 
as  they  could  i 
are  Wealth— bI 
them  are  richet 

When  Socir 
Wealth,  tha 
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u:  :v  Mind  has  wants  and  demands,  as  well  as  the  body ;  and 

y:  \r:st^  vhich  ane  wanted  and  demanded  for  the  Mind,  and  are 

bC  Nc.  arc  equally  Wealth  as  the  things  which  satisfy  the  wants 

1:  lirmuids  of  the  body,  and  are  paid  for. 

Ixcur  cannot  be  seen,  nor  touched,  nor  transferred  by  manual 

^cn  :  but  it  can  be  bought  and  sold,  its  Value  can  be  measured 

^JcicT,  and  therefore  it  is  Wealth. 

K;7)rr.  each  of  the  great  Sciences  and  Professions  is  a  great 

Xc,  vbich  produces  Utilities  which  are  wanted,  demanded,  and 

!.  '  r.  IS  much  as  any  material  products ;  and  are  consequently 

x:v  ;utt  as  much  as  any  material  chattels  are,  because  their 

rjr  a  measured  in  money. 

r-.v  xs  will  be  seen  hereaAer,  the  author  of  this  dialogue  antici- 

rc  Adim  Smith  by  1 200  years. 

>.v  iVrvxul  Qualities  in  the  form  of  Labour  were  demonstrated 

c  Vldlth. 

D99H09ik%n%9  shows  thai  Penonal  Crmllt  is  Wealth. 


-•  I'rrvirul  Qualities  may  l)e  used   as  Purchasing  Power,  or 
^:%  :r*  another  f«>rm  besides  that  of  labour, 
i  T^rrhant  cnj^iyv  good  **  Credit,"  as  it  is  termed,  he  may  go 
•V  -rorkct  and  buy  goods  not  with  Money,  but  by  giving  his 

*  "  :  ;a>  m-  'fu-y  at  a  future  time  :  that  is,  he  cre.ites  a  Rig^ht 
kctiOO  a-:a:n"»t  himN<.-lf.  It  is  a  Sale  or  an  K\ch.inge.  The 
.,    ..    fTK  h:>  a*  toal  projKTty,  exactly  as  if  he  had  |)aid  for  them 

-  'r  .  RiiN  ki^ht  of  .\ction  is  the  price  he  jiays  for  the  goods. 
: — f">:  a  Credit     in  French,  a  Crfance — l^-cauNe  it  is  not  the 

•  '.  -r.Tk  *{^tifn  >um  of  money;  hut  only  a  Right  of  Action  t<» 
ij**.  A  *um  €.»f  m<ine\  from  the  merchant  at  some  future  time, 
IT .  •  r#<  •h«»  l»u\s  It.  or  takes  it  in  e\chanj:e  for  g«KKls,  does  so 

.-  r*-r  V-K-f  or  Lonfidence  tliat  the  merchant  cm  |uy  his  I)ebt 
r  iLpj^fUtol  time. 

rarr.  a  mcTi.hant'*  Credit  is  Purchasing  Power,  exactly  as 
n  ti.  .\  mert  hant\  Purchasing  Power  is  his  Moncy  and  his 
tiL  T^^  are  l«oth  ojually  Wealth,  by  Mill's  cmn  definition, 
r  1  CDrrchant  |>un  hasf>  giKxls  with  his  Credit,  in^itad  of  with 
-^ .  '-*  Cmi:t  I*  vaiueJ  in  minry^  lK(aus<-  the  seller  nf  the  g<KHls 
Xy  •!  *  i  rwiit  a%  t^jual  m  value  to  money  ;  his  ('riMlit  is  valued 

jne-T.  <"tjctlv  xs  his  Lal>our  mav  Ix*.  Hence,  l»v  Aristotle  and 
\  ^^rjiicjci  fA  Wealth,  which  is  now  uni\ers.ill\  a<  <  epteil.  the 

•  Ptraooal  Credit  is  Wealth. 
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Thus  Demosthenes  says  (Against  Leptines^  484,  20) : 
"  8votv  dya^oiv  ovroiv  IIXovtov  tc  kqX  vp^  avavras  IIiaTcvccrfla-a 
fi€l(6v  ccrrt  to  t^s  n«rT€0)s  virdp\ov  ^/iiv." 

"  Tkere  being  two  kinds  of  Wealth— Money  and  Oeneral  Credit— 

the  greater  is  Credit,  and  we  have  it*^ 

So  also,  again  {For  Phormion^  958) : 

**  €t  5c  TovTo  dyvocis  oTi  Ilams  'A<f>opix^  rtov  vao'QiV  Icm  fuytmrf 
TTphs  'xjprfipxkrurphv  irav  av  dyvo^crceas." 

^^  If  you  were  ignorant  of  this,  that  Credit  is  the  greatest  Capital 
of  ail  towards  the  acquisition  of  Wealthy  you  would  be  utterfy 
ignorant.^^ 

Thus  Demosthenes  shows  that  Personal  Credit  is  dyatfa — Wealdv 
Property,  Goods,  Chattels — and  d<^/)/i^,  Capital. 

Thus,  though  Personal  Credit,  like  Labour,  can  neither  be  seen, 
nor  handled,  nor  transferred  by  manual  delivery,  yet  it  can  be 
bought  and  sold,  or  exchanged.  Its  Value  can  be  measured  in 
Money  ;  it  is  Purchasing  Power,  and,  therefore,  it  is  Wealth. 

Hence,  the  Personal  Credit  of  all  bankers,  merchants,  and 
traders  is  an  integral  and  colossal  portion  of  the  national  Weald), 
just  as  the  industrial  faculties  of  all  working  men  of  all  kinds  are. 

So  also  the  Credit  of  the  State,  by  which  it  can  purchase  Money 
and  other  things  from  persons  by  giving  in  exchange  for  them 
the  Right  to  demand  a  series  of  future  payments  from  it,  is  National 
Wealth. 

The  Roman  and  Greek  Jurists  shew  that  Abstract  Rights  and  Rights 

of  Action  are  Wealth. 

III.  Incorporeal  Property  as  Wealth. — We  have  seen  that 
when  a  merchant  purchases  goods  with  his  Credit  he  gives  in 
exchange  for  them,  as  their  price,  a  Promise  to  pay  at  a  futme 
time ;  that  is,  he  creates  a  Right  of  Action  against  himself,  which  ii 
also  called  a  Credit  or  a  Debt  (Credit,  Debt).  Now,  the  sdki 
of  the  goods,  who  has  acquired  this  Right  of  Action,  Credit,  01 
Debt,  can  go  into  the  market,  and  purchase  other  goods  with  it, 
as  well  as  with  money ;  and  this  Right  of  Action,  Credit,  or  Debt, 
may  circulate  in  commerce,  and  effect  any  number  of  exchanges, 
just  like  money,  until  it  is  paid  off  and  extinguished,  and  then 
it  ceases  to  exist. 

So,  if  a  person  pays  money  into  his  account  with  his  banker, 
the  banker  purchases  the  money  by  giving  his  customer  a  Credi) 
in  his  books,  termed,  in  the  technical  language  of  modem  banking 
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1  Deposit  That  is,  the  banker  creates  a  Right  of  Action,  Credit, 
or  \\\i\  uinst  himself,  which  is  the  price  of  the  money,  and  which 
(=::*>«  (he  customer  to  demand  back  an  equal  sum  of  money  at 
in  ::Tr  he  pleases.  That  is,  the  banker  is  bound  to  buy  up 
r  I  Ki^ht  of  aaion  against  himself  at  any  time  the  customer 
>suo .  Kit  he  can  transfer  this  Right  of  Action  to  any  one  else 
>  cy-an«  ol  a  Bank  Note  or  Cheque,  and  then  the  transferee 
V  .•••»  the  same  rights  against  the  banker  as  his  customer  had,  and 
I.  w.s  Ilink  Note  or  Che(|uc  may  circubte  and  effect  exchanges, 
ri:  u.H  har>:c  debts  just  like  an  equal  quantity  of  money,  until 
?  ;i  :ii  li  «irT  an«l  extinguished. 

T^-^  K:icht»  of  Action,  (Credits,  or  Debts,  are  vendible  com- 
soct.oi.  mst  like  any  material  chattels,  and  their  value  depends 
;:«r  ru'tly  the  same  principle   as   the  value   of  anything  else, 
-  •r<*hcT  they  can  he  bought  up  and  paid  when  due. 
N  Lv  j:Tcai  Roman  jurist,  Ulpian,  sa)'s  (Digest,  18,  4,  17) : 

\c-!r..ra  mnim  r^ui  sub  condicione  vel  in  diem  debent,  et  emere 
r  «:-^rt  vtilcmus.     £a  enim  Res  est  qux»  enii  ct  venire  potest.*' 

■  ."!'•  irr  .u^-usiomed  to  buy  and  sell  Dtbts  ptiyabU  on  a  certain 
"'t:  T  .n  a  i'rrtain  day.     For  that  is  Property  xvhiih  can  be  bought 

r.!  *•^.  !t-s  .Mistraci  Rights  in  the  form  of  Creiiils,  or  Debts, 
*   -*'  .•  ja:.!:'-  niasNcs  of  Abstract  Rights  of  other  kinils,  such  as 

*  *■         *    -niriu-rciaM  omjMinies,  Copyrights,  Pati-nts.  the  (ioodwill 

.    ,■  -•  •-.  Tra*  :!Ci  ^.  and  a  multitude  of  others,  which  can  all  be 

•  -.'•  .-. ;  *^)'.ii.  iir  I- \«  handled,  or  whose  Value  can  Ik-  measured  in 
"  ■  in  :.  tr-.i-rifi-re.  are  Wealth  by  the  now  universally-received 
jnr      ^. 

A      •  :  r.^.\,   iM   the    Pandects  of   Justinian,   the  great   ('ode  or 

>c^'    ^   K   man  Ijw.  it  i^  laid  down  as  a  fumlaniental  definition, 

»  ',^r'   :  :•■.  t:ut  ki^hi^  and  Rights  of  Action  arc  included  under 

Sf  '.  —  s  I t.uiij,  Ai'n.i,  Res,  Merx,  iVc.  (Rights). 

!•  •  ■'   Ajf./.vj,  uhi«h  is  the  great  revised  (\>«l«*  of  the  Eastern 

r^*Tr  :>MSli»h(.-d  :ri  the  ninth  and  tenth  centuries,  it  is  also  laid 

^ru:  k^hzs  ami  Rights  of  Action  are  included  under  \/i))/iara. 

'•<-«.  ■  ^Kvi.  a;U?»ii,  o\%Tuu  oi^iti  dtfttliif^^  \"C. 

^  ••  Ki^ht*  and  Rights  of  Action  in  thr  aliNlr.ut  form  are 
^f  i.t'..-^  Zu  the  eye,  nor  can  they  be  tou«  h«d,  nor  translerreii 
>  T^'.jM,  <ici;*crv  .  but.  like  l^Unir  an«l  ("ridit,  thev  can  be 
^%c*T  Ar«i   Hjid  ur  exchanged,  their  Value  twn   Ik>   measureil   in 

r,  thev  are  Wealth  bv  the  now  universallv  received 

'  *  * 


definition.  Rights  tnd  Sig^  of  Acdoo  in  the  abstract  form  ar 
teimed  Incotporeal  nopedy,  or  locoqKxad  Wealth. 

It  is  thus  seen  that  One  UMteots  poaMSted  the  tnie  sdeniifi 
spirit  They  saw  that  lEwtiMg— MK*y  it  the  true  essence  an< 
principle  of  Wealth,  and  tfaey  Koidied  out  all  the  quantities  whicl 
possess  this  quality.  The  waAotcf^  Eryxtm  sho\'.cd  thai  Labou 
is  Wealth,  because  it  can  be  boaf^t  and  sold.  Demoathene*  abam 
that  Personal  Credit  is  Wealth,  because  it  is  Pnrcfaanng  Power;  up 
the  Roman  jurists  riiowed  diat  Rights  and  Rights  of  Actiao  m 
Wealth,  because  they  can  be  boug^  and  sold.  Thus,  afkecAl^BlDi 
<^  800  years,  the  ancients  conqnoed  die  irixde  Sdd  of  BcMaiib 
because  there  is  nodiing  wfaidi  can  be  bon^t  and  soli-4lir4s 
changed,  or  whose  Value  can  be  meunred  in  mcney,  whidb  iiac 
of  one  of  these  three  forms :  EiUmt  H  is  (i)  a  Material  CunuBudHl 
or  it  is  (a)  a  Personal  QnaH^  in  the  form  of  Labour  or  Cradi^  or.  i 
is  (3)  an  Abstract  Right «»  Ric^  of  AOion.  Hcoc^  Aey  dmn 
that  there  are  three  orders  of  Exchangeable,  at  Economic;  Qoant 
ties,  and  there  are  no  more.  Hence,  the  Science  was  now  cM^deti 
for  these  are  all  its  constituent  elements,  and  the  whole  of  put 
Economics  consists  of  the  Exchanges  of  these  three  orders  c 
Economic  Quantities.  And  as  these  three  orders  of  Economii 
Quantities  can  be  exchanged  two  and  two,  in  six  different  ways,  t 
follows  that  all  Commerce,  in  its  widest  extent  and  in  all  its  diffemU 
forms  and  varieties,  consists  in  these  six  species  of  exchanges.  Hui 
Science  may  be  designated  as  Pure,  or  Analytical,  Economics. 

The  relation  which  any  one  of  these  quantities  bears  to  anj 
of  the  others  is  termed  its  Value  with  respect  to  them. 

As  the  object  of  the  Science  is  to  ascertain  the  Laws  whid 
govern  the  relations  of  these  Quantities  to  each  other,  and  tha 
changes  of  relation,  it  is  evidently  a  mathematical  science,  for  it  ill 
Science  of  Variable  Quantities ;  and  its  Laws  must  be  brought  intt 
harmony  with  the  Laws  of  all  other  Sciences  of  Variable  Quandtiei 
that  is,  there  can  only  be  one  great  General  Law  which  govern 
their  relations. 

And  if  any  of  the  great  Roman  Lawyers,  with  the  material 
he  bad  before  him,  had  ever  conceived  the  idea  of  constnictiq 
a  complete  scienrific  exposition  of  the  principles  and  mechanin 
of  the  mighty  system  of  Commerce,  and  the  I^ws  which  govern  il 
Economics  might  have  been  the  eldest  bom  of  all  the  Sciences.  I 
would  have  been  1500  years  in  advance  of  its  present  state,  and  i 
would  have  saved  centuries  of  misery,  bad  legislation,  and  bloodsbe 
to  the  world. 
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B;:: ::  vas  not  to  be.  There  was  at  that  time  no  Physical  Science 
z  n:itmcx  to  sen'e  as  the  guide  for  the  construction  of  a  Science 
d  \*inal»k:  Quantities,  such  as  Economics.  The  Science  of 
Eoooomio  vill  remain  a  monument  to  the  eternal  glor>*  of  Bacon, 
vbo  rtrtnuoukly  insisted  that  it  was  indispensable  to  create  the 
rbi^cal  Sciences  before  it  was  possible  to  construct  the  Sciences 

.Uhou|:h  no  ancient  writer  ever  conceived  the  idea  of  creating  a 
pa:  (rncral  Science  of  Economics,  or  of  Commerce,  there  was 
OK  drpartment  of  it  which  the)'  carried  to  great  perfection,  namely, 
^  Cammerce  in  Rights  of  Action,  Credits,  or  I  >ebts.  ITie  Roman 
■s^t  elaborated  the  great  Juridical  Theor>'  of  Credit. 

T^K  fulloving  is  a  brief  sketch  of  the  Histor>*  of  the  Theory  of 

Iier}i.4XhcrK'^  «as  the  first  to  perceive  and  decbre  that  Credit  is 
•^cLL*!  md  Capiul. 
Eu:  C*.n*  Tctc  Practice  alwa)*s  precedes  Abstract  Theor)*. 
VtK  Roman?*  invented  the  business  which  in  modern  language  is 
'•rrmi  lUnkin^  .  the  Roman  Ixinkers  invented  Checjues,  and  Bills 
J  Li  ru.-vt:  .  and  the  Roman  jurists  elaborated  the  great  Juridical 
TVn  c:  rrt^ii- 

I-  :>.  ::ni*-»  «ii'  the  Rcpubhc,  all  the  possessions  I  belonged  to  the 
-1.  .  i»  i  »;.i!i.'.  hut  the  D^tminus^  or  the  Head  of  the  house,  alone 
'■  •  -  ;  ,;!  r-.^*}'.:-*  «.\f  r  them.  He  was  accordingly  retjuircd  to  keep 
i  .'  -•  '^r.  .  i'«I^ir,  in  which  all  the  incidents  of  his  life  were 
*'  ".  .  H-  v^a^  tihliged  to  enter  in  it  all  the  |K)SSfssions  of  the 
-'  -  '.  -  traiii-  profits  and  losses,  all  his  revenues  and  profits, 
■-*•  :  .-  ir.'i  t  \|)<nM:>  of  ever}'  description,  all  sums  Uirrowed 
-  .  •".  *.  ::^:  tru-  tamily  might  see  how  he  had  dealt  with  the 
^*..  :•  ;•  r:>.  I  hr  Romans  thus  became  aecuNlonied  to  the 
Ti->-  :  l*^::*.      I  hev.-  family  ledgers  were  legal  evidence  of 

:•  ':*  ir  -  ^  k'n;.in  *  :ti/ens  receivable  in  Courts  of  Justice.  Tlie 
.'««.«&;  m^%  •  r.iuvd  to  swear  to  the  truth  of  his  Inioks  ever\*  five 
••ari  ■•'.  '•  '..-.••  (triMir,  and  then  they  were  preserved  as  heirlooms 
r  '."jc  i^r,.'..  upji!  It  was  fnmi  these  family  ledgers  that  the  whole 
a    'ir    T  •:•:::    *;. -um    of    I KX>k  -  keeping    and    Credit    lu'i    l)een 

^r-"  r  irrt  I  ii -menur>'  principles  of  Credit  were  mI  forth  in 
•*-.♦  *•  -  ?.  »j.*  i\.r  elementary  text -I  >ook  for  students  from  the  age 
^  *.*jt  A*!  -rirn->  !i!l  Ju'^lmian. 

hj:  ^r>r  <*aju^  th*.-  jurists  I'aulus,  Ulpian,  M<KlrstiiuiN,  Ja\olenus 
cad  rifftTjan-    the  greatest  jurists  the  world  ever  saw>- worked  out 
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the  complete  juridical  Theory  of  Credit,  except  only  on  one  point- 
And  from  the  emphatic  way  in  which  certain  elementary  principles 
are  laid  down,  it  is  quite  evident  that  there  were  silly  penou  wha 
chattered  about  Credit  at  Rome,  just  as  there  are  at  die  present  dif. 
The  principles  elaborated  by  these  jurists  were  incorporated  in  the 
Pandects  of  Justinian,  and  in  the  Basiliea^  and  have  been  tiie 
mercantile  law  of  Europe.  They  are  contained  in  every  Continenlil 
text  of  Jurisprudence.  But  upon  this  subject  English  \effl  tedt- 
books  are  lamentably  defective ;  and  no  scholastic  Economist  eier 
had  any  more  notion  of  them  than  a  diild  of  six  yean  old  huoT 
the  triple  expansion  engines  of  the  Campania,  These  princqiks 
have,  by  a  statute  which  came  into  operation  in  1875,  been  enaded 
as  Law  in  England. 

The  doctrines  of  the  Roman  Jurists  were,  however,  inadeqiate 
for  the  complete  Theory  of  Credit,  as  they  chiefly  regarded  die     < 
subject  from  the  Creditor's  side,  and  only  very  sli^idy  fiom  Ite 
Debtor's  side. 

But  in  ever)'  Obligation  there  are  two  sides — the  Creditoi^Si  or  die 
Active  or  Positive  side,  and  the  Debtor's,  or  the  Passive  or  HeffSaHt  ' 
side.  Now  it  is  evident  that  the  complete  Theory  ci  Credit  moit 
be  developed  simultaneously,  both  from  the  Creditor's  and  Ite 
Debtor's  side.  But  the  latter  requires  principles  ci  matbematici 
which  have  only  been  fully  understood  by  mathematidaiis  theH' 
selves,  and  introduced  into  popular  treatises,  within*  the  last  siitf 
years. 

I  have  now  laid  bare  the  foundations  of  Economic  Science.  Like 
Botta  and  Layard  at  Nineveh;  Schliemann  at  Troy,  Argos,  and 
Mycenae ;  Petrie,  and  many  other  explorers  in  Egypt — I  have  swept 
away  the  rubbish  and  folly  which  has  accumulated  ov^  tlie 
doctrines  of  the  ancients  for  centuries,  and  laid  bare  the  solid 
and  impregnable  foundations  upon  which  the  majestic  structme 
of  Economic  Science  is  to  be  erectfcd. 

Continuation  of  the  Doctrine  of  the  Economists, 
The  Economists  on  Money. 

One  of  the  most  important  services  the  Economists  rendered  to 
Economics  was  to  re-establish  the  true  doctrine  of  the  nature  and 
le  of  Money. 

The  Mercantile  System  held  that  Money  is  the  only  species  of 

ealth ;  the  e\ident  absurdity  of  this  doctrine  was  so  great  that  it 

latundly  led  to  reaction,  and,  as  usual  in  such  cases,  opinion  went 
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to  the  other  extreme.     It  was  held  that  Money  is  not  Wealth  at  all, 
but  only  the  Sign,  or  Representative,  of  Wealth. 

This  naturally  led  to  the  doctrine  that  as  Money  is  only  the  means 
of  obtaining  other  things,  it  is  wholly  indifferent  what  it  is  made  of, 
and  that  it  is  only  the  command  of  the  Sovereign  which  gives  it 
Value.  It  was  maintained  that  the  Prince  might  diminish  the 
quantity  of  metal  in  the  coin,  or  even  debase  it,  as  much  as  he 
jdeased,  and  still  affix  any  value  he  pleased  to  it. 

The  Economists  shewed  that  Money  is  neither  all  Wealth,  nor  is 

it  not  Wealth ;  but  it  is  simply  a  species  of  merchandise,  which  is 

used  for  a  particular  purpose,  to  facilitate  commerce.     It  is  found 

more  convenient  in  commerce,   instead  of   exchanging    products 

directly  for  one  another,  to  exchange  them  for  some  intermediate 

merchandise,  which  is  itself  universally  exchangeable.     Such  an 

operation   is  termed  a  Sale.     Any  merchandise  whatever  might 

have  been  chosen  for  this  purpose,  but  there  are  many  reasons 

why   Gold  and    Silver  are   superior  to  all  other  species.      The 

merchandise  which  is  used  for  this  purpose  is  termed   Money. 

But  this  kind  of  exchange  differs  in  no  way  from  any  other,  and 

the  Money  given  in  exchange  is  the   Equivalent  of  the  mer- 

diandise.      Thus,   though  every  one  agrees   to    take    Money  in 

exchange  for  products,  it  is  not  the  Sign>i,  or  Representative,  of 

the  products,  but  their  Equivalent.     Money  is,  therefore,  nothing 

but  one  specifc  of  merchandise,  and  any  other  merchandise  might 

have  been  made  money.     Hence,  though  money  has  uses  of  its 

own,  yet  its  Value,  or  exchangeable  power,  depends  upon  exactly 

the  same  laws  as  the  value  of  any  other  merchandise.     Money, 

therefore,  is  Wealth  in  itself,  but  only  a  very  small  part  of  the 

general  Wealth. 

The  Economists  only  admitted  an  Exchange  to  be  a  transaction 
in  which  each  party  obtained  a  satisfaction,  or  something  which  he 
desired  for  use :  that  is,  when  the  desire  of  each  party  was  con- 
summated, or  completed. 

Such  an  Exchange  is  termed  Barter.  But  in  the  intercourse  of 
society  such  Exchanges  are  comparatively  rare.  Persons  want 
usually  to  obtain  things  from  others,  while  those  others  want  nothing 
&x)m  them.  To  obviate  the  inconveniences  which  would  take  place 
if  no  one  could  get  what  he  wanted  unless  he  had  something  at  the 
same  time  to  offer  the  other  party  which  he  wanted,  people  hit  upon 
the  plan  of  adopting  some  particular  kind  of  merchandise  which 
should  be  universally  exchangeable.  The  buyer,  therefore,  gave  the 
sella-  of  the  product  an  equivalent  quantity  of  this  umveisaW^ 
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exchangeable  merchandise,  so  that  he  could  get  any  satisfaction 
he  pleased  from  someone  else.  The  person,  however,  who  has 
received  the  Money  has  not  got  a  Satisfaction ;  his  desire  is  not 
Consummated,  or  Completed.  In  order  to  obtain  a  satis- 
faction, he  must  exchange  away  the  money  for  something  else  he 
does  desire.  Hence  the  Economists  called  a  Sale  a  Demi- 
Exchange. 

Le  Trosne  says :  "  There  is  this  difference  between  an  Exchange 
and  a  Sale,  that  in  the  Exchange  everything  is  completed  (consomme) 
for  each  of  the  parties ;  they  have  the  thing  which  they  desired  to 
obtain,  and  have  only  to  enjoy  it.  In  the  Sale,  on  the  contrary, 
it  is  only  the  buyer  who  has  gained  his  object,  because  it  is  only 
he  who  is  in  a  condition  to  enjoy.  But  everything  is  not  ended  for 
the  seller." 

And  again :  "  Exchange  arrives  directly  at  its  object,  which  is 
completion  (consomviation) :  there  are  only  two  terms,  and  it  is 
ended  in  a  single  contract.  But  a  contract  in  which  money  inter- 
venes is  not  completed  (consommi\  because  the  seller  must  become 
a  buyer  either  by  himself,  or  by  the  interposition  of  him  to  whom 
he  shall  transfer  his  money.  There  are,  therefore,  to  arrive  at  the 
completion  (consommation\  which  is  the  final  object,  at  least  four 
terms  and  three  parties,  one  of  whom  intervenes  twice." 

In  fact,  although  Money  is  an  Equivalent  merchandise  to  the 
product  it  is  exchanged  for,  its  real  use  and  purpose  is  to  be  a 
Rig'ht  or  Title  to  obtain  anything  else  which  its  possessor  desires. 
Hence  its  true  nature  is  that  of  a  Bill  of  Exchange  on  the 
general  community. 

Thus  Baudeau  says :  "  This  coined  Money  in  circulation  is 
nothing,  as  I  have  said  elsewhere,  but  Effective  Titles  on  the 
general  mass  of  useful  and  agreeable  enjoyments  which  cause  the 
well-being  and  propagation  of  the  human  race. 

"  It  is  a  kind  of  Bill  of  Exchange,  or  Order,  payable  at  the 
will  of  the  bearer. 

"  Instead  of  taking  his  share  in  kind  of  all  matters  of  subsistence, 
and  all  raw  produce  annually  growing,  the  Sovereign  demands  it  ir 
Money,  the  Effective  Title,  the  Order,  the  Bill  of  Exchange.'' 

Hence  the  Economists  saw  clearly  that  Money  is  only  the  highest 
form  of  Credit,  a  truth  which  we  have  shown  a  long  line  of  Jurists 
and  Economists  have  seen  (Money). 

Money,  then,  being  only  an  Order,  or  Bill  of  Exchange,  on  all 
the  products  of  the  country,  and  its  only  use  being  to  facilitate  the 
exchanges  of  products,  a  substitute  may  be  found  for  it     The 
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Economists  showed  that  instead  of  the  quantity  of  Money  in  a 
coujitr}'  being  the  measure  of  its  wealth,  it  is  generally  the  contrary. 
In  rich  countries  the  valuable  paper  of  rich  merchants  supplies  the 
place  of  money,  and  is  itself  an  object  of  commerce  just  like  money. 
It  '}&  only  in  poor  and  barbarous  countries,  where  no  one  has  con- 
fidence in  his  neighbour,  that  a  large  stock  of  money  is  required. 
The  use  of  more  money  than  is  absolutely  required  is  a  great  loss 
to  a  country,  because  it  can  only  be  purchased  with  an  equivalent 
amount  of  products,  and  their  value  is  thus  withdrawn  from  being 
employed  in  productive  operations.     Any  country  which  has  plenty 
of  products  can  at  any  time  purchase  any  amount  of  money  it  may 
require.      The    Economists,   therefore,   strongly  urged  the  entire 
abolition  of  all  restrictions  on  the  free  export  of  money,  and  also 
the  entire  abolition  of  usury  laws. 

The  Economists  termed  a  Sale  a  Demi-Exchange.  The  Exchange 
was  completed  when  the  seller  of  the  product,  who  had  obtained 
money  for  it  himself,  procured  some  object  for  it  which  he  desired. 
Thus,  a  wine-merchant  may  have  sold  wine  to  his  clients,  and  got 
paid  for  it  in  money.  But  he  can  make  no  direct  use  of  the  money: 
he  can  neither  eat  it,  nor  drink  it,  nor  clothe  himself  with  it.  It  is 
only  when  he  has  got  the  food,  clothes,  books,  etc.,  which  he  wants, 
that  the  Exchange  is  completed. 
For  this  reason  Money  is  called  the  Medium  of  Exchange. 
But  the  Economists  also  called  a  Sale  Circulation,  and  the 
number  of  sales  was  the  amount  of  the  Circulation. 

Hence,  Money  was  also  called  the  Medium  of  Circulation,  or 
the  Circulating  Medium. 

The  Economists  on  the  Balance  of  Trade. 

During  the  prevalence  of  the  Mercantile  System,  Money  was 
held  to  be  the  only  wealth,  from  which  doctrine  the  consequence 
naturally  followed  that  in  every  exchange  one  side  must  gain  and 
the  other  side  must  lose.  This  doctrine  was  the  cause  of  many 
commercial  wars. 

The  Economists  held  that  in  an  Exchange  neither  side  gains  or 
kwes.  This  was  an  advance  on  the  preceding  doctrine  of  the 
Balance  of  Trade,  and  they  proclaimed  the  falsity  of  that  doctrine 
as  then  held.  They  held  that  there  is  always  an  Exchange  of  equal 
value  for  equal  value.  From  this  doctrine,  which  they  maintained 
with  unflinching  pertinacity,  they  drew  the  most  extraordinary  con- 
Kcpiencesi  as  we  shall  have  to  show  immediately. 
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The  Economists  on  Productiue  Labour,  and  on  Sterile  or 

Unproductive  Labour. 

We  have  now  to  notice  a  remarkable  and  distinctive  doctrine 
of  the  Economists. 

They  defined  Productive  Labour  to  be  Labour  which  left  a 
Profit  after  defraying  its  Cost. 

They  maintained  that  agriculture  and  Labour,  that  is,  Labour 
employed  in  obtaining  all  sorts  of  raw  produce  from  the  earth,  is 
the  only  species  of  Productive  Labour ;  or  the  only  one  which  leaves 
a  surplus  Profit  after  defraying  its  Cost. 

The  surplus  of  the  raw  produce  of  the  earth,  after  it  has  defrayed 
all  the  Cost  of  its  Production,  the  Economists  termed  the  Produit 
Net ;  and  they  alleged  that  it  is  the  sole  augmentation  of  National 
Wealth,  and  that  all  Taxation  should  come  out  of  it. 

They  maintained  that  all  other  Labour  expended  on  the  raw 
produce  of  the  earth,  either  in  fashioning  it,  or  in  manufacturing  it, 
or  in  transporting  it  from  place  to  place,  or  in  selling  and  re-selling 
it,  is  Sterile  and  Unproductive,  and  adds  nothing  to  the  Wealth 
of  the  Nation.  And  they  maintained  that  neither  the  Labour  of 
artisans,  nor  the  operations  of  Commerce  in  any  way  enrich  the 
country. 

They  alleged  that  the  Labour  of  artisans  is  Sterile,  or  Unpro- 
ductive, because,  though  their  Labour  adds  to  the  value  of  the 
product,  yet  during  the  process  of  the  manufacture  the  labourer 
consumes  his  subsistence,  and  the  value  added  to  the  product  only 
represents  the  value  of  the  subsistence  destroyed  during  the  Labour. 
Hence  in  this  case,  thoiigh  there  is  an  augmentation  of  Value,  there 
is  no  augmentation  of  Wealth. 

Again,  they  maintained  that  Commerce  cannot  enrich  a  country, 
because  it  is  always  an  exchange  of  equal  value  for  equal  value 
Over  and  over  again  the  Economists  alleged  that  Commerce  being 
only  an  exchange  of  equal  values,  neither  side  can  gain  or  lose. 
They  held  that  the  only  use  of  Commerce  is  to  vary  and  multiply 
the  meap^^enjoyment,  but  that  it  does  not  add  to  national  Wealth, 
or,  if  it  does,  it  is  only  by  giving  a  value  to  the  products  of  the  earth 
which  might  otherwise  fail  in  finding  a  market.  They  contended 
also  that  as  all  exchanges  are  mere  equal  value  for  equal  value,  the 
same  principles  apply  to  sales,  and  that  the  gains  which  traders  make 
are  no  increase  of  Wealth  to  the  nation. 

The  Economists  maintained  these  doctrines  through  long  and 
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-  •  .itoi  arguments,  and  they  came  to  be  known  as  their  distinctive 
.1  •  :r::)trv  How  men  of  the  ability  of  the  Economists  could 
-^  ri^;n  that  neither  the  Labour  of  artisans  nor  Commerce  can 

•  -^ :  h  a  rution,  with   the  examples  of  Tyre,   Carthage,   Venice, 

*  rtrxT,  Holland,  England,  and  innumerable  other  places  before 

-  •-;.  >  incomprehensible.     With  such  patent,  glaring  yWi  before 
:  <:r.  it  w  surprising  that  they  were  not  led  to  suspect  the  truth 

'  :r.^:r  reasoning.      It  is  one  of  the  aberrations  of  the  human 
.'•^^^  \  mhich  we  can  only  wonder  at  and  not  explain. 

^Vith  vu<h  views  they  held  that  the  internal  Commerce  of  a 
'  -.r.tr.  conduce*  nothing  to  its  Wealth,  and  foreign  Commerce 
'.  r.  ..•:>.  'ITicy  callcii  foreign  Commerce  only  a  pisailer.  One 
vj'u  ri  »t*cr.  they  perceived.  They  saw  that  Money  is  the  most 
L-;r.>r.uStc  merchandise  of  any  to  import,  and  that  merchants 
r*r:cr  .aiji-'Tt    Money  when  they  can  import  products.     Therefore 

.-^  r^,\cx\  the  inqwrt  of  Money  in  foreign  Commerce  only  the 
ru'^Jfr  ot  a  /is  a///r. 


r*:r^j  *•/  /4/  Eu*n4>mists  that  Labour  and  Credit  are  not  to  be 

admitted  to  be  Wealth. 

T  ■<    !■>  or.<»mists    restricted    the   term   Wealth   to   the   material 

ri..  •*    U    the    earth   which    are    brought   into  commerce  and 

'^'^'-i       Irui  i'*,  tiny  admitted  that  Exchang^eability  is  the 

•  *-   .^w-r.-t   arai   j^rimiplc  of  Wealth,  but   that  only  material  Ex- 

\u--^'a''.f.    '/uaniiiio  are  to  be  included  under  that  title.      From 

:•.■    :  .*  r\idtr.:  tlul   they  were  not  students  of   liacon,  or  they 

«  •-.  -  *j\c  M-i-n  tlut  the  immortal  creator  of  Inductive  Philosophy 

ct3v^*^;'h   '^\s  d«*«^n  that  when  once  the  (^)uality,  or  (Concept,  has 

if^r   o-t-rn.irKtl   a**  the  lu-sis   of   a  great   Science,   all  quantities 

■'Uiicir?  «':..!  h  |->^siSN  tliat  (juality,  or  attribute,  must  be  included 

-•   -"c  te  ;•  !>  e,  h<  iwi-ver  divert;  in  form  or  matter.     They  alleged 

:vc  : .   atiniit    Ijibour  and  Credit,   Unh    as    Personal   Credit  and 

I  oc  Aition,  to  be  Wealth,  would  Ik'  to  admit   tlut  Wealth 

e   f-Tcafcti  out  of   Nothing.      They  repeated  a   multitude  of 

:.MX  Mjm  i\im  create  Xothing^  and  tliat  Xothin^t^  can  come  out 

^  Xtttim/.      Wc  have  already  seen  that  the  ancients  demonstrated 

SX  LaUtot  ^nd   Credit  of   l)Oth   fonns   are    Wealth,   in  sublime 

"artinc*-  oi  the  dogma  that  \otAinj^  can  come  out  0/  .WthiHi;. 

Lc  7r>%nc  crHJea%ours  to  point  out  why  I^Umr,  or  Personal 
5rmr.rx  art  n<H  Wealth.  Because,  he  says,  they  are  only  relative  to 
^  ^icrirjn  .  they  are  not  transmissible,  nor  inheritable,  nor  transfer- 
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able;  they  do  not  result  in  a  product  which  can  be  transferred, 
and  whose  value  can  be  determined  by  competition;  whereas  pro- 
ducts have  a  value  in  themselves,  and  acquire  one  by  industry, 
which  may  be  resold. 

But  the  answer  to  this  is  clear.  The  essence  and  principle  of 
Wealth  is  solely  Exchangeability^  and  if  a  quantity  can  be  exchanged 
once,  and  is  paid  for,  it  is  Wealth.  There  is  no  necessity  that 
it  should  be  transmissible,  or  inheritable,  or  transferable.  By 
the  Law  of  Continuity^  if  it  is  Exchangeable  once  it  is  as  mudi 
Wealth  as  if  it  were  transferable  a  hundred  times,  and  inheritable. 
A  baker  bakes  a  bun,  and  a  customer  comes  in  and  buys  it,  and  eats 
it.  It  is  destroyed,  and  cannot  be  resold  or  inherited ;  it  was  only 
exchanged  once.  But  had  it  no  value?  And  was  it  not  Wealth? 
Suppose  a  person  does  a  service,  and  is  paid  a  pound  for  it,  and  a 
baker  sells  a  pound's  worth  of  bread,  is  not  the  service  equal  in 
value  to  the  bread  ?  What  does  it  matter  to  either  of  these  persons 
how  soon  their  product  is  destroyed,  so  long  as  they  are  i>aid  for  it? 
Le  Trosne's  argument  is  a  direct  violation  of  the  Law  of  Continuity* 

Le  Trosne  is  equally  unsuccessful  in  his  endeavour  to  exclude 
Credit  from  the  title  of  Wealth. 

He  admits  that  the  quality  of  Wealth  depends  purely  on  Ex- 
changeability, but  distinguishes  between  Money,  which  has  Intrinsic 
value,  and  bills  which  have  only  value  from  the  presumed  solvency 
of  the  debtor. 

Le  Trosne  himself  says  that  Value  is  not  a  quality  absolute  and 
inherent  in    things,   but    proceeds  entirely  from   ExchangeabiHtf* 
Hence,  to  speak  of  Money  having  Intrinsic  Value  is  evidently  a 
contradiction  in  terms  (Value).     Money  has  no  value  except  what 
people  agree  to  give  in  exchange  for  it ;  and  if  it  were  placed  among 
a  people  who  would  give  nothing  for  it,  it  would  have  no  value^ 
as  the  author  of  the  Eryxias  pointed  out  long  ago.     A  bill  has 
value  for  precisely  the  same  reason  that  money  has,  namely,  that  the 
debtor  is  bound  to  give  money  for  it  at  a  certain  time.     It  is  true 
that  if  the  debtor  fails  the  bill  loses  its  value,  but  that  is  just  what 
happens  to  money  if  it  is  placed  where  it  cannot  be  exchanged. 
Hence,  both  money  and  a  bill  have  value  for  the  same  reason, 
and  lose  their  value  under  the  same  circumstances.      Hence,  il 
is  clear  that  the  value  of  money  is  only  more  general  than  thai 
of  a  bill.     It  is  only  a  difference  in  degree,  but  not  in  kind. 

Moreover,  a  Credit  in  any  form,  written  or  unwritten,  may  endure 
for  any  length  of  time  until  it  is  paid  off  and  extinguished ;  it  ma} 
be  transferred  any  number  of  times,  and  it  is  inheritable. 
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\'i«  !t  t»  noc  surprising  that  Quesnay,  who  was  a  physician, 
«ri«kj  XV  A.  ha\'c;  rightly  apprehended  the  nature  of  Credit.  But 
Lr  Trrv^nc  va^  an  advocate;  he  must  have  studied  Roman  Law. 
Hr  :ra^t  have  known  that  Incorporeal  I^perty  of  all  sorts,  Rights 
K%i  RsfChtH  of  Action,  are  expressly  included  under  Pecunia^  Bona^ 
Ih.  Mrrx,  in  Roman  and  in  every  system  of  Law ;  and,  therefore, 
«?  say  well  fcrl  surprised  at  his  difficulty  in  admitting  Credit  to  be 

*  'a;th- 

ir  brt,  the  Economists  fell  into  exactly  the  same  error  with 
'^i^^  !t  •  ( *nrdit  as  they  had  delivered  the  world  from  with  regard 
1  M  oc>.  In  the  a-action  against  the  Mercantile  System,  it  was 
vEil  :hA!  M <)nt-y  is  only  a  Sign,  or  Hcpresentative,  of  wealth.  The 
L-cv<r.:«t»  >ht;«(.-d  that  Money  is  not  a  Sign,  or  Representative, 
(  Health, 'iKit  an  actual  species  of  Wealth,  or  merchandise,  itself. 

Bee  thir%'  5a«  that  though  a  species  of  Wealth  itself,  its  use  is  to  be 
'%*u.V^i  f«*r  Cither  things.      Hence,  they  repeatedly  called  it  an 

•  ►•irt.  ..*  Bill  kA  Exchange,  or  a  Title  to  be  paid  in  money. 

\.<«.  Ijt  Trtisne  sax's  that  Credit  is  not  Wealth,  but  only  a  Title 
V   >  ;ajii  :n  Wealth. 

I:  :«  wrmcmhat  remarkable  that  it  escaped  the  sagacity  of  the 
«/o.<t:*t'*  that  if  Money  he  an  Order,  or  Title,  or  Bill  of  Exchange, 
r  ?.%>«*  t'iit  a  Hill  of  Exchange,  or  other  form  of  Credit,  must  be 
iKwrc-v^  ..»  \|«>ney.  For  Credit  bears  the  same  relation  to  Money 
^;'  M  '.- >  t!'*t.>  lo  g(Mxl.s  as  the  great  American  jurist,  Daniel 
«.,»-.-.  ♦  «;,,^]  out  lonj;  a^o.  And  as  Money  is  not  a  Sign,  or 
i^-:r-w-r*-i!.*v.  •»!  ^hkkIs  but  is  exchangeable  for  them,  so  neither 
1  *  — ^  !  :•>.  M^ii.  nr  Representative,  of  Money,  hut  is  separate 
nnt  -•>:► '...itnt  rnc-rrhandise,  which  is  exchangeable  for  Money, 
i-v  r^»  r-  -4.  Tn.^H  rty  <if  all  sorts  is  a  mass  of  Exchangeable  Property, 
tr  =rr  •-*:■** ii-K*.  and  is  the  subject  of  the  most  gigantic  commerce 
r  arjiirTT:  t.nv-^,  an<i  can  by  no  iK>ssibility  be  excluded  from  the 
yjr..jL  >r:^r#*r  «if  Exchanges,  or  Commerce. 

I  -fc>r  :ri^  arti*  it-  Wealth,  we  have  shown  wlial  a  facile  answer  can 
ie  pt^-n  t'»  iH  •  iiit^ma  of  the  Economists  that  man  can  create 
%n^B^  an«!  c^ut  Xcikim^^  can  come  out  of  Nothing, 

TW  d'tn.itr  <^f  the  Eronomists  that  agricultural  I^l>our  is  the 
*4  I'riiductive  I^liour  was  not  mere  logomachy.  They 
«h4>U'  theory  of  taxation  \i\in)V\  it ;  they  maintained  that 

1  uu:^  ^  khfiAiUi  be  bid  directly  on  the  Produit  Net  of  land,  and 

kr  a.  '^Twtf  clx%%c-s  of  pcr^ms  should  tie  exempt.     Hut  we  may 

M  '2^  4»  thc>  maintained  that  all  commercLil  profits  are  made  at 
of  the  Slate,  it  seems  very  strange  to  hold  tliat  all  these 

w 
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profits  should  be  exempted  from  contributing  to  the  wants  of  the 
State.  And  further,  as  they  held  that  all  these  profits  are  obtained 
at  the  expense  of  the  original  producers,  it  seems  very  hard  that  all 
taxation  should  be  laid  on  the  unfortunate  producers,  and  that  aH 
those  who  made  profits  at  their  expense  should  go  free. 

Agricultural  producers  had,  therefore,  the  greatest  interest  in 
inquiring  if  the  doctrine  of  the  Economists  was  true,  that  agriculture 
is  the  only  form  of  Productive  Labour. 

One  great  merit  the  Economists  had,  they  clearly  defined  every 
term  they  used.  Their  doctrines  seemed  to  be  logically  unassailable, 
provided  that  their  fundamental  dogmas  were  right.  But  their 
doctrines  provoked  inquiry  and  reaction ;  men  who  were  labouring 
in  all  sorts  of  vocations  which  were  useful  to  the  community,  were 
roused  to  indignation  at  being  stigmatised  as  sterile  and  unproductive. 
Men  were  astounded  to  hear  that  a  nation  cannot  be  enriched  by 
Labour  and  Commerce.  The  consequences  which  the  Economists 
drew  from  their  doctrine  were  so  startling,  and  so  contrary  to  patent, 
undeniable  facts,  that  clear-sighted  men  began  to  inquire.  Is  it  tnie 
that  in  an  Exchange,  or  Commerce,  neither  side  gains  ? 

The  Economists  founded  a  New  Order  of  Sciences, 

The  Economists  have  the  immortal  glory  of  having  founded  a 
New  Order  of  Sciences,  and  having  realised  the  conception  of 
Bacon,  that  the  Sciences  of  Society  must  be  studied  with  exactly 
the  same  care,  and  by  the  same  methods,  as  the  Physical  Sciences 
are,  and  that  the  study  of  the  Physical  Sciences  must  precede  the 
study  of  the  Sciences  of  Society. 

They  established  absolute  freedom  of  Commerce  in  every  particular 
on  a  great  moral  basis  as  the  fundamental  right  of  mankind,  proved 
to  be  true  equally  by  reasoning  and  experience ;  and  they  only  missed 
the  glory  of  seeing  it  established  as  national  policy  by  the  French 
Revolution.  In  1774,  Turgot,  the  most  illustrious  friend  of  Quesnay* 
was  appointed  Prime  Minister  of  France,  and  had  the  satisfaction  of 
abolishing  all  restrictions  on  the  internal  commerce  and  export  of 
com,  and  was  thus  enabled  to  gladden  the  heart  of  his  dying  master 
by  seeing  the  first-fruits  of  his  philosophy.  And  although  this  great 
man  was  driven  from  power  by  the  selfish  aristocracy  whom  he 
would  probably  have  saved  from  the  catastrophe  which  was  impending 
over  them.  Free  Trade  doctrine  had  made  such  progress,  that  in 
1786  Mr.  Pitt  concluded  a  treaty  with  France,  by  which  all  im- 
pediments to  the  free  intercourse  between  the  nations  and  all  their 
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-.^^^^.Kwis  were  abolished,  and  only  subject  to  the  payment  of 
r.j^rAtr  duties. 
Bwt  :hc  deluge  of  the  French  Revolution  swept  away  this  beneficent 

•  rk.  and  rr plunged  the  nations  into  Economic  darkness,  from  which 
■  -^^.'^  fnly  began  to  emerge  in  1822;  and  the  glory  of  finally 
&-«^r!:^  ihc  triumph  of  Commercial  liberty  in  England  accrued  to 
:v  i  w:{4rt  i>f  Adam  Smith. 

I:  -^  ^  »metimes  urged  that  the  Economists  made  the  science  of 
r  •  *^a!  Kconomy  too  dogmatic,  or  J  priori.  But  this  censure 
-.«t  \k  Liken  with  a  (Qualification.  If  we  knew  all  the  true 
;r-hr:;ic^  <if  all  things  then  science  would  be  entirely  J  priori. 
At  Biftion  long  ago  |x>inted  out,  the  ver)'  perfection  of  science  is  to 
ir.xjr.  :.Sr  i  fricri  state :  and  the  more  true  principles  are  discovered, 
:v  =*..^    M  approaihes  the  ^  priori  state.     Now  the  Economists, 

•  ric?::; sating  the  position  of  man  on  the  earth,  and  the  evident 
.-•— i.  r.  t'f  the  Creator,  arrived  at  the  principle  inductively  that 
\'T^j  rr,  •  »f  IVfMin,  Opinion,  and  Contract,  or  Exchange,  are  the 
^-kU-*»!:r-.LjI  nght.s  of  mankind,  most  conducive  to  human  happiness, 

r'-.w.    and    improvement,  and   that  all   viobtions  of  them  are 

-!.*  *.%  !'« the  human  race. 

y.  :<-^c:.  then,  theM.*  fundamental  principles,  they  found  a  state 
^ .  --«'.   ri^^ting,  altogether  violating  these  rights,  and,  therefore, 
A  •"!  »  th  '.nnumt-rablc  evils.  .\nd  has  not  histor>' amply  vindicated 
•  -r  •  •. "H^     K«»r  what  have  brought  the  grcalcNl  evils  on  men? 
K-  I:^>'UN  rtTNtt  ution,  and  Commen*ial  Restrictions.   During 
-••  I  NCD  >fars  what  have  been  the  causes  of  ihr  greatest  number 
!.••  '       HiHii.ry   answers — Religion   and    Commerce.       If    the 
-    -  .  ;^  -  lAinud  by  the  Economists  had  alwavs  Ixren  held  to  be 
.    :.v  t  n-**  arr  by  all  enlightened  persons,  nine-tenths  of  the 
I.-.  •  •^-  r.  '.^\K-  ilc^»lated  the  earth  during  the  last  eighteen  centuries, 
^m«!  "v-^-r  ':u*e  incurred. 

TV  ir*'j^'  S""^  ubt»»rs  of  the  middle  ages  held  the  material  world 
e  •■•  '-*i»»  r:-.,  a^  unworthy  of  the  attention  of  philosophers.     Hut  it 

•  c^-    ii^ry    <ff    the   Ik&conian    Thilosophy   to   have  extended  the 
on  '•?'  mimi  o\er  matter,  and  brought  into  subjtrtion  and 

\ii    jc^fit,   the   forces   of   Nature.      The    philtKophers   who 

TT^i  that    luw  w  of  Divine  institution,  and  that  there  is  a 

s   -if  aw  «hi<h  is  innately  right,  anterior  to  all  human  laws, 

r*-i  !^-cir   ideas  t«)  moral  rights.      Mut  it  is  tht-   ^lury  (»f   the 

a'ir..  '»r  |->«»mimital  Philosophy,  to  have  sh<  \\\\  that  there  is 

r-^.ral  rrUtM>n  enlisting,  not  only  among  nu-n,  but  ( unnecting 

«  ::f«  the  material  world,  most  intimately  cdtuu*  ted  with  the 


^  >  •  »- 
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well-being  of  the  human  race,  which  is  capable  of  being  discovered 
and  established  by  human  reason,  as  well  as  any  of  the  other 
sciences,  which  are  rightly  considered  as  the  triumphs  of  the  human 
intellect.  Thus  Bacon  extended  the  dominion  of  mind  over  matter, 
and  Quesnay  ascertained  the  rights  of  man  relating  to  matter. 

The  Philosophy  of  the  Economists  differs  from  all  others  in  taking 
the  individual  man  as  the  basis  of  society.  Almost  all  other  sj'stems 
hold  the  individual  as  subordinate  to  society,  and  it  is  certain  that 
individual  property  is  not  that  which  originally  prevailed  throughout 
the  world.  But  instead  of  sacrificing  man  to  society,  the  Economists 
declared  that  society  is  only  instituted  for  the  purpose  of  preserving 
and  defending  the  rights  of  the  individual.  "  Governments,"  says 
Turgot,  "  are  apt  to  immolate  the  well-being  of  individuals  to  the 
pretended  right  of  society.  They  forget  that  society  is  only  oiade 
for  individuals,  and  that  it  was  only  instituted  to  protect  the  right  of 
all  in  insuring  the  performance  of  mutual  duties." 

How  much  in  advance  of  their  age  the  Economists  were,  can 
only  be  appreciated  by  those  who  will  take  the  pains  to  acquire  a 
knowledge  of  the  state  of  society  and  opinion,  when  they  lived.  It 
is  manifestly  quite  impossible  to  give  any  adequate  picture  of  that  in 
the  limits  of  this  work.  It  is  sufficient  to  say  that  they  were  the 
leaders  of  mankind  in  that  great  change  or  movement,  as  it  has  been 
called,  of  society  from  Status  to  Contract^  and  their  principles  aic 
constantly  gaining  influence  throughout  the  world.  Therefore, 
although  certain  portions  of  their  doctrines  may  be  erroneous,  and 
have  been  set  aside  by  subsequent  Economists,  they  are  entitled  to 
imperishable  glory  in  the  history  of  mankind. 

Condillao^Adam  Smith. 

The  amazing  doctrine  of  the  Economists,  that  neither  the 
industry  of  artisans  nor  commerce  enriches  a  nation — so  contrary 
to  the  plainest  facts  of  history,  but  which  they  maintained  with 
incomprehensible  obstinacy — naturally  produced  a  reaction  against 
them.  Men  began  to  inquire  whether  their  dogma,  that  in  an 
exchange  neither  side  gains  or  loses,  upn^n  which  these  assertions 
rested,  was  true.  Moreover,  men  who  were  performing  services 
for  the  public  were  indignant  at  being  stigmatised  as  sterile  and 
unproductive.  The  first  to  declare  against  them  were  the  Italian 
Economists;  but  in  so  very  general  an  outline  as  this  we  have 
no  space  to  give  an  account  of  them,  as  they  never  formed  a 
distinct  school.     There  'was  a  cluster  of  writers,  such  as  Verri» 
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Keccaria,  Genovesi,  Delfico,  and  many  others,  who  ardently  advo- 
cated Freedom  of  Trade,  but  they  never  formed  a  school,  as  the 
French  and  English  Economists  did;  and  no  Italian  work  was 
ever  adopted  as  a  national  text-book,  as  Adam  Smith,  Ricardo, 
and  Mill  were  in  England,  or  J.  B.  Say  was  in  France. 

In  the   same  year,    1776,   appeared   simultaneously  two  works 
which  were  expressly  designed  to  overthrow  the  system  of  the 
Economists,  viz.,  Adam  Smith's  Wealth  of  Nations^  and  Condillac's 
h  Commerce  et  k  Gouvemement,     These  works,  though  apparently 
different  in  name,  were  similar  in  conception.     They  both  begin 
by  taking  the  Theory  of  Value,   or  of   free  commerce,   as  the 
natural  order  of  things,  and  then  afterwards  consider  the  effects 
of  interference  by  Government.     They  were  the  friends  and  as- 
sociates of   the    Eiconomists,   and    emanated  from   their  school ; 
bat  they  both   revolted  against  the  doctrine  that   manufacturing 
and  commercial   industry    do   not   enrich    a    nation.       Moreover, 
they  both  maintained  that  in  an  exchange  both  sides  gain.     Smith's 
vork  attained  immediate  popularity,  but  Condillac*s  fell   stillborn 
from  the  press,  and  never  attracted  the  slightest  attention,  ^  and 
the  whole  subject  of  Economics  was  entirely  forgotten  in  France 
after  the  fall  of  Turgot 

Condillac's  is  a  very  remarkable  work,  and  deserves  attention. 
It  is  called  Le  Commerce  et  Le  Gouvemement  considerh  relativement 
^  m  h  r  autre.  It  is  tinged  in  a  few  places  with  the  errors  of 
the  Economists,  but  he  rebelled  against  their  classing  artisans, 
manufacturers,  and  merchants  as  unproductive  labourers.  He  also 
aigued  against  the  doctrine  of  the  Economists,  that  in  an  exchange 
neither  side  gains  or  loses;  on  the  contrary,  he  maintains  that 
both  sides  gain,  which  Boisguillebert,  the  morning  star  of  modern 
Economics,  had  asserted  before  him. 

Condillac  intended  to  have  published  three  divisions  of  his  work 
—the  first,  in  which  the  principles  of  Economic  Science,  or  Com- 
merce, are  explained;  the  second,  in  which  the  relations  of 
Commerce,  or  Economics,  to  the  Government,  and  their  reciprocal 
influence  over  each  other,  are  investigated — and  under  this  division 
comes  Taxation ;  and  the  third,  containing  a  collection  of  practical 
samples  showing  the  application  of  the  principles  developed  in 
iie  two  preceding  parts.  Unfortunately,  the  third  part  was  never 
xiblished. 
Condillac  begins  at  once  by  saying  that  Economic  Science  is 

'  M.   Michel  Chevalier  did  me  the  honour  to  say  that  I  had  discovered 
^ndiUac 
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the  Science  of  Commerce  or  Exchange,  thereby  only  expressing 
the  idea  of  the  Economists  as  to  the  "Production,  Distribution, 
and  Consumption  of  Wealth"  in  a  much  more  simple  and  in- 
telligible form,  and  also,  which  is  a  great  advantage,  in  one  which 
is  General;  for  the  Science  of  Commerce  must  necessarily  embrace 
all  branches  of  Commerce. 

He  begins  by  investigating  the  foundation  of  the  Value  of  things, 
and  shows  that  it  originates  entirely  from  the  wants  and  desires 
of  men.     This  want,  or  estimation,  is  called  Value. 

As  people  feel  new  wants  they  learn  to  make  use  of  things  which 
they  did  not  before.  They  give,  therefore,  value  at  one  time  to 
things  to  which  at  another  time  they  do  not. 

Thus  Condillac,  in  accordance  with  the  ancients  and  all  the 
Italian  Economists  (Value),  places  the  origin  and  source  of  Value 
in  the  human  mind,  and  not  in  labour,  which  is  the  ruin  of  English 
Economics. 

But  people  have  come  to  regard  Value  as  an  absolute  quality 
which  is  inherent  in  things,  independently  of  the  opinion  we  have 
of  them ;  and  this  confusion  of  ideas  is  the  source  of  bad  reasoning. 
Value  is  founded  on  Estimation. 

Value,  therefore,  exists  before  an  Exchange.  Condillac  blames 
the  Economists  for  saying  that  Value  consists  in  the  relation  of  one 
thing  exchanged  for  another.  This  criticism  of  Condillac's,  how- 
ever, is  overstrained,  because,  unless  there  be  an  exchange,  there  is 
no  manifestation  of  Value,  there  is  no  phenomenon  which  can  be  the 
subject  of  Economic  Science.  Economics  has  nothing  to  do  with 
impotent  desires  of  the  mind  which  have  no  external  manifestation, 
but  only  with  effective  desires  which  produce  a  phenomenon,  or  an 
efiect.  So  dynamics  has  nothing  to  do  with  latent  forces  which 
give  no  outward  sign  of  their  existence,  but  only  with  the  phenomena 
produced  by  forces.  So  Credit,  in  the  popular  sense,  means  th€ 
estimation  of  a  man's  solvency  held  by  the  public,  but  Economic 
Science  has  nothing  to  do  with  a  man's  Credit  until  he  produces 
an  Economic  phenomenon  by  making  a  purchase  with  it.  That  is 
until  he  makes  a  purchase  by  giving  a  Promise  to  pay  in  exchange 
for  goods  or  services,  and  then  that  promise  to  pay,  or  right  t( 
demand  payment,  or  Debt,  is  Credit  in  its  legal,  commercial,  anc 
economic  sense. 

Condillac  lays  down  as  a  fundamental  doctrine :  "  A  thing  ha; 

H  value  because  it  has  cost  much,  as  people  suppose,  but  mone] 

lent  in  producing  it  because  it  has  Value."      Every  one  o 

m  sense  will  give  his  assent  to  this  doctrine,  and  it  is  thi 
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one  by  which  Whately  sent  a  deadly  shaft  into  the  Economics  of 
Smith  and  Ricardo. 

Condillac  then  shows  that  all  variations  in  Value  are  caused  by 
the  variations  in  what  is  called  the  Law  of  Supply  and  Demand ; 
and,  therefore,  there  is  no  such  thing  as  absolute  price.  The  price 
^•aries  from  market  to  market,  and  is  always  settled  by  competition  ; 
and  it  is  useless  and  dangerous  to  prevent  these  variations. 

Condillac  then  shows  how  commerce  augments  the  mass  of  riches. 
What,  then,  do  merchants  effect  if,  as  is  commonly  said,  an  exchange 
is  an  equal  value  given  for  an  equal  value  ?  If  that  were  true,  it 
would  be  useless  to  multiply  exchanges,  and  there  would  always  be 
the  same  mass  of  riches.  It  is,  however,  false  that  in  an  exchange 
the  values  are  equal.  On  the  contrary,  each  party  gives  less  and 
receives  more.  If  not,  there  could  be  no  gain  on  either  side.  But 
both  sides  gain,  or  ought  to  do  so,  for  this  reason,  that  Value  has 
DO  reference  except  to  our  wants,  and  that  which  is  more  to  one 
is  less  to  the  other,  and  reciprocally.  The  source  of  error  is  in 
supposing  that  things  have  an  absolute  Value,  and,  therefore,  people 
think  that  in  an  Exchange  they  give  and  receive  an  equal  Value. 
Each,  however,  gives  less  and  receives  more,  because  he  gives  what 
be  wants  less,  and  receives  what  he  wants  more. 

Condillac  then  discusses  wages,  and  shows  why  wages  differ  in 
different  employments.  He  defends  the  right  of  property  and 
bequest  He  discusses  the  nature  and  uses  of  Money,  and  agrees 
with  the  Exronomists.  He  observes  that  the  use  of  Money  as  a 
measure  of  Value  has  given  rise  to  the  confusion  about  value.  If 
men  had  continued  to  traffic  by  way  of  barter,  they  would  have  seen 
clearly  that  they  always  gave  less  and  received  more.  But  as  soon 
as  Money  was  introduced,  they  naturally  thought  that  it  was  an 
exchange  of  equal  values,  because  each  was  then  valued  at  the  same 
quantity  of  Money. 

By  means  of  Money  the  respective  values  of  quantities  of  corn 
and  wine  may  be  measured,  and  then  men  see  nothing  in  their 
values  except  the  ^oney,  which  is  their  measure.  All  other  con- 
siderations are  lost  sight  of;  and  because  this  quantity  is  the  same, 
they  think  that  each  of  the  quantities  is  equal  in  value.  But  the 
comparative  gains  of  the  parties  are  to  be  estimated  by  the  intensity 
of  their  relative  wants,  and  not  by  the  absolute  amount  of  Money. 

The  merchant  buys  things  wholesale,  and  sells  in  detail,  and 
receives  back  the  price.  Thus  continual  small  sales  replace  the 
sum  spent  in  purchasing  in  gross;  and  when  this  replacement  is 
made,  purchases  are  again  made  in  gross,  to  be  replaced  in  detail. 
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Money  is,  therefore,  always  being  scattered  to  be  again  collected 
into  reservoirs,  as  it  were,  from  which  it  is  again  spread  by  a 
multitude  of  small  canals,  which  bring  it  back  to  its  first  reservoirs, 
whence  it  is  again  scattered,  and  to  where  it  again  returns.  This 
continual  movement,  which  collects  it  to  scatter  it,  and  scatters  it 
to  collect  it,  is  called  Circulation.  And  this  Circulation  mani- 
festly means  an  exchange  at  each  movement  If  there  is  no 
exchange,  it  is  not  Circulation,  Mere  transport  of  Money  is  not 
circulation.  In  circulation  the  money  must,  as  it  were,  transform 
itself  into  something  else.  Credit,  however,  is  used  to  a  great  extent 
instead  of  Money,  and  performs  the  same  functions. 

Condillac  earnestly  advocates  universal  Free  Trade.  He  ridicules 
the  idea  of  a  million  of  gold  and  silver  being  wealth  any  more 
than  a  million  of  other  productions.  Products  are  the  first  wealth. 
What  will  you  do  if  other  nations,  who  reason  as  ill  as  you 
do,  wish  also  to  draw  your  gold  and  silver  to  themselves? 
That  is  what  they  will  try.  Every  nation  will,  therefore,  try  to 
prevent  foreign  merchandise  from  coming  to  them.  And  if  they 
succeed,  it  is  a  necessary  consequence  that  their  own  merchandise 
will  not  go  anywhere  else.  For  wishing  to  keep  each  to  itself  all 
the  profits  of  trading,  they  will  cease  to  trade  with  one  another, 
and  thus  they  will  lose  all  profits.  Such  is  the  effect  of  prohibitions. 
Who  yet  dares  to  be  sure  that  Europe  will  open  its  eyes  ?  I  wish 
it  would,  but  I  know  the  force  of  prejudice,  and  I  don't  expect  it 
In  short,  commerce  is  not  for  Europe  an  exchange  of  works,  in 
which  each  nation  finds  a  profit ;  it  is  a  state  of  war  in  which  eadi 
tries  to  rob  the  other.  They  think,  as  they  did  in  times  of  barbarism, 
that  nations  can  only  grow  rich  by  robbing  their  neighbours. 

Condillac  having  thus  in  the  first  part  traced  the  grand  outline 
of  Economic  Science,  and  shown  that  universal  Free  Trade  is  th< 
proper  order  of  things,  in  the  second  part  takes  universal  Free  Trad< 
as  the  basis  of  his  argument,  and  examines  in  succession  th< 
mischievous  consequences  produced  by  all  violations  of,  and  attack: 
on,  the  principle.  These  are  wars,  custom  houses,  taxes  on  industry 
privileged  and  exclusive  companies,  taxes  on  consumption,  tampering 
with  the  currency,  government  loans,  paper  money,  laws  about  th< 
export  and  import  of  com,  tricks  of  monopolists,  the  commerda 
jealousy  of  nations,  and  other  things.  The  effects  of  each  of  thes< 
are  examined  with  admirable  skill. 

Such  is  a  brief  outline  of  the  first  two  parts  of  this  work.  Th< 
third  was,  unfortunately,  never  written.  Although  we  have  beei 
constrained  by  our  limits  to  give  but  a  few  points,  the  analysis  w< 
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have  given  will  show  the  general  scope  of  this  excellent  work,  and 
its  great  importance  is  manifest,  for  it  is  the  true  foundation  of 
modem  Economics. 

Condillac  expressly  declares  the  true  function  of  Economics  to  be 
ti\e  Science  of  Commerce.  And  in  dealing  with  the  subject,  we  see 
tbe  immense  superiority  of  a  mathematical  and  metaphysical  mind ; 
for  he  places  the  source  of  Value  in  the  human  mind,  in  wants  and 
desires,  or  in  Demand,  as  the  ancients  and  the  Italian  Economists 
did;  and  having  done  so,  he  naturally  shows  that  all  variations  in 
Value  depend  on  variations  in  Demand  and  Supply.  That  is,  he 
instinctively,  as  a  physical  philosopher,  never  dreams  that  there  can 
be  more  than  one  fundamental  theory  of  Value.  He,  as  every 
physicist  who  really  paid  attention  to  the  subject,  would  have  been 
otterly  aghast  at  the  notion  that  the  science  could  be  based  on  six 
or  seven  fundamentally  conflicting  theories  of  Value,  as  is  the  fashion 
at  the  present  day. 

It  is  true  that  Condillac's  work  can  by  no  means  be  considered 

as  a  complete  treatise,  and  it  requires  immense  development.     But 

it  lays  down  the  broad,  general  outlines  of  true  Economics.    Smith's 

»ork  and  Condillac's  were  published  in  the  same  year.     Smith's 

obtained  universal  celebrity  in  a  very  short  time.     Condillac's  was 

Dtterly  n^lected,  but  yet  in  scientific  spirit  it  is  infinitely  superior 

to  Smith.     It  is  beyond  all  question  the  most  remarkable  work  that 

bad  been  written  on  Economics  up  to  that  time,  and  it  plays  a  most 

important  part  in  the  history  of  the  science.     The  whirligig  of  time 

i$  now  bringing  about  its  revenges,  for  all  the  best  European  and 

AmeriGJi    Ek:onomists   are    now  gravitating  to   the   opinion   that 

Condillac's  is  the  true  conception  of  Economics.      The  beautiful 

deamess  and  simplicity,  the  instinct  of  the  true  physicist,  are  visible 

throughout ;  at  length  he  will  receive  justice,  and,  after  the  neglect  of 

120  years,  he  will  emerge  as  the  true  founder  of  modern  Economics. 

We  have  now  to  speak  of  Condillac's  far  more  fortunate  con- 
temporary, Adam  Smith,  whose  work  originated  from  the  same 
causes  as  Condillac's,  namely,  the  doctrine  that  in  an  Exchange 
neither  side  gains  nor  loses ;  that  no  labour  but  agricultural  is 
productive ;  and  that  the  labour  of  artisans,  manufacturers, 
merchants,  and  traders  is  sterile  and  unproductive,  and  does  not 
enrich  a  nation. 

Adam  Smith,  who  first  published  a  work  on  Economics  which 
gready  influenced  public  opinion  in  this  country,  was  born  at 
Kirkcaldy,  in  Fifeshire,  just  opposite  Edinburgh,  on  the  5th  3ut\e, 
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1723,  a  posthumous  son  of  the  Comptroller  of  Customs  there.  He 
was  sent  to  the  University  of  Glasgow,  where  he  gained  a  Snell 
exhibition  to  Balliol  College,  Oxford.  He  resided  at  Oxford  seven 
years.  In  1748  he  delivered  some  lectures  on  rhetoric  and  belln 
Utires  in  Edinburgh,  under  the  patronage  of  Lord  Kames.  In  175 1 
he  was  appointed  Professor  of  Logic,  and  in  the  following  year 
Professor  of  Moral  Philosophy,  in  the  University  of  Glasgow.  In 
his  lectures  it  is  said  that  he  advocated  the  doctrines  of  Free  Trade, 
which  were  then  widely  adopted  by  the  most  enlightened  men  in 
France,  Italy,  and  Spain.  But  no  account  of  these  lectures,  not 
even  one  line  of  them,  has  been  preserved,  so  that  we  have  no 
means  of  comparing  his  views  then  with  those  he  published  in  1776. 
But  even  if  he  did  teach  Free  Trade  then,  he  was  in  no  sense  its 
creator.  Many  writers  had  advocated  Free  Trade  long  before  him. 
The  Economists  published  their  code  of  doctrine  in  1759,  in  which 
free  exchange  was  asserted  to  be  one  of  the  fundamental  rights  of 
mankind,  and  there  were  numerous  and  powerful  advocates  of  Free 
Trade  in  Italy  and  Spain,  fifteen  years  before  Smith  published  a  line. 
Turgot  carried  out  immense  reforms  in  the  direction  of  Free  Trade 
in  1774.  How  did  these  writers  and  statesmen  learn  Free  Trade 
from  Smith,  when  his  work  was  not  published  till  1776?  Smith  has 
himself  done  sufficient  ser\*ices  to  Economics,  and  his  reputation 
does  not  require  the  advances  and  services  done  by  other  persons  to 
be  attributed  to  him. 

In  1759  he  published  his  professional  lectures  on  the  Theory  0} 
the  Moral  Sentiments^  a  work  which  gained  a  rapid  reputation,  and 
attracted  the  attention  of  the  guardians  of  the  young  Duke  ol 
Buccleugh  to  him.  In  1760  he  accepted  the  appointment  of  tutoi 
to  the  Duke,  and  in  March,  1764,  he  set  out  with  him  for  the 
Omtinent  Passing  through  Paris,  he  resided  for  about  eighteer 
months  at  Toulouse.  It  is  impossible  to  say  whether  Smith  hac 
any  knowledge  of  the  doctrines  of  the  Economists  while  he  was  ai 
Qasgow ;  but  he  must  naturally  have  been  attracted  to  them  wher 
in  France.  At  Christmas,  1 765,  Smith  and  his  charge  went  to  Paris 
where  they  stayed  about  a  year.  Wliile  there  he  formed  an  intimacy 
with  the  Economists,  and  held  Quesnay,  their  chief,  in  such  esteem 
that  he  intended  to  have  dedicated  the  Wealth  of  Nations  to  him 
only  he  died  before  it  ¥ras  published. 

At  the  end  of  1766  Smith  returned  to  Scotland,  and  settled  a 
Kirkcaldy,  where  he  remained  ten  >*ears,  during  which  he  wa* 
occupied  with  the  composirion  of  the  Wraith  of  Nations^  which  wai 
Dablttbed  in  1776. 
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The  Wealth  of  Nations  is  divided  into  five  books,  the  first  two  of 
which  only  concern  our  present  purpose,  as  giving  the  positive  part 
of  the  Science  as  understood  by  him.  The  third  book  is  on  the 
different  progress  of  opulence  in  different  nations ;  the  fourth  book 
is  a  formal  refutation  of  the  Mercantile  system,  and  the  doctrines 
of  his  friends,  the  Economists ;  and  the  fifth  is  on  the  revenues  of 
the  State. 

We  have  given  an  account  of  the  way  in  which  Condillac  refuted 
die  doctrine  of  the  Economists,  that  in  an  exchange  there  is  neither 
loss  or  gain  on  either  side,  because  his  work  is  very  little  known. 
We  cannot  give  a  full  account  of  Smith's  reasoning,  because  it  would 
be  too  long  for  such  a  work  as  this,  and  every  one  can  see  it  in  the 
work  itself.  It  is  sufficient  to  say  that  by  a  course  of  masterly 
reasoning,  far  superior  to  that  of  Condillac,  he  demonstrated  that  in 
commerce  both  sides  gain;  and,  therefore,  that  nations  in  multi- 
plying their  commercial  relations,  multiply  their  profits,  and  multiply 
their  wealth ;  and  that,  as  a  necessary  consequence,  the  labour  of 
artisans,  manufactures  and  commerce,  all  enrich  a  nation,  and, 
therefore,  that  those  who  engage  in  them  are  productive  labourers. 
Perhaps  it  may  seem  that  the  doctrine  is  so  plain  that  it  needs  no 
proof;  but  that  is  far  from  being  the  case.  At  the  time  Smith 
proved  it,  it  was  a  perfect  paradox,  contrary  to  the  universal  opinion 
of  centuries. 

Even  if  Adam  Smith  had  never  done  anything  else  for  Economics 
than  this,  he  would  have  been  entitled  to  immortal  glory.  Smith's 
doctrine  is  now  the  very  corner-stone  of  Economics,  and  made  a 
complete  change  in  public  opinion,  and  in  international  policy, 
which  has  for  ever  removed  a  perennial  source  of  war  from  the 
world.  Nations  learnt  that  instead  of  destroying  each  other,  and 
trying  to  ruin  each  other's  commerce,  it  was  their  interest  to  promote 
each  other's  prosperity,  and  to  multiply  their  commercial  relations 
with  each  other. 

free  Trade  on  a  Moral  and  Economical  basis. 

The  Exx)nomists  established  it  as  one  of  the  fundamental  rights  of 
mankind  that  they  should  be  allowed  to  exchange  their  products  and 
senices  freely  with  one  another.  Now  it  is  evident  that  when  men 
agree  to  exchange  their  products  and  services,  the  arrangement  of 
the  price,  or  value,  of  the  reciprocal  products  and  services  exchanged 
should  be  left  entirely  to  the  mutual  agreement  of  the  parties,  the 
buyer  and  the  seller.     Who  can  tell  so  well  as  they  what  is  the  leaV 
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value  of  the  product,  or  service,  to  them  ?  Now  when  the  price  of 
the  product,  or  service,  is  agreed  upon  and  settled  between  the  sole 
parties  who  are  interested  in  it,  suppose  that  some  artificial  force  is 
suddenly  directed  against  one  of  them,  beyond  what  arises  from 
their  natural  position,  to  oblige  him  to  yield  up  more  of  his  property 
to  the  other  than  he  would  do  if  the  arrangement  were  left  perfectly 
free — such  a  force  suddenly  put  at  the  disposal  of  either  party, 
whatever  its  nature  be,  whether  moral  or  material,  would  clearly  be 
unjust  in  its  very  nature,  and  would  be  nothing  more  than  a  license 
enabling  one  party  to  rob  the  other. 

It   may  be  asserted  in  the  broadest  possible  terms  that  it  is 
the  natural  right  of  every  man  to  employ  his  industry,  and  the 
talents  which   Providence  has  given   him,  in   the  manner  which 
he  considers  to  be  most  for  his  own  advantage,  so  long  as  it  is 
not  to  the  injury  of  his  neighbour.      He  has  the  natural  right 
to  exchange  the  products  of  his  industry  with  those  of  any  other 
person  who  will  agree  to  such  an  exchange,  to  buy  from  whom 
he  will,  and  to  sell  to  whom   he  can.      A  law  which  seeks  to 
check  the  course  of  this  free  exchange  is  inherently  wrong,  and 
because   inherently  wrong,   inherently  mischievous.      And   though 
it  may  be  permitted  to  take  something  from  him  for  the  necessi- 
ties of  the  State,  which  is   the  guardian   of  the  interests  of  all, 
a  law  which   deprives  one  class  of  the  community  of  a  part  of 
their  property,  in  order  to   bestow  it  upon  another  class,  is  an 
intolerable  violation  of  natural  justice.     If  a  person  forcibly  takes 
away  a  part   of  his  property   from   another  person,  without  any 
equivalent,  it  is  simple  robbery.      In   the  same  way,  if   a  man 
wishes  to  sell  any  article,  and  can  by  any  means  force  the  buyer 
to  pay  a  higher  price  for  it  than  he  otherwise  would,  it  is  simply 
despoiling  him   of  part  of  his  property,  and  appropriating  it  to 
himself. 

Let  us  put  this  in  a  familiar  way.  Suppose  that  Richard  Stubble 
lives  in  the  country  and  grows  corn,  and  that  his  friend  John  Smith 
carries  on  his  business  in  town.  Having  some  corn  to  sell,  Richard 
proposes  to  have  a  transaction  with  his  friend  John.  The  free 
marketable  value  of  the  corn  is,  say,  40s.  per  quarter ;  but  suppose 
that  Richard  has  about  a  hundred  times  more  influence  over  the 
I-r^islaturc  than  John  has,  and  he  gets  them  to  pass  a  law  by 
which  he  can  compel  John  to  pay  him  50s.  for  what  he  could 
buy  elsewhere  for  40s.  In  that  case  he  deprives  John  of  los., 
representing  so  much  of  his  industry,  for  which  he  gives  him 
no  equivalent,  and  takes  it  to  himself.      In  the  mediaeval  ages 
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eat  lords  and  barons  used  to  keep  armed  retainers,  whom  they 
mployed  to  plunder  any  unfortunate  travellers  who  came  within 
hdr  power.  In  the  nineteenth  century,  great  lords  and  gentlemen 
[Missed  laws  by  which  they  forced  traders  to  surrender  to  them 
a  considerable  portion  of  their  property  against  their  will.  Where 
is  the  moral  difference  between  the  cases  ?  When  one  man  forcibly 
and  unjustly  deprives  another  man  of  his  property,  the  precise 
method  he  may  adopt  for  his  purpose  does  not  materially  affect 
the  moral  aspect  of  the  thing. 

It  is  no  argument  to  say  that  till  comparatively  recent  times  the 
protective  system  was  established  in  this  country,  that  it  is  still 
in  force  in  foreign  countries,  and  that  it  was  supported  and  adopted 
In  men  of  unblemished  character  and  integrity.     It  is  absolutely 
necessary  that  we  should  not  suffer  our  estimation  of  the  moral 
character  of  men  to  influence  our  judgment  as  to  the  soundness 
of  their  opinions.      There  never  prevailed  a  pernicious  error  in 
the  world  which  was  not  supported  by  the  authority  of  men  of 
oninent  personal    excellence.      It  is,   unfortunately,   through  the 
^'  excellence  of  the  men  who  adopted  them  that  most  of  the 
erroneous  principles  which   have   done   so  much   mischief  in  the 
Torld  derived   their   fatal    influence.      The   real    question   is   not 
whether  the  men  who   hold   certain  opinions  are   estimable,  but 
whether  the  opinions  themselves  are  right  or  wrong.     The  fact  is 
that  questions  are  examined  with  far  greater  care  and  intelligence 
nowadays  than   ever   they   were   before;    and   by  this  more  com- 
prehensive   investigation    new    considerations    and    relations    are 
discovered,  which  may  present  them  in  very  different  lights  than 
are  apparent  at  first     Abstract  right  is  every  day  obtaining  greater 
influence  in  legislation,  and  many  of  the  most  beneficial  reforms 
of  the  present  day  have  been  to  abolish  and  set  aside  the  partial 
and  unjust  laws  which   encumbered  the  statute-book.      It  is  not 
50  ver>-  long  ago  that  public  opinion  in  this  country  tolerated  the 
slave  trade,  and  men  of  eminent  piety  saw  no  harm  in  stealing 
men  from  their  homes,  and  transporting  them  to  foreign  countries, 
to  labour  for  the   benefit  of  their  masters.      But  public  opinion 
Urcame  convinced  of  its  abomination,  and  not  only  put  it  down, 
hut  declared  it  to  be  a  great  crime.     What  was  considered  to  be 
legitimate  traflftc  at  the  beginning  of  the  centur>',  is  now  declared 
by  law  to  be  piracy,  and  Englishmen  who  engage  in  it  are  liable 
to  be  dealt  with  as  pirates.      Little  more  than  a  hundred  years 
ago,  if  a  gale  came  on,  it  used  to  be  the  custom  to  pitch  the 
:it^roes  overboard,   like  cattle,   and  this  was  related  in  a  couxl 
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of  law  without  eliciting  the  slightest  comment.  Now,  at  bottom 
there  is  not  much  difference  in  the  ideas  involved  in  protection 
and  the  slave  trade.  They  both  seek  to  effect  the  same  objed 
by  somewhat  different  methods.  They  are  both  for  the  purpose 
of  enabling  one  set  of  men  to  appropriate  to  themselves  the 
fruits  of  their  neighbours*  industry — the  one  by  the  coaise 
method  of  fraud,  the  other  by  the  somewhat  more  refined  method 
of  fraudulent  taxation. 

The  protective  system  is,  therefore,  nothing  more  than  a  method 
by  which  producers  endeavour  to  force  consumers  to  pay  a  higher 
price  than  they  otherwise  would  do  for  their  commodities.  Now 
let  us  consider  a  different  case. 

Suppose  that  the  Legislature,  being  entirely  composed  of  con- 
sumers, should  pass  a  law  forbidding  the  farmers  to  sell  their 
produce  above  a  certain  price,  or  to  export  it  to  foreign  countries, 
where  they  might  find  a  better  market  for  it.  Or  suppose  that 
laws  were  made  to  prevent  workmen  demanding  above  a  certain 
sum  as  wages,  or  compelling  producers  to  bring  their  products 
to  market,  and  accept  a  price  for  them  much  below  what  they 
would  fetch  if  there  were  no  such  law.  This  would  be  a  case 
on  the  part  of  consumers  precisely  analogous  to  what  protection 
is  on  the  part  of  producers. 

This  form  of  injustice  did  formerly  prevail  to  a  certain  extent 
in  this  country,  but  it  never  acquired  a  distinctive  name  in  oui 
language  as  it  did  in  France.  During  the  height  of  the  French 
Revolution,  in  1793,  when  the  insecurity  of  property  had  scared 
away  almost  all  sorts  of  produce  from  the  market,  the  Frenct 
Convention  passed  the  severest  laws  to  limit  the  price  of  com 
modities,  forbidding  persons  to  sell  their  produce  above  a  certair 
fixed  price,  whence  they  were  called  the  laws  of  the  Maximum 
As  might  have  been  foreseen,  these  laws  only  aggravated  the  evil 
and  their  disastrous  effects  are  set  forth  with  great  minuteness 
in  the  third,  fourth,  fifth,  and  sixth  volumes  of  Alison's  History 
4jf  Europe  (seventh  edition),  though  the  author  overlooks  the  fad 
that  the  very  same  objections  apply  against  the  system  of  pro 
tecdon,  of  which  he  is  so  strong  an  advocate. 

Each  of  these  systems,  then,  is  erroneous,  but  in  opposite 
directions  —  that  of  Protection,  by  which  the  producer  obliges 
the  consumer  to  buy  from  him  his  produce  at  a  price  above  its 
natural  value;  that  of  the  Maximum,  by  which  the  consumer 
obliges  the  producer  to  sell  to  him  his  produce  at  a  price  below 
^  natural  market  value.    Now  every  law  whatever  which  interfetes 


t  • 


History  of  Economics  79 


.V.    ruiural  lour^*  of  trade,  which  attempts  to  regulate  the 

• :   LilK»ur  or  the  price  of  commodities,  which  attempts  to 

:   miih  the  free  exchange  of  industr)'  or  products  between 

.:.t!  nun.  mu»t  necessarily  fall  under  one  of  these  forms  of 

K\in   ^urh  bw  sins  against  natural  justice,  more  or  less, 

t::r(.ttion  or  the  other,  either  as  it  assumes  the  form  of 
::-'n  or  the  Maximum;  and  it  is  just  as  clear  as  the  sun 

•  Li-,  t^ut  ihi-  only  true,  just,  and  proper  course  is  to  establish 
u.r  Li:!i  alrM^ilutc  freedom  of  exchange. 

'j  t    i'^   that   U>th  of  these  erroneous  systems — Protection 

•  \f^\:nium     a>  we  pointed  out  forty  years  ago,  and  which  is 
'•  r^y.>  ri-ii»gnij^ii,  are  forms  of  Socialism.     They  are  both 

-  ^  li'.^i^neii  for  the  ver>'  purpose  of  interfering  with  the 
\a!uf  of  ( onimoiiities.  Consetjuently,  whichever  of  the 
•  4  ru&Mrtl  to  roni|x:l  the  other  to  part  with  his  property 

.''»z\\\  r.itc  than  what  he  would  if  unconstrained,  is  able 

•  :  ratf  t.»  himself  a  |>ortion  of  the  other's  property.  And 
*•.-  \kx\  rN'<TKe  of  Socialism.  Protection  is  the  Socialism 
.,  'T^.  thi-  Maximum  is  the  Socialism  of  consumers.     And 

.  •  :v.>rf  rutural  than  to  find  that  where  the  one  doctrine 
.^r  «:;';.  i<ne  |urty,  the  other  doi'trine  is  popular  with  the 
>.r.  t  K  I  hi''  we  may  see  examples  in  foreign  countries, 
:•  •.•-::[!  I-*  the  <  reed  of  the  State,  and  Socialism  is  the 

■■  •  ..-;nj»  f  rciii  of  ihr  jvople. 

\    '       :  .•  .1   uh!<h  HaN  at  the  nH>t  of  all  this  legislation  was 

•    i:-i;:-tion    should    regulate   Value,    and    that   those 

J'  -:  •••I    .irtu  U-s    lud    the  right  to   have   remunerative 

'">.   :  ■  :h' 111    li\    law.       This  idea  \sas  a  ver}*  natural 

,•  •  '  ;-r'Niui  tr-*.  and  when  we  think  f>f   the  condition 

:    *:.•!!   ih'.s   s|n'(ic>  y\\    legislation  was  in  fashion,  it 

."   •  ■  •  ^  :':..k!  ii  pri  \aili-d.      In  the  last  renlury,  it  is  true, 

»   -     -:   \^r..iis  imii-N  laws  inai  IimI  f(»r  ilislurbing  the  natural 

-!  ::• '.  e  .    >'Ut  the  <  urn  law>.  whith  lasted,  with  various 

-•.!:.  S:r  RmU- ft  IVvl  atN)li>hed  iheni,  were  enacted  in 

N    •    »:ut  w.i^  thr  '•late  o!   ParliauKnl  at  that  lime?     One 

\\  (.iMtiiiiMd.  as  It  still  mostly  is,  of  agriculturists; 

;ui!\    wt    a^ri<  uliuriMs  and   thr  noniinees  of   agri- 

.!   a*   ^rtai   manufauurer-*.   great   inert  hants,   great 

•--V    ^\    :    ^rrat    pnnlurers  i»f    all    sorts.       It    was  entirely   a 

■j^-r    .•     M-ii*  r*  —  a    xa^-l,    rl«»s«-,    and    torrupt    ( omhitution. 

•1--:    ••-r->    *»i    the  |K.-oplr,  /V..  ihf  t  finsunR-r'*,  had  very  little 

Houh:  of  (  uni moils.     The  sellers  had  a  com\>lele 


•  •< 


1;*.    • 


History  of  Economics  8i 

ft  '\&^  however,  necessary  to  correct  an  assertion  which  is  by 
no  means  uncommon.  It  is  well  known  that  Cobden,  in  his 
vonderful  campaigns,  many  times  declared  that  if  England  would 
fcad  the  way  other  nations  would  quickly  adopt  Free  Trade.  At 
that  time  there  seemed  every  prospect  that  this  hope  would  be 
realised  After  his  great  victory  in  England,  Cobden  made  a 
triumphal  progress  throughout  Europe.  Everywhere  he  was  re- 
ceived like  a  great  conqueror.  The  success  of  free  trade  legisla- 
tion in  England  gave  an  immense  stimulus  to  free  trade  doctrines 
in  France,  the  birthplace  and  cradle  of  Economics  and  free  trade. 
In  1846  and  1847  numerous  Economists,  among  whom  Michel 
Che\'alier  and  Frederic  Bastiat  were  the  most  conspicuous  leaders, 
sot  up  an  association  and  agitation  in  France  on  the  model  of 
i)e  Anti-Corn  Law  League  in  England,  and  excited  immense 
enthusiasm.  The  movement  had  the  best  prospect  of  success 
rhen  the  French  Revolution  of  1848  broke  out,  and  quickly  set 
lU  Europe  in  a  blaze.  That  of  course  extinguished  all  hopes  of 
""rte  Trade.  When  thrones  were  rocking  to  their  foundations,  and 
Towns  were  tumbling  in  the  dust,  statesmen  could  give  no  attention 
0  Economics,  Inter  arma  Economics  si/et.  And  instead  of 
xonomics,  the  wildest  Socialism  got  the  upper  hand.  The 
Socialists  knew  instinctively  that  true  Economics  was  their  deadly 
nemy,  so  they  abolished  all  the  chairs  of  Economics  in  France, 
.'ndcr  the  fatal  advice  of  Louis  Blanc  they  established  the  AtSiiers 
yatianaux  (of  which  I  have  given  an  account  in  my  Dictionary 
f  Political  Economy),  where  every  workman  was  to  be  provided 
rith  work  out  of  the  resources  of  the  State.  But  though  the  State 
ould  pay  workmen  to  produce  articles,  it  could  not  provide  pur- 
hasers  to  buy  them,  so  that,  to  prevent  bankruptcy,  the  Ateliers 
Vdtionaux  had  to  be  suppressed,  at  the  cost  of  the  most  terrible 
ivil  war  ever  raised  in  any  city. 
Napoleon  III.,  with  the  advice  and  assistance  of  Rouher,  Cheva- 
icr.  Cobden,  and  Mallet,  negociated  a  commercial  treaty  with 
-ngland  in  i860,  which  considerably  relaxed  the  protection  system 
hen  established  But  this  treaty  was  carried  by  the  autocratic 
»wer  of  the  Emperor,  and  was  utterly  distasteful  to  the  great 
nass  of  the  French  people,  who  were  now  mainly  protectionist 
ind  socialist,  which  are  one  and  the  same  thing.  And,  alas ! 
France,  which  in  the  last  century  was  the  beacon  to  spread  the 
^ght  of  free  trade  throughout  the  world,  is  now  enveloped  in  the 
^fxp&t  darkness  of  protection  and  socialism  ;  nor  does  there  seem 
^'^y  immediate  prospect  of  her  emerging  from  it. 

G 
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Fallacy  of  Reoiprooity  and  Retaliation, 

Now,  a  considerable  number  of  persons,  seeing  that  other  nadons 
not  only  have  not  followed  the  example  of  England,  but,  on  the 
contrary,  have  retrogressed,  and  are  now  even  more  protectionist 
than  they  were  in  1847,  and  that  up  to  this  time  Cobden's  hopes 
have  been  falsified,  have  maintained  that  what  Cobden  only  re- 
garded as  a  hopeful  prospect  was,  in  his  view,  the  necessary 
corollary  of  England's  adoption  of  free  trade;  and  that  as  other 
nations  have  plunged  deeper  and  deeper  into  protection  and 
socialism,  England  should  do  so  likewise.  They  clamour  against 
what  they  are  pleased  to  designate  as  one-sided  free  trade,  and, 
under  the  specious  names  of  reciprocity  and  fair  trade,  they  are 
calling  out  for  England  to  retaliate  by  enacting  protective  tarii& 
against  those  nations  which  have  enacted  protective  tariffs  against 
her,  and  so  to  do  unto  them  as  they  do  unto  her.  If  this  were 
carried  out,  England  would  have  to  revert  to  the  darkest  days 
of  protection. 

It  has  been  frequently  said  that  if  Cobden  were  alive  now,  and 
saw  the  falsification  of  his  hopes,  he  would  advocate  reciprocity 
and  fair  trade,  as  they  are  pleased  to  term  it.  But  those  who  say  so 
never  studied  Cobden*s  doctrines.  Constantly  and  uniformly  he 
inculcated  that  England  ought  to  adopt  free  trade  whether  other 
nations  did  so  or  not,  and  even  if  all  the  world  were  against  her,  as 
is  very  much  the  case  at  present. 

Having  a  perfect  recollection  of  the  great  free  trade  discussions,  ] 
have  no  hesitation  in  saying  that  Cobden  would  have  done  nothing 
of  the  sort  which  the  reciprocitarians  and  fair  traders  would  attribute 
to  him.  His  constant  maxim  was,  that  the  true  way  to  fight  hostik 
tariffs  is  by  free  trade. 

No  doubt  all  these  hostile  tariffs  are  extremely  exasperating. 
They  inflict  incalculable  injury,  not  only  upon  the  wealth  an<j 
prosperity  of  England,  but  upon  the  nations  themselves,  and  all 
others  in  the  world.  But  if,  as  some  hotheaded  and  inconsiderate 
persons  urge,  England  were  to  resort  to  reciprocity  and  retaliation, 
she  would  merely  double  the  mischief.  If  the  present  hostile 
tariffs  destroy  an  incalculable  amount  of  commercial  intercourse, 
a  resort  to  reciprocity  and  retaliation  would  destroy  it  infinitel} 
more.  As  Sir  Louis  Mallet  pithily  said,  "  If  one  tariff  ii  bad,  twc 
are  worse."  If  foreign  nations  smite  us  on  one  cheek  by  their  hostile 
tariffs,  if  we  followed  the  advice  of  the  reciprocitarians,  and  retaliated, 
we  should  simply  smite  ourselves  very  hard  on  the  other  cheek. 
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:ii  w  endeavour  to  show  that  it  is  for  the  interest  of  this 
•  adofit  fnt:  trade,  irTvs|M.'Ctivc  of  the  policy  of  foreign 
.  j'td  that  lx>th  the  theories  of  retaliatory  duties  and  reci- 
irr  «.  rri»CK*oU!k. 

'  iiT  to  demonstrate  this,  let  us  supixisc  two  cases.     First,  let 
>  -M  thai  En^bnd  and  Franix-  have  very  few  duties,  or  none 

1  ijkc  h  other's  productions,  and  under  these  laws  a  certain 

•r  I  <»ni menial  inteaxjursc*  takes  pbce.     Ix*t  us  now  suppose 

*  ^mt-  rcaxm  or  another,  Framx*  takes  umbrage  at  £ng- 

-L   r:  i.rdcr  t(i  punish  her.  im|K)ses  heavy  duties  on  English 

:«       W'.thout  at  presi-nl  stopping  to  inquire  what  are  the 

r  !r.i>  londurl  on  France  herself,  it  is  evident  that  the 
^  :  •  limit  the  denund  for  English  goods.      It  manifestly 

KrtiNh  industr\',  and  hy  this  means  a  certain  amount  of 

«    .l«*m*  t'l    England.      Engbnd,  being  irritated,  begins  to 

'  M-vrnge.  and  just  at  that  moment  in  comes  a  protectionist 

-!   :*l.nd.  unrea^oning  |»ssion,  and  cries  out,  **We  must 

Tut  a  ht'a\'>'  U\  on  all  French  produce."     In  an  evil 

.-^arni    !i>tcn%   to   pn)tectionist   advice,   and   places  heavy 

v^  liutK-'*  «»n  French  |>roduce,  by  way  of  punishing  France. 
I  :nat  trum  these  duties  ^1,000,000  is  raised.  IV^  fays 
'jjK^K^^nJO  *[f  Jatifst  The  protectionist,  seeing  that  this  sum 
'^   .»  rjj%f«i  from  theM.*  gixnls  which  lielong  to  Frenchmen, 

.    rr-.ni  Fran«  i\  l»y  M»me  inromprehensible  jumble  of  ideas 

•  "  uxii^  the  fttreigner."  and  thinks  that  he  is  making 
-,^  hnun  ju>.  liut  let  us  examine  the  case  <'arefully.  In 
^    \tix*\\   who  |u\s  the  imjiort   duties?      It  is  (|uite  clear 

.1  HOC  iht-  Kretuhman  who  fjays  them,  but  the  British 
kt  I  hv  im|iort  duties  art-  ihargeil  in  the  price  to  the 
rr.  an'X  therrffire.  by  phKing  im|K)rt  duties  on  goods,  // 
r.rri  arr  Ai.t,  amJ  Hot  tht  /'trrignrr.  Thus,  England  King 
;  a:   Fr«.-n4h  illtimiKT.  git^  in  a  [lassion,  and  immediatelv 

Tt^i    jf  1.000,000. 

uf  Kn:rH'h  |»rodure  Ix-ing  thus  raiscil,  of  course  limits 

fcpr  It,  and  11  injurrs  Franrr  so  far  by  crippling  thiir 

1.  bm  m^  k«>'  making  tht-ni  |uy  the  tax  U|K>n  it.     .\s,  tluri- 

f    |4anfi(e   rrtaluti»ry   duties   on    Frrnrh    prmlurc,   wc  take 

ML  thr^    nctt-kvanlv  take  less  of  ours  in   return  :   and   tins 

a  fnrthrr  mp|>leN  Hnti^h  industr)*.  throws  liritish  uiirkiiun 

it,  iaUM.-s  li-^s  demand  for  British  shipping,  and, 

all  this  raisi-N  a  large  sum  by  way  of  taxation  i>ii 

;  besides  the  inconvenience  of  either  nukuxc 
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WTien  protectionist  policy  once  gets  the  upper  hand,  the  natural 
tendency  of  its  advocates  is  to  strain  it  till  it  cracks.  When 
protectionists  do  not  reap  the  benefits  they  expect  from  protection, 
tbeir  constant  cry  is  for  more,  and  always  more,  protection.  We  see 
this  in  Russia,  Germany,  France,  Italy,  and,  most  conspicuously, 
in  the  United  States.  In  this  last-mentioned  country  they  at 
last  perceived  that  they  had  bent  the  bow  too  far,  and  they  have 
recently  somewhat  relaxed  the  strain;  but  how  long  they  will 
continue  in  this  mood  no  human  being  can  tell.  But  whatever 
other  nations  may  do,  England  must  endure  to  the  end,  and  steadily 
keep  the  light  of  free  trade  burning  amid  despondency,  gloom, 
and  darkness,  in  the  hope  that  time,  experience,  reflection,  and 
example  may  bring  other  nations  to  a  better  frame  of  mind. 

We  are  happy  to  be  able  to  support  these  views  by  a  passage 
written  by  one  of  those  illustrious  Scots  who  were  an  undying 
honour  to  their  own  native  land,  and  an  unspeakable  blessing 
to  those  nations  they  were  called  to  rule  —  Sir  Thomas  Munro, 
Governor  of  Madras.  In  1825,  writing  to  a  friend,  he  says : 
There  is  another  point  on  which  anxiety  is  shown  where  I  think 
there  ought  to  be  none — I  mean  that  of  other  nations  granting 
similar  remissions  on  our  trade.  Why  should  we  trouble  ourselves 
about  this?  We  ought  surely  not  to  be  restrained  from  doing 
ourselves  good  by  taking  their  goods  as  cheap  as  we  can  get  them, 
because  they  won't  follow  our  example.  If  they  will  not  make 
our  goods  cheaper,  and  take  more  of  them,  they  will  at  least 
lake  what  they  did  before ;  so  that  we  suffer  no  less  on  this,  while 
tc  gain  on  the  other  side.  I  think  it  is  better  that  we  should 
have  no  engagements  with  foreign  nations  about  reciprocal  duties, 
ind  that  it  will  be  more  convenient  to  leave  them  to  their  own 
discretion  in  fixing  the  rate,  whether  high  or  low." 

So  wrote  this  sagacious  Scot  in  1825,  by  which  it  will  be  seen  that 
he  completely  anticipated  Cobden's  arguments,  and  in  other  respects 
the  ideas  he  put  forth  then  are  only  now  being  realised  in  India. 

One  example  alone  is  sufficient  to  prove  the  truth  of  this  policy. 
Even  in  former  times,  when  all  nations  were  protectionist,  there 
vere  always  a  certain  number  of  free  cities,  and  their  wealth  and 
prosperity,  while  all  nations  were  weighed  down  with  protection, 
completely  establish  the  truth  of  the  doctrine  of  Sir  Thomas 
Munro  and  Cobden.  And  if  free  cities  were  enabled  to  prosper, 
»hile  all  the  rest  of  the  world  was  protectionist,  does  not  the  same 
argument  apply  to  England?  If  so  be,  England  must  continue 
to  the  end  as  the  free  port  and  market  of  the  world. 
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A  war  of  tariffs  is  only  one  degree  less  injurious  than  a  war  of 
sabres  and  cannon. 

Thus  we  see  how  true  Economics  throws  a  clear  and  steady  light 
on  the  path  of  national  policy. 


On  Smith's  Definition  of  Wealth. 

Having  thus  set  forth  Adam  Smith's  magnificent  services  to 
Commerce  in  general,  and  their  effects  on  international  poliqr* 
we  must  now  inquire  more  particularly  into  his  conception  of  the 
positive  science  itself.  The  first  book  is  on  what  he  calls  Pro- 
duction and  Distribution,  but  in  reality  it  is  the  Theory  of  Value, 
or  of  Commerce,  in  accordance  with  the  meaning  given  to  the 
expression  by  the  Economists.  And  as  the  word  Wealth  is  the 
basis  of  the  whole  science,  we  must  investigate  what  Smith  means 
by  Wealth. 

It  is  somewhat  strange  that  though  Smith  entitles  his  work 
"  An  Inquiry  into  the  Nature  and  Causes  of  the  Wealth  of  Nations^ 
he  nowhere  tells  us  what  he  means  by  Wealth.  Whately  has  well 
observed  that  Smithes  title  supplies  only  a  name  for  the  subject 
matter,  and  not  for  the  science  itself. 

We  must  now  endeavour  to  collect  what  Smith  meant  by 
"  Wealth."  We  must  remember  that  by  Wealth  the  Economists 
meant  the  Material  Products  of  the  earth  which  are  brought  into 
Commerce  and  exchanged,  and  those  only.  They  expressly  ex- 
cluded Labour  and  Rights  from  the  term  Wealth ;  thus,  they 
made  Labour,  Materiality,  and  Exchangeability  as  neces- 
sary to  Wealth,  but  of  these  they  made  Exchangeability  as  the 
real  essence  of  Wealth,  and  Labour  and  Materiality  only  as 
the  accessories  or  accidents  of  Wealth,  because  they  excluded 
the  material  products  of  the  earth  which  were  not  brought  into 
commerce  and  exchanged  from  the  term  Wealth. 

Smith  does  not  anywhere  expressly  define  Wealth,  but  at  the 
end  ofNthe  Introduction  he  speaks  of  "the  real  Wealth  of  the 
country— -the  annual  produce  of  the  Land  and  Labour  of  the  soaety"; 
and  from  the  number  of  times  he  repeats  this  phrase,  we  may 
assume  that  \o  be  very  much  his  idea  of  it,  especially  as  it  was 
an  expression\  in  common  use  by  the  Economists  of  othei 
countries. 

But  it  is  to  b\  observed  that  Smith  has  entirely  omitted  Ex- 
changeability from  Ibis  description  of  Wealth  in  this  place. 

Now,  upon  exan^ining  this  expression,  it  is  very  evident  thai 
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it  is  ambiguous.  It  is  not  clear  whether  it  means  the  annual 
produce  of  land  alone,  and  the  annual  produce  of  labour  alone, 
or  the  annual  produce  of  land  and  labour  combined.  It  is  probable 
that  he  meant  the  latter. 

Whichever  way  the  expression  is  interpreted,  it  is  manifest  that  it 
b  far  too  wide,  because  if  it  be  laid  down  absolutely  that  "M^ 
anmal  produce  of  land  and  labour^*  either  separately  Or  combined, 
is  Wealth,  then  every  useless  product  of  the  earth  is  Wealth  as 
well  as  the  most  useful — the  tares  as  well  as  the  wheat.  If  a  diver 
fetches  a  pearl  oyster  from  the  deep  sea,  the  shell  is  as  much 
the  "produce  of  land  and  labour"  as  the  pearl  itself.  So  if  a 
nogget  of  gold  or  a  diamond  is  obtained  from  a  mine,  the  rubbish 
it  is  found  in,  and  brought  up  with,  is  as  much  the  *' produce  of 
land  and  labour"  as  the  gold  or  the  diamond;  and  innumerable  other 
instances  of  this  sort  might  be  cited. 

So  also  every  useless  work  done  would  be  Wealth.  Thus,  if 
a  number  of  labourers  were  to  raise  a  mound  in  Salisbury  plain, 
or  build  a  palace  in  the  middle  of  the  Sahara,  that  would  be 
Wealth.  The  simplest  example  of  the  "produce  of  land  and 
labour"  is  children  making  dirt  pies;  so  that  if  this  definition 
of  Smith's  is  to  be  accepted,  the  way  to  augment  the  Wealth  of 
the  country  would  be  to  set  all  the  dirty  children  in  it  to  make 
mud  pies ! 

Moreover,  this  definition  is  far  too  narrow.  The  land  itself 
on  which  a  city  is  built  is  Wealth.  The  owners  of  it  obtain  a 
great  revenue  by  simply  allowing  other  people  to  build  houses 
on  it.  The  land  on  which  London  is  built  is  worth  thousands 
of  millions  of  money,  and  the  land  itself  is  certainly  not  the 
** annual  produce  of  land  and  labour,"  either  separately  or 
combined. 
Moreover,  cattle  and  flocks  and  herds  are  of  great  value,  and 

are  Wealth ;  and  how  are  flocks  and  herds  and  cattle  the  "  annual 

produce  of  land  and  labour  "  ? 
There  are  besides  many  species  of  timber  trees  which  are  of 

great  value  as  they  stand  on  the  ground,  before  any  person  has 

touched  them.     How  are  they  the  "annual  produce  of  land  and 

labour"? — unless,  indeed,  we  agree  with  M'Culloch,  that  the  growth 

of  a  tree  is  labour ! 
So,  many  other  examples  might  be  cited. 
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Smith  classes  Human  Abilities,  or  Labour,  as  Weaith. 

Moreover,  under  the  title  of  "Fixed  Coital,"  Smith  enumeralet 
"the  acquired  and  useful  abilities  of  all  the  inhabitant!  or 
members  of  the  society.  The  acquisition  of  such  talents  by  the 
maintenance  of  the  acquirer  during  his  education,  study,  or 
apprenticeship,  always  costs  a  real  expense,  which  is  a  Cqiitll 
fixed  and  realised  as  it  were  in  his  person.  These  Talents  w 
they  make  a  part  of  his  Fortune,  so  do  they  likewise  of  that  of 
the  society  to  which  he  belongs." 

So  also  he  says : — "The  Property  which  every  man  has  in  fail 
own  Labour,  as  it  is  the  or^nal  foundation  of  all  other  proper^ 
so  it  IS  the  most  sacred  and  inevitable.  The  Patrimony  of  the  poet 
man  lies  in  the  strength  and  dexterity  of  his  hands." 

These  passages  entirely  coincide  with  the  argument  of  dc 
Eryxias,  already  cited,  and  given  in  the  article  Wealth  in  tiK 
following  book.  Thus  it  is  seen  that  Smith  expressly  clastd 
Human  Abilities,  or  Labour,  as  Wealth.  Now  Human  Abilities 
are  certainly  not  the  "produce  of  land,"  nor  are  they  the  "produce 
of  land  and  labour"  combined.  It  may  be  said  that  acquired 
abilities  are  the  produce  of  Labour,  but  certainly  natural  abilitiei 
are  not  the  produce  of  Labour,  nor  are  abilities  natural  or  acquired, 
the  "annual  produce  of  land  and  labour." 

Thus  Smith  has  already  broken  away  from  the  doctrine  of  the 
Economists  that  Wealth  is  to  be  restricted  to  the  material  produts 
of  the  earth,  because  they  especially  excluded  Labour  from  the  title 
of  Wealth.  And  now  we  see  the  inconvenience  of  the  nomenda- 
ture  of  the  Economists.  Labour  is  an  exchangeable  commoiU^. 
It  may  be  bought  and  sold,  it  has  value,  and  its  value  may  be 
measured  in  money.  But  how  are  we  to  speak  of  the  "  Production, 
Distribution,  and  Consumption"  of  Labour? 

Thus  Smith,  in  these  and  many  other  passages,  expressly  acknow- 
ledges Labour,  or  the  second  order  of  Economic  Quantities,  to  be 
Wealth;  and  he  has  a  chapter  discussing  Wages  as  the  Price  of 


Rights  to  be  li/eanii. 

;nce  of  Economics  as  the  "Pso- 

imption  of  Wealth"  has  receiTcd  a 

lifting  Labour  into  it  u  Wealth.    But 

undei   tlio  term  Cinnlating  Capita^; 
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^~  *.h  c\;iri-ssily  includes  Rank  Notes,  Bills  of  Exchange,  and  other 

^  .-t^r*^.  «hi<  h  ore  merely  Rights  of  Action  recorded  on  paper. 

I .'   *.Sc-m:    K:ghbi  of  Aft  ion  are  Credit :   hence  Smith  expressly 

^  ji^r%  f  retiit  under  (apital. 

H*-  u\^     **A  larticubr  luinker  lends  among  his  customers  his 

«-.  i>*n:sMjr>'  Notes  to  the  extent,  we  shall  suppose,  of  a  hundred 

:''.\^-:d  p>unds.     As  these  Notes  scne  all  the  purposes  of  money, 

'■■«  :<r:.(iirs  jay  him  the  same  interest  as  if  he  had  lent  them  so 

£7-:  nioR<'>.     This  is  thr  soun^e  of  his  gain.     Though  he  has  in 

4^'i:  :n  •*:roilation,  therefore,  notes  to  the  extent  of  a  hundred 

^•..ir.d  :«»urids  twenty  thousand  pounds  in  gold  and  silver  may 

>*  .-'.tiy    iic    a    sut^H'icnt    provision    for    answering    occasional 

^---xi*.       \\\  this  operation,  therefore,  twenty  thousand  pounds 

'   «-  ti    a 'Hi   ''ilviT   jtiTfonn  all   the  functions   which  a   hundred 

'  -.s«  -d  «'u!ii  otherwlM.*  ha\x'  performed.     The  same  exchanges 

^^1    *•    -:.Aii<.  the  sanif  quantity  of  consumable  goods  may  be 

*  .^\<  i^.d  tli^tributitl  to  their  proper  consumers  by  means  of 
*  1  r  -  :%^>»\  n<iU^  to  the  value  of  a  hundred  thousand  pounds,  as 
:    *.-  --.-j!  \aiue  i>l  ^old  and  silver  money." 

\.i  -        "  I^  t  u^  HupfMise,  for  example,  that  the  whole  circubtin^ 

s^  rr  -.    /  ^  nir  )urti<  ui.ir  <  ountry  amounted  at  a  (Kirticular  time  to 

•"•    -  .     -.  •'ii  rlin^,  !h.i!  sum  Ixring  then  sufficient  for  circulating 

ar  ■•     r  u-.".u.il  pfiiduci-  III'  ihi'ir  land  and  labour.    Ix't  us  sup|x>se, 

•  •*-•  ^  n.'  tun*  till  rt.iitir  difTrrent  l)anks  and  kirikrrs  issued 
.re  •-*  r\  :  tt -.  |a\abie  t<>  Uan-r  to  the  extent  ot  onr  million, 
*-teri  '^  :r  ihrir  difTtTi  fit  lofTrrs  two  hundred  thousand  {Mmnds 
irir-«.r:n^  «"ra<«ii»njl  dtniands.  There  would  remain,  therefore, 
e  '-*-.u:i<«e^  'i^ht   hundred  thousand  in  ^old  and  silwr,  and  a 

*-,  rj   ^unk  n<»te^.  tir  ei^htcx*n  hundrt*d  thousaml  |M»unds  of' 
d  nutney  together." 
.\49ftrv.     "A  ltt|H.*r  moiuy,  consisting;  in  liank   notes  issued   by 
of    undiMiUed    tredit,    |iayable    on    demand,    \«ithnut   an\ 
and,  in  fact,  always  readily  |uiid  a^  s<Min  as  pn-scnted. 
equal  in  value  to  ^old  and  silvt-r  money,  Mnr* 
)■  can  at  any  time  lie  had  for  it.     \Vhati\iT  i^ 
or  told  fur  such  |a|ier  must  necessarily  Ik*  Iniu^Iu  and 
as  iC  ooald  have  l)een  for  ^old  and  silver.*' 

quite   sufficient    to  pro\f  ihi-   {xiint   wr  ar> 

admits  one  class  of  Rights  lo  Ik-  ( 'ir<  ul.itin^ 

He  puts  a  million  of  noti-s  on  (-\.if  tly  th<  ^ani* 

amount  of  gold  and  silver.      He  adiuii^  th.it 

a  million   of    notes,    augnunt    thr    mass   ot 
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exchangeable  property  to  that  amount  Now  what  are  these  Bank 
Notes  ?  They  are  simply  so  many  circulating  Rights  of  Action^ 
(Credits,  or  Debts.  They  are  the  species  of  Property  termed 
Credit,  and  thus  we  see  that  Smith  classes  Credit  under  the  tens 
( .'apital. 

This  class  of  Rights,  however,  is  only  one  of  a  gigantic  mass  of 
various  kinds  of  Rights,  which,  since  Smith's  time,  have  increaMd 
in  a  vastly  greater  ratio  than  material  property.  At  the  piesedk 
time  the  property  of  this  nature  of  different  kinds  amounts  to  scoiel 
of  thousands  of  millions  of  money.  It  is  termed  Incoiporad 
Pr()|)erty,  or  Incorporeal  Wealth. 

Now  these  Rights  of  Action,  Credits,  or  Debts,  as  well  as  the 
gigantic  mass  of  other  kinds  of  Rights  which  are  bought  and  soU, 
lire  certainly  not  the  "  annual  produce  of  land  and  labour." 

Honce  we  see  that  Smith  classes  both  Labour  and  Rights  under 
the  title  of  Wealth,  which  the  Economists  expressly  excluded  from 
tliat  term ;  and  thus  he  completely  overthrew  the  doctrine  of  the 
Economists  and  others,  that  the  earth  is  the  only  source  of  Wealth. 

riuis  we  sec  that  Smith's  definition  of  Wealth  as  the  "annual 
pHKluix*  of  land  and  labour" — assuming  that  we  have  interpreted 
hin\  correctly — entirely  fails.  It  is  at  once  far  too  wide  and  far  too 
narrow.  It  includes  a  mass  of  things  which  can  by  no  means  be 
ralkxl  Wealth,  and  it  excludes  by  far  the  greater  portion  of  what 
Smith  himself  classes  as  Wealth. 

Such  a  detinition  of  >\  ealth,  too,  is  also  open  to  another  manifest 
ohjix^tion,  which  is  patent  from  his  own  work.  For  if  it  be  Ud 
down  al>solutely  that  the  ** annual  produce  of  land  and  labour**  is 
Wealth,  it  clearly  follows  that  if  an\thing  be  produced  by  "land 
anil  lalH^ur,"*  it  must  be  Wealth  in  all  times  and  in  all  places :  thai 
what  is  omv  wealth  must  alwa>*s  be  wealth.  But  universal  experi 
enix*  sIkws  that  such  a  doctrine  is  utterly  erroneous :  and  it  was  one 
ol"  the  |HMiUs  exprx>ssly  enfon>xi  by  Socrates  in  the  Eryxias  tha' 
a)\ythi)\g  is  Wealth  only  where  it  is  wanted  and  Demanded,  that  i 
when  and  wheiv  it  is  v"}*''*M^^'- 

Anil  at\er  Uibvmv^usly  inculcating  ihrouijh  several  hundred  page 
tlMt  I  And  and  l^ilx^ur  aix^  the  essentials  of  Wealth,  Smith  admit 
this.  Me  sa)-? — *'a  guinea  v^hioh  may  be  admitted  to  be  tb 
IHxhUuv  1^*  liml  and  Ub<>ur>  may  K-  considered  as  a  Bill  (I'.r. 
Highl^  for  a  ivrtain  \)ua:nitv  of  neoessaries  and  conveniences  upoi 
•U  th<»  tradesmen  in  the  :Kii:hK^u^hl.vxi.  The  revenue  of  th 
|^pr«vy\  K\  whiHn  u  is  jvnd  d^x^  no:  so  'proj>erly  consist  in  the  piec 
^  K^^J  as  in  what  ho  can  i^*t  tor  ::.  or  in  what  he  can  exchange 


History  of  Economics  91 


it  cmdi  he  txckangedfor  making  ii  wouldy  like  a  Bill  upon  a 
^t,  he  of  mo  mart  valmt  than  the  most  useless  piece  ofpaperJ* 
.  ^ter  all.  Smith  admits  that  Exchangeability  is  the  real 
^V  Value  and  Wealth. 

ncongniity  of  Smith's  conception  of  the  very  word,  which  is 
4%  oC  the  whole  Science,  is  thus  apparent.  For  seTeral 
:  pages  he  contends  that  the  "annual  produce  of  land  and 

»  absolute  Wealth,  and  then  at  last  he  says  that  unless  it  is 
LOgeable  it  is  not  Wealth  at  all. 
r.  howe%*er,  he  makes  labour  and  Materiality  as  necessary  to 

arvi  in  this  he  is  still  under  the  lx>ndage  of  the  Economists ; 
rvards  he  classes  human  abilities  as  Wealth,  in  which  there 
r.ly  no  .Materiality,  nor  does  it  seem  accurate  to  class  Labour 
»  :Se  produce  of  IalK>ur :  and  after  that  again  he  classes 
.4  action,  credit,  and  of  course  other  Rights  as  Wealth,  in 
.^cre  IS  neither  labour  nor  Materiality, 
zonifcst  that  these  two  fundamental  concepts  of  Wealth  do 
"v-^de .  for  there  are  many  things  which  are  the  produce  of 
LTki  laliour.  which  are  not  exchangeable:  or  which  are 
£raSle  tjnly  in  some  places  and  not  in  others,  and  at  some 
ir^i  not  at  others:  and  then.*  are  stupendous  masses  of 
^•-ahnr  rro|>erty — nay,  in  this  great  commercial  countr)* 
--V-.  th»-  ^eater  portion— which  are  in  no  way  whatever  the 

•  i  lam!  ami  lalK)Ur." 
-"■  •  :r.«on^niit\  i»f  idt-a.s  in  the  iK'ginning  of  Smith's  work 
•V  !"  :*■..■  later  half  has  often  lieen  observed.  Kicardo  has 
:  !•-'•  :.  rmtT  hall'  «»!*  ihr  uork,  and  Whatelv  the  btter  half. 
i.i»;*t*  labour  as  the  essence  of  Value  and  Wealth, 
•-i!'  !y  a*l'»pt$   KxchangeaMlity.     The  latter  {wrt  of  Smith's 

-Ttrrlv  in'on^rruous  with  the  first.  In  accordance  with  the 
•  -s  d-tnne  of  antiquity  we  adopt  Kxchangeability  as 
.'  '-vMrnci:  and  principle  of  Wt-alth,  and  it  follows  that 
;-*t  thrtx-  •>rder*  t»f   ILconomiral,    or    ICxehangeable,    Quanti- 

:hie  anricnts  shewed,  and  as  Smith  has  admitted. 

:*  :he  scuorui  iervite  .Smith  has  done  to  ICconomirs.  He 
:ir>a^h  th*-  narrow  do^ma  of  the  Kconomists  that  it  was  to  l>c 
ed  !"  thi"  K\(  hanger  or  Commerce  of  the  miiteriitl  products 
fan.S  f^mly.  and  enbrged  it  so  as  to  embrace  all  Kxchangeable 
t^n  xmd  all  Ktchanges. 

:::  alv»  overthrew  the  dogma  of  the  Economists  that  agri- 
»-  A  the  -jnly  prodmtive  lalx)ur ;  he  shewed  that  the  lal>our  of 
v.  sxnufacturers  and  commerce  are  all  productive,  and  enrich 
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Many  p>ersons  might  find  a  difficulty  in  understanding  the  scqx 
and  the  purpose  of  Smith's  first  two  books,  but  he  himself  says  thM 
his  object  is  to  investigate  the  principles  which  regulate  the  exchang^ 
able  value  of  commodities.  Thus,  it  is  seen  that  the  subject-matter 
of  the  first  two  books  of  the  Wealth  of  Nations  is  a  treatise  on  com- 
merce, or  the  Theory  of  Value,  and  his  Editor,  McCulloch,  says  in  t 
note,  "  this  science  might  be  called  the  Science  of  Values.'' 

Such  are  the  main  outlines  of  Smith's  services  to  Economics. 


Confusion  of  Smith  on  Value, 

But,  unfortunately,  great  as  are  Smith's  services  to  Economics, 
it  may  be  questioned  whether  the  mischief  he  has  done  to  the 
science  does  not,  at  least,  counterbalance  them. 

We  have  now  to  direct  the  student's  attention  to  the  irretrievable 
confusion  he  has  caused  to  the  science  by  his  self-contradicdoni 
on  Value  in  Book  I.  chap.  v.  Of  this  chapter,  Horner  says^ :  "We 
have  been  under  the  necessity  of  suspending  our  progress  in  the 
perusal  of  the  Wealth  of  Nations,  on  account  of  the  insurmountabk 
difficulties,  obscurity,  and  embarrassment,  in  which  the  reasonings  of 
the  fifth  chapter  are  involved  ....  the  discovery  that  I  did  not 
understand  Smith,  speedily  led  me  to  doubt  whether  Smith  under- 
stood himself." 

From  the  earliest  antiquity  every  writer  has  seen  that  the  Value  of 
a  thing  is  something  else  external  to  itself,  for  which  it  can  be 
exchanged. 

So  in  Book  I.  chap,  v.,  Smith  begins  by  saying  that  the  Value  of 
any  commodity  is  equal  to  the  Quantity  of  Labour  which  it  enables 
him  to  command  or  purchase.     Hence,  if  /  denotes  labour, 

A  =  /,  2/,  3/,  4/    .     .     . 

He  then  says  in  the  next  paragraph  that  is  the  same  thing  as  say- 
ing that  it  is  equal  to  the  Produce  of  labour  it  enables  him  tc 
purchase :  or,  denoting  produce  by  /,  we  have 

A  =  /,  2/,  3^,  4/^    .    .     . 

And  in  the  next  paragraph  he  says  that  the  Value  of  anything  v 
more  frequently  estimated  in  Money  than  either  in  labour  or  com 
modities  :  or,  denoting  Money  by  w, 

A  =  w,  2W,  3W,  4///     .     .     . 


^  Memoirs  and  Correspondence  of  Horner^  yol.  i.  p.  163. 
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.  though  it  has  been  pointed  out  that  these  modes  of 
:n^  the  Value  of  a  quantity  arc  by  no  means  identical, 
:r>i'  that  in  this  passage  Smith  defines  the  Value  of  a  thing 
u  >mcthing  external  to  itself.  The  Value  of  a  thing  is  some 
\.n^  for  whkh  it  can  be  exchanged.  Hence,  it  is  numifest 
'  Value  of  A  must  vary  directly  as  /,  /,  or  m.  The  greater  the 
w  r>f  i,  f^oi  m  that  can  be  got  for  A,  the  more  valuable  is  A: 
.  ..>f  /.  /,  or  m  that  can  be  got  for  A,  the  less  \'aluable  is  A. 
X  •  |«*rfectly  clear  that  if  any  change  whatever  takes  place  in  the 
.:t  jMc  relations  between  A  and  these  Quantities,  the  Value  of 

r    Smith   admits  that  Value,   like  distance,   requires  two 

::'  any  change  takes  place  in  the  position  of  either  of  these, 

•i-ye  1  ^'tween  them  has  changed :  no  matter  in  which  the 

*^«  ukrn  place.     So  if  the  exchangeable  relation  between 

.i'.!i!:rN  changes,  their  value  hxs  changed,  no  matter  in  which 

'^r  ukvN  |)bce. 

•L  ::  :%  clear  that  there  can  lie  no  such  thing  as  InTariablc 

.    \  thing  whatever  can  by  any  |x>ssibility  have  an  In\'ariable 

.'  :•  «<k  thr  rebtions  of  ail  other  things  are  fixed  aisa 

r  »'-•   'an  at  once  see  that  by  the  very  nature  of  things 

a-    ••    HM  such  thing  as  an  in\*anable  Standard  of  Value  by 

::.•  i^'jrc  the  variations  in  value  of  other  things,  because, 

\  '*.   --*!;:r»;  nf  things,  thr  ver)*  condition  of  anything  l>eing 

--:   \.i'.ue  is  that  nothing  else  shall  vary  in  value:   and 

.  '  :.t  \\.'-  \cr>*  crmdition  of  there  iK'ing  an  invariable  standard 

■  -'-  '•...!!  Jv  no  variations  to  measure. 

-"      ■  *«,  a  vcr\-  large  UKiy  of  I'xronomists  have  set  out  upon 

.  ^  -r.»    «  Jia^-  —  this  M-arch  after  an   Invariable  Standard— 

.V'  r\\  contrar)'  to  the  nature  of  things  should  exist  at  all. 

•  .  a!!  :  thf  {lassagrs  wc  have  referred  to»  Smith  commences 

«»ingle  thing  whirl)  is  to  Ik*  the  Invariable  Standard 


m     t  * 


-   »  !*u!  j'lld  and  silvrr  will  not  do  lie<ause  thev  var\*  in 

*«  nn-umes  tht- y  ran  purchasi*  more  ami  sometimes  less 

i-  1  *-':Mr  rf»mmodilies.     Then  he  Na)*s :  **  Hut  as  a  measure 

•  '\  •--'•»  an  the  natural  toot,  fathom,  or  handful,  which  is 

:.  •    *ir,  .ri^    Us   own    ({uantity,    ran    mwr   Ik*   an   accurate 

'  v.*     .uantily  of  nihi-r  things,  so  a  rt»mm<Hlity  which  is 

'^:-  -Ai. .  rar»/«c  tn  iti  t*wn  vaiuf  ran  n«'\tT  Ik-  an  arcuratt- 

c  -^  s.v    %'alue  of  oihir  «  omnKHiities.     Equai  Quantities  of 

.  a/  A»2  ttmet  amd  fJitcfi,  may  t^  saiJ  to  bf  0/  fi/uai  Vtt/ue  to  the 
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labourer.     In  his  ordinary  state  of  health,  strength,  and  spiritSi  a 
the  ordinary  degree  of  his  skill  and  dexterity,  he  must  always  hf  j 
down  the  same  portion  of  his  ease,  his  liberty,  his  happiness.    Tlrj 
price  which  he  pays  must  always  be  the  same,  whatever  the  quantitf  i 
of  goods  which  he  receives  in  return  for  it  [which,  by  Smith's 
definition,  is  the  Value  of  his  labour].    Of  these,  indeed,  it 
sometimes  purchase  a  greater  and  sometimes  a  smaller  quantitj»| 
but  it  is  their   Value  which  varies^  not  thai  of  the  labour 
purchases  them.     At  all  times  and  places  that  is  dear  which  ii' 
difficult  to  come  at,  or  which  costs  much  labour  to  acquire;  and 
that  cheap  which  is  to  be  had  easily,  or  with  very  little  labour. 
LcUfour  alone^  therefore^  never  varying  in  its  own  vahu^  is  atom  tie 
ultimate  and  real  standard  by  which  the  value  of  all  commodities  am 
at  all  times  be  estimated  and  compared.    It  is  their  real  price :  mcmey 
is  their  nominal  price  only. 

'*  But  though  equal  Quantities  of  Labour  are  always  of  egmU  value 
Jo  the  labourer  (! !),  yet  to  the  person  who  employs  him  they  appear 
sometimes  to  be  of  greater  and  sometimes  of  smaller  value.  .  .  . 

** Labour^  therefore^  it  appears  evidently y  is  the  only  universai^  as  wdl 
as  the  only  accurate^  fneasure  of  value^  or  the  only  standard  by  mikk 
we  can  compare  the  value  of  different  commodities  at  cUl  times  andpkues.^ 

The  utter  confusion  of  ideas  in  these  passages  is  manifest    A 

foot  or  a  fathom  is  an  absolute  quantity,  and  of  course  may  increase 

or  decrease  by  itself :  but  Value,  by  Smith's  own  definition,  is  a 

Ratio :  and  therefore  we  might  just  as  well  say  that  because  a  foot, 

which  is  varying  in  its  own  length,  cannot  be  an  accurate  measure 

of  the  length  of  other  things ;  therefore  a  quantity  which  is  always 

varying  its  own  Ratio  cannot  be  an  accurate  measure  of  the  JPo/w 

of  other  things.      The  utter  confusion  of  ideas  as  to  the  whole 

nature  of  the  thing  is  manifest.     We  may  measure  a  tree  vrith  a 

yard,  because  they  are  each  of  them  single  quantities :  but  it  is 

impossible  that  a   Single   Quantity  can   measure  a  Ratio,      It  is 

manifestly  impossible  to  say 

a  :  fi  :  :  x. 

It  is  manifestly  absurd  to  say  that  4  is  to  5  as  8,  without  saying 
as  8  is  to  what :  just  as  it  is  absurd  to  say  that  a  horse  gallops  at  the 
rate  of  20  miles,  without  saying  in  what  time. 

Smith  says  that  **  Equal  quantities  of  labour  are  always  of  equal 
value  to  the  labourer." 

Now,  by  his  own  definition,  the  Value  of  a  thing  is  what  can  be 
got  in  exchange  for  it ;  consequently,  if  '*  equal  quantities  are  always 
of  equal  value  to  the  labourer,"  a  man's  labour  must  be  of  the  same 
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le  to  him  whether  he  gets  £,\QO  for  it,  or  ^£^50^  or  ;fi'xo,  or 
ling  at  all ! 

lie  contradiction  of  ideas  in  this  chapter  of  Smith's  is  palpable, 
first  defines  the  value  of  A  to  be  the  quantity  of  things  it  will 
chase,  and  therefore,  of  course,  varying  directly  as  that  quantity : 
I  then  he  suddenly  changes  the  conception  of  value  to  be  the 
intity  of  labour  in  obtaining  A :  and  says  that  the  Value  of  A 
invariable  so  long  as  it  is  produced  by  the  same  quantity  of 
our !  and  that  its  Value  is  the  same  whs^tever  quantity  of  other 
Qgs  it  will  purchase ! 

Fhe  word  Value  has  been  so  misused  by  Economical  writers,  that 
rill  be  well  to  illustrate  it  by  the  use  of  another  word  of  similar 
port  whose  meaning  has  not  been  so  misusedt 
^'alue,  like  Distance,  requires  two  objects,  and  we  may  present 
ith's  ideas  in  this  form. 

'  As  a  measure  of  quantity,  such  as  a  foot,  which  is  always  varying 
own  length,  can  never  be  an  accurate  measure  of  the  length  of 
er  things,  so  an  object  which  is  always  varying  its  own  distance 
1  never  be  an  accurate  measure  of  the  distance  of  other  objects. 
t  the  Sun  is  always  at  the  same  distance.  And  though  the  earth 
ometimes  nearer  the  sun,  and  sometimes  further  off  from  it,  the 
1  is  always  at  the  same  distance.  And  though  the  earth  is  at 
erent  distances  from  the  sun,  it  is  the  distance  of  the  earth  which 
varied,  and  not  that  of  the  sun ;  and  the  sun  alone,  never  vary- 
its  own  distance,  is  the  ultimate  and  real  standard  by  which  the 
tances  of  all  things  can  at  all  times  and  places  be  estimated  and 
npared." 

Hich  is  a  fair  translation  of  Smith's  ideas,  merely  substituting 
\ta9ice  for  Value,  No  wonder  that  Francis  Horner  says :  "  We 
re  been  under  the  necessity  of  suspending  our  progress  in  the 
Tisal  of  the  Wealth  of  Nations  on  account  of  the  insurmountable 
5culties,  obscurity,  and  embarrassment  in  which  the  reasonings 
the  fifth  chapter  are  involved." 

But  after  saying  that  a  thing  produced  by  the  same  quantity  of 
K)ur  is  always  of  the  same  value,  no  matter  what  it  may  exchange 
:  he  says,  speaking  of  Money  in  a  subsequent  passage,  if  it 
old  be  exchanged  for  nothing,  it  would  be  of  no  more  value  than 
.*  most  useless  piece  of  paper ! 

So,  after  all,  Smith  came  back  to  Exchangeability  as  the  test  of 
uc,  and  this  confusion  runs  through  the  whole  of  Smith.  One 
if  the  work  is  based  upon  Labour  as  the  foundation  of  value,  and 
i  other  half  upon  Exchangeability. 
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Having  thus  shown  the  confusion  and  contradictions  of  Smit 
on  the  two  fundamental  concepts  of  Ecpnomicsi  Weftlth  an 
Value,  we  have  now  to  consider  his  notions  on  the  Law  of  Valui 
or  the  Law  which  governs  the  exchangeable  relations  of  Eoonomi 
Quantities. 

On  this  point,  Smith  never  had  the  slightest  idea  that  tha 
can  only  be  one  General  Law  of  Value,  or  General  Equation  < 
Economics ;  on  the  contrary,  his  work  is  full  of  a  multq>licity  ( 
Theories  of  Value.  He  catches  at  a  new  Theory  of  Value  for  eva 
class  of  cases  he  discusses.  Consequendy,  his  Theories  of  Vahieai 
a  mass  of  contradictions,  and,  of  course^  he  must  sometimes  be  ri|^ 
But  his  confusion  and  contradiction  on  the  terms,  Wealdi  and  Vain 
and  the  Law  of  Value,  which  are  the  foundations  of  the  whol 
science,  render  the  work  utterly  useless  as  a  general  treatise  o 
the  science,  fit  to  be  placed  in  the  hands  of  students.  It  was  di 
necessity  of  determining  general  principles  of  Value  which  was  or 
of  the  causes  of  Ricardo's  work. 

Stated  in  a  broad,  general  way,  Smith's  chief  merits  are — 

1.  He  shewed,  by  a  course  of  masterly  reasoning,  which  r 
one  else  approached,  that  in  an  exchange,  both  sides  gain,  whic 
one  or  two  Economists  had  casually  observed  before  him,  i 
contradiction  to  the  doctrines  that  had  prevailed  before  the  Eo 
nomists,  that  what  one  side  gains  the  other  loses;  and  the  do 
trine  of  the  Economists,  that  in  an  exchange,  neither  side  gaii 
nor  loses. 

This  is  one  of  Smith's  titles  to  immortal  glory^;  for  it  at  cm 
removed  from  the  science  a  doctrine  which  had  been  the  cau! 
of  innumerable  commercial  wars,  and  shewed  how  utterly  th 
Economists  had  under-estimated  the  advantages  of  commerce.  1 
created  a  complete  reversal  of  the  policy  of  nations,  because  i 
shewed  that  nations  were  not  interested  in  the  destruction  of  thd 
neighbours,  but  in  their  prosperity. 

2.  He  burst  the  bonds  of  the  narrow  dogmatism  of  the  Eoon 
omists,  that  nothing  but  the  material  products  of  the  earth  ai 
Wealth.  In  conformity  with  the  doctrine  which  the  author  of  th 
Eryxias  had  taught  2100  years  before  him,  he  recognised  dfl 
Labour  is  Wealth,  that  it  is  a  marketable  commodity  which  an 
be  bought  and  sold,  and  whose  value  may  be  measured  in  mooe 
He  has  a  long  investigation  of  the  Laws  which  govern  Wages,  i 
the  price  of  Labour;  thereby  making  Labour  a  most  impoitai 
department  of  Economics,  which  no  one  before  him  had  don 
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which  at  the  present  day  excites  more  discussion  than  any 
department  of  Economics. 

3.  He  demonstrates  that  the  labour  of  merchants,  traders,  and 
IS  is   productive,   and  enriches  a  nation;    contrary  to  the 

fines  of  the  Economists,  who  held  that  agricultural  labour 
le  is  productive. 

4.  He  included  Bank  Notes,  Bills  of  Exchange,  &c.,  under  the 
of  Circulating  Capital,  thus  admitting  that  Credit  is  Capital. 

low  Bank  Notes,  Bills  of  Exchange,  &c.,  are  one  class  of  Rights : 

are  Rights  of  Action,  Credits,  or  Debts.     He  thus  enlarged 

momics  to  include  all  the  three  orders  of  Exchangeable,  or 

lomic  Quantities,  as  the  ancients  had  done. 

He  has  besides  a  multitude  of  sagacious  observations,  which  are 

numerous  to  be  specified  in  a  general  outline  of  the  science, 

idi  as  the  present. 

In  a  broad  and  general  way,  his  defects  are — 

1.  The  title  of  the  work  conveys  no  intelligible  idea  of  its  scope 
and  purpose.  It  is  only  by  a  critical  investigation  that  it  is  seen 
that  it  is  the  Theory  of  Value,  as  Whately  has  pointed  out 

2.  It  has  no  clear  and  distinct  settlement  of  Definitions,  by  which 
only  a  science  can  be  constructed,  and  by  which  propositions  can 
be  affirmed  or  denied.  His  definitions  of  Wealth  and  Value,  to 
name  only  the  two  fundamental  terms  of  the  science,  are  quite 
contradictory  and  irreconcileable,  and  the  doctrines  founded  on 
them  are  a  mass  of  confusion  and  contradictions. 

3.  He  never  had  any  idea  that  there  can  be  only  a  single 
General  Law  of  Value  governing  all  the  phenomena  of  commerce 
or  exchanges.  He  has  a  multitude  of  Theories  of  Value,  which  is 
contrary  to  the  fundamental  principles  of  Natural  Philosophy. 

4.  That  though  he  extended  the  term.  Productive  Labour,  to 
include  the  labour  of  merchants,  traders,  and  artisans,  he  restricted 
the  term  to  labour  which  realises  itself  in  some  material  product 
»hich  endures  after  the  labour  is  ended.  Whereas  Productive 
Labour,  as  was  seen  by  the  Economists,  means  Labour  which 
produces  a  Profit  Thus,  Productive  Labour  means  Profitable 
Labour,  and  all  Labour  which  produces  a  profit  is  productive,  no 
nutter  whether  it  is  embodied  in  a  material  product  or  not.  Thus 
all  labourers,  who  earn  an  income,  and  make  a  profit  by  their 
labour,  no  matter  of  what  kind  it  may  be,  are  productive;  all 
labourers  who  produce  anything  whatever  which  is  wanted, 
<iemanded,  and  paid  for,  are  productive  labourers. 

H 


98  071  the  Nature  and  History  of  Economics       [Bk. 

Sir  Walter  Scott  enters  a  strong  protest  against  Smith's  doctrio 
that  Authors  are  not  productive  labourers,  as  well  he,  and  innunu 
able  other  authors,  might 

So  Advocates,  Physicians,  Actors,  Opera  Singers  and  Danca 
Professors,  Managers  of  commercial  institutions,  and  multitudes  < 
others,  whose  labours  do  not  realise  themselves  in  any  materi 
products,  are  all  productive  labourers,  because  their  labours  ai 
wanted,  demanded,  and  paid  for,  and  thus  produce  them  a  profit 

5.  Locke,  as  far  as  we  are  aware,  originated  the  unhappy  doctrii 
that  Labour  is  the  cause  of  all  Value.  Smith  unfortunately  coo 
mences  his  work  by  inculcating  the  doctrine  that  the  wealth  of 
country  is  the  annual  produce  of  its  "  land  and  labour,"  and  repea 
this  innumerable  times  through  hundreds  of  pages.  The  doctrii 
that  all  Wealth  and  Value  is  the  produce  of  Labour,  and  th 
working  men  are  the  creators  of  all  Wealth,  has  been  the  cank 
and  the  ruin  of  English  Economics,  and,  as  the  Socialists  thei 
selves  admit,  is  the  foundation  of  that  Socialism  which  has  no 
assumed  such  a  menacing  aspect  in  so  many  countries.  Tl 
Socialists  have  failed  to  observe  that  Smith  has  quite  contradicts 
himself  in  the  latter  part  of  his  work,  where  he  admits  th 
Exchangeability  is  the  real  essence  and  principle  of  Wealth,  i 
accordance  with  the  unanimous  doctrine  of  the  ancients. 

6.  The  confusion  and  contradiction  of  Smith's  ideas  on  all  tl 
fundamental  concepts  of  Economics  has  exercised  a  fatal  influence  0 
the  whole  of  his  work ;  it  is  nothing  but  a  chaos  of  contradictions. 

One  of  these  only  has  attracted  much  attention.  In  one  part  \ 
affirms  that  the  payment  of  rent  enters  into  price,  and  thus  causi 
an  increase  in  the  price  of  com.  In  another  part,  he  affirms  th 
the  payment  of  rent  is  the  effect  of  price,  and,  therefore,  does  n* 
raise  the  price.  Hume  was  on  his  death-bed  when  the  Wealth 
Nations  reached  him,  and  he  at  once  wrote  to  Smith  to  tell  hi 
that  the  payment  of  rent  does  not  raise  the  price  of  com.  Tl 
same  doctrine  also  was  proved  by  Anderson,  a  practical  farmer,  wl 
was  an  extensive  writer  on  agricultural  subjects,  but  Smith  nev 
made  any  alteration  in  his  work.  It  was  this  glaring  self-contradi 
tion,  among  countless  others,  which  was  another  of  the  causes  whi< 
stimulated  Ricardo  to  write  his  Principles  of  Political  Economy. 

7.  Smith  admitted  that  one  class  of  Rights,  Rights  of  Actio 
Credits,  or  Debts,  are  Circulating  Capital,  but  he  took  no  notice 
other  classes  of  Rights,  which  in  recent  times  have  increased  at 
much  greater  ratio  than  material  property,  and  at  the  present  dJ 
amount  to  scores  of  thousands  of  millions  of  valuable  property. 
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V  He  nr%er  made  any  attempt  to  give  an  exposition  of  the 
Txzpirs  and  mechanism  of  commerce.  Thus,  while  he  admits 
'.'x*  iUr.k  mites,  Btlb  of  Exchange,  &c.,  arc  Circulating  Capital, 
*t  nrrcr  had  the  slightest  idea  of  the  great  juridical  principles 
isd  r^iAni^ation  of  the  system  of  Mercantile  Credit,  the  colossal 
'cvr«r%«^  4-it  lianking,  and  the  Theory  of  the  Foreign  Exchanges. 
\o«  taking  the  very  title  of  his  own  work  as  the  Nature  and 
istui  ./  the  IVraiih  of  Nations^  it  is  impossible  to  develope  this 
nivsu;  in  exposition  of  the  principles  and  mechanism  of  Credit, 
:^  vm^h  all  Commerce  and  Trade  is  carried  on;  and  which, 
ift  I»ar.:ci  Webster  has  said,  has  done  more  to  enrich  nations  a 
^^Qsan-.i  ::me»  than  all  the  mines  of  all  the  world 

'  >n  t«ii  points  Smith's  sagacity  has  failed  him,  and  he  maintained 
i-rtrnt*  which  were  directly  contrary  to  his  own  general  principles, 
Kv:  «*i:*  h  suljftc()uenc  experience  has  shown  that  he  was  in  error. 

He  ^tron^ly  5up|xirted  the  Navigation  I^ws,  which  he  admitted 
•^  vntnry  to  the  pnnciples  of  Free  Trade.  But  subsequent 
n^cr^err  -  showed  that  they  had  become  an  intolerable  nuisance, 
BC  •'Tc  totally  reixaled  in  1849,  which  was  immediately  followed 
*^  IT  ?r.  'mx  >us  cx|)ansion  of  British  commerce. 

;i;  ^%«f  %>tri>ngly  supported  the  Usury  I^ws.     In  this  he  was  far 

^•-.vi  mn  fnerHlii,  the  Economists  Turgot,  Quesnay,  and  others, 

••j.  ;«'.-::'xi  out  their  utter  futility,  and  advocated  their  total  repeal. 

^:*      :  •  trints  were  refuted  by  Bi*ntham,  in  his  splendid  Defence 

■'  »'        It  fa*  l»cen  said  that  this  tract  convinced  Smith  of  his 

-  '    :_:><!  he  made  no  change  in  his  work.     The  Usury  Laws 

••-  •  u!  >  •  »ndrmrH-d  l)y  a  Committee  of  the  House  of  Commons 

''■*:.  A--vJ  *u\i*  now  been  entirely  re{x*aled  in  this  country. 

T'*'    n  •*:  important  Economical  problems  of  the  present  day — 

=""'•  -A.  <*nv>  and  Monetary  Panics — had  not  arisen  in  Smith's 

U    «*      :  i-.tic^-d  was  not  his  fault.     But  to  investigate  these,  and 

•''--«  \T.^r.  ;jndcr  scientific  control,  retjuires  a  thorough  inquiry  to 

•■••  --■.•'■     :    l.«  tjnomics  and  its  fundamental  concepts,  and  then 

*  r.,   ••  ^c-trn  that  they  can  only  Ix'  treated  s<:ieiitifiially  by  adopting 
^  -  rj  r;icj' ■■?i  of  Economirs  as  the  Science  of  Exchanges  or  of 

^••^T*.  %  work,  iht-n,  can  in  no  respect  he  considered  as  a  work 
^  *•  --ry     ;t  :».  rather,  a  vast  mass  of  raw  material,  to  Ik;  sulijected 

*  «^.  •  b  onomiral  inquir)-. 
I*  ^  vjC  ncrr-i*arv  to  take  notice  of  the  three  latter  lMX)ks  of  tlie 

m 

•*nfc.*t  //  ysfwms  in  this  pbce,  bei^usc  we  are  only  concerned 
^n  vsA  Smith's  notion  of  the  nature  and  objects  of  Economics. 

H  2 
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We  have  now  to  mentkxi  two  wnten— <i)  Bkudo,  who  adofXed 
the  doctiiDe  of  the  commencemetit  of  Sm^'*  wock  that  Uxxri 
the  cause  of  Value,  and  (a)  Whitdy,  iriio  adtqXed  die  doctnn  i 
of  the  latter  part  of  it^  tibat  Exduuigeatrili^  ii  die  wcAit  enenoenl  ] 

piinciple  of  Wealth  and  Vahie. 

RICARDO. 

Kicaido,  a  veiy  wealthy  and  highly^esteemed  member  of  tte  - 
Stock  Exchange,  first  attained  distinctioa  as  a  writer  in  1809.  b  ! 
that  year  the  market,  c«  paper,  price  tX  gold  rose  greatly  above  dtt" 
Mint  Price,  and  the  F(»eiga  Exchange*  fUl  greatly.  Hjoria . 
pubUshcd  a  pamphlet,  entitled,  TTu  Bi^J^ia  tf  BMiSm  «fn4 
of  the  DepreaaHon  of  Bank  Notes,  in  wfaidi  he  revived  tfae  docdte 
published  by  Lord  King  in  1804.  Although  this  wnk  codbbhwiA 
with  several  highly-erroneous  statmenta,  it  most  dedsiv^  prand 
its  the«s.  This  gave  rise  to  tlie  appmntment  di  die  culebiilrJ 
Bullion  Committee  in  1810,  ant^  its  Report  entirely  adopted 
Ricardo's  doctrine.  But  it  aroused  the  wannest  oppositt<Ri  booi 
the  Bank  of  England  and  the  merchants,  because  it  would  bive 
curtailed  the  nefarious  profits  of  the  Bank  from  issuing  torrents  of 
depreciated  paper,  and  also  the  accommodation  to  the  medunti. 
Under  their  influence,  the  House  of  Commons  rejected  the  Repot, 
and  resolved  that  in  public  estimation  a  £,\  note  and  is.  me 
equal  to  a  £,\  note  and  7s. ;  or,  that  21  was  equal  to  27.  Thisns 
followed  by  a  stupendous  controversy  which  has  now  sunk  inlo 
oblivion.  Nevertheless,  the  Report  gradually  won  the  assent  (&  tlie 
mercantile  pubhc,  and  the  mercantile  evidence  before  the  BnBioB 
Committees  of  1819  was  just  as  strong  in  its  favour  as  it  bad  bees 
against  it  in  1810.  Ricardo  greatly  distinguished  himself  I7  bii 
masterly  evidence  before  these  Committees,  and  his  doctrine  is  dov 
universally  accepted  by  all  sane  men.  The  Bullion  Report  is  <xw 
of  the  great  landmarks  in  Economics. 

Ricardo  then  published  some  minor  pamphlets,  which  are  no* 
totally  forgotten,  but  in  1817,  encouraged  by  the  reputation  he  hsd 
acquired,  he  adventured  upon  a  much  more  extensive  w(^  78* 
PrifuipUs  of  Political  Economy  and  Taxation,  for  which,  un- 
fortunately, he  was  totally  inadequate. 

Ricardo  knew  no  classics,  which  are  indispensable  to  the  stodT 
of  Economics,  because  almost  all  the  fimdamental  conceits  o' 
Economics  are  to  be  found  in  Aristotle,  the  Eryxtas,  DemosdieaeSi 
and  the  Pandects  of  Justinian.     He  knew  nothing  of  MeicantiV 
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rh:nf;  of  the  great  juridical  principles  and  mechanism  of  the 
sX^-TSk  of  Credit,  nothing  of  the  organisation  of  Banking. 

»ur] (rising  quickness  at  figures  and  calculation,  somewhat 
:tniu5  of  the  calculating  boy,  like  Mr.  Goschen.  About 
%c.  he  essayed  mathematics,  but  he  had  no  taste  for  it, 
rrly  alundoned  it  when  he  began  to  write  on  Economics, 
^H  a  uul  error,  as  he  should  just  then  have  most  deeply 
njit  hematics  and  natural  philosophy,  because  Economics, 
^  to  his  own  view,  being  the  Theory  of  Value,  is  a  pure 
•  !  \  anaMc  (^)uantities,  and  its  bws  must  be  brought,  as 
Mimtc-ii  nut  long  ago,  into  strict  harmony  with  the  Laws  of 
«.i:«  «.->  c»i'  N'ariable  Quantities. 
"•  ««n^niity  of  ideas  on  Wealth  and  Value  in  the  Wealik  of 

jjitc  nsc  to  two  distinct  classes  of  Economists,  who  adopt 

Kil\i*<  of  the  work. 

\i^   ^\\K-^   no   defmition  of  what  he  means  by  the  word 
«h>  h  :<  the  basis  of  the  whole  Science.     He  plunges  at 
\  aiu'-. 

Up    I..  >i-<-t.  I.,  he  defines  the  Value  of  a  commodity  as 

r«i.'./»  ./  jny  other  commodity  for  which  it  will  exchange,^ 

V n    Nivs   '*.Adam  Smith,  who  so  accurately  defined  the 

V  jri «    ot    rxchan^i'ablc   value,  and   who   was   bound   in 

•  .  t  •  mjint.iin  that  all  things  l)ecame  more  or  less  valuable 

•:     ■•  .i*'  rii'-rc  «ir  less  lalx)ur  was  bestowed  on  their  produc- 

-:  w  ;t  another  standard  measure  of  value,  and  sfx^aks  of 

-     ^  nv  ft    f»r  less  valuable  in  profwrtion  as  they  will  ex- 

•  ::    '.    i-r  less  of  this  stanilanl  measure.     Sometimes  he 

•:..  a!  t»rhtT  linies  of  labour  as  a  standard  measure,  not 

■    .     !   .j!»<iur  l>estowed  u|)on  the  prcxlurtion  of  any  object, 

_.•  •  :v  :t  I. in  cx>mmand  in  the  market ;  as  if  these  were 

*.:  I  xprt  Hsi.,n>.  and  a.s  if  Krause  a  man's  labour  had 

.     .  t  rT«  lent,  and  he  r(Hild  therefore  pn>dure  twice  the 

■    i   <    !].!!:. .*lit>,  he  would   neeessarily  receive  twice  the 

,jr  '.?•.    ;rj  f\i  h.m^e  for  it." 

:     V.'  :»!'•?•.  deiiUralrly  rtjrrts  Kxchangeahility,  and  adopts 
.-  •>!•   f  jijM-  and  mr.isure  of  N'alue 

••-'  f*:rii  ijiU-s  enfor*  I'd  by  Haron  and  (ommon  senM:  shew 
■'  »ar.t*  to  tonstrutt  a  jreneral  Theory  it  is  necessary  to 
i..  1' •  \xi\s  of  iht  case  !K-<aUM*,  if  even  one  Ik-  omitted, 
*■  I*a%i«l.  a*»  Baton  calls  it  — tliat  single  fart  may  upset  a 
f^ir-ii-d  on  all  the  oth«ri. 
jossnsrt.  then,  a  Theory  of  N'alue  it  is  necessary  to  lK*gin  by 


I02  On  the  'Nature  and  Histofy  of  Ecommdcs      [Bl  l 

collecting  all  instances  of  Value.  Now,  as  is  shown  under  Valu^ 
Value  is  found  in  (i)  Material  Coniniodities»  (2)  Personal  Qoalitia^ 
{3)  Abstract  Rights. 

But  Ricardo  begins  by  confining  his  attention  only  to  maimd 
commodities — and  not  even  all  material  commodities^  but  only  tfaoft 
which  are  the  product  of  human  labour.  That  is,  be  proceeds  to 
construct  a  General  Theory  upon  only  one  particular  department  of 
Economics.  Now,  it  is  evident  that  such  a  proceeding  is  diiedlf 
contrary  to  the  fundamental  prindples  of  Natural  Philosqphyy  sod 
its  results  may  easily  be  foreseen. 

Ricardo,  then,  having  restricted  his  inquiry  to  material  ooo^ 
modities  the  result  of  Labour,  maintains  that  Labour  is  the  cause  of 
Value,  and  Quantity  of  Labour  is  the  measure  of  Value. 

Ricardo,  then,  having  begun  by  defining  the  Value  of  a  oom- 
modity  as  ''  the  quanti^  of  any  other  conunodity  for  which  it  vl 
exchange,"  lands  himscJf  in  the  conclusion  that  the  '*  Quantity  of 
Labour  "  embodied  in  producing  a  conmiodity  is  its  Value ! 

He  then  says  that  ''  the  quantity  of  labour  bestowed  on  a  oom- 
modity  is,  under  many  circumstances,  an  invariable  standard, 
indicating  correctly  the  variations  of  other  things." 

Ricardo  then  starts  on  the  search  of  the  Invariable  Standard  af 
Valucy  which  should  itself  be  subject  to  none  of  the  fluctuations  to 
which  other  commodities  are  exposed.  He  says  that  it  is  impossible 
to  be  possessed  of  such  a  measure,  because  there  is  no  commoditj 
which  is  not  subject  to  require  more  or  less  labour  for  its  productioD. 

Afterwards  he  says,  "  If  equal  quantities  of  labour,  with  equal 
quantities  of  fixed  capital,  could  at  all  times  obtain  from  that  mine 
which  paid  no  rent,  equal  quantities  of  gold,  gold  would  be  as 
nearly  an  invariable  measure  of  value  as  we  could  in  the  nature  of 
things  possess.  The  quantity  would  indeed  enlarge  with  the  Demand, 
but  its  value  would  be  invariable^  and  it  would  be  eminently  well 
calculated  to  measure  the  varying  value  of  all  other  things^ 

In  a  subsequent  part  of  his  work  he  says,  "  The  labour  of  a 
million  of  men  in  manufactures  will  always  produce  the  same  value. 
....  That  commodity  is  alone  invariable  which  at  all  times  re- 
quires the  same  sacrifice  of  toil  and  labour  to  produce  it" 

That  is,  Ricardo  says,  that  the  value  of  manufactures  is  always 
the  same  whether  they  sell  for  jCioOy  for  ;^io,  for  ^5,  or  for 
nothing! 

We   doubt  whether   the   manufacturers   of   Manchester  wouH 

luiesce  in  the  doctrine  that  their  manufactures  are  of  just  the 
i  value  whether  they  sell  for  large  sums,  or  cannot  be  sold  at  aD. 
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And  after  beginning  by  defining  and  several  times  repeating  that 

the  >*alue  of  a  thing  is  the  other  things  it  will  exchange  for,  he  ends 

by  saying,  "  I  cannot  agree  with  M.  Say  in  estimating  the  value  of  a 

commodity  by  the  abundance  of  other  commodities  for  which  it 

fill  exchange." 

Ricardo,  therefore,  begins  by  defining  the  value  of  a  thing  to 
be  something  external  to  it ;  and  then  he  ends  by  describing  it  to 
mean  the  quantity  of  labour,  or  cost  of  production,  bestowed  on 
obtaining  it. 

Ricardo*s  doctrine  that  Labour  is  the  cause  of  all  Value  is  a 
curious  example  of  how  able  men  can  be  blind  to  what  is  going  on 
nnder  their  own  eyes.  Ricardo  was  a  very  wealthy  man :  and  of 
what  did  the  greater  part  of  his  wealth  consist  ?  Evidently  of  stocks 
and  shares,  which  were  mere  abstract  Rights  to  future  pa3anent. 
And  can  Labour  be  the  cause  of  the  Value  of  Rights  to  future 
payment  ? 

The  very  first  day  that  Bentham  read  the  book  he  wrote  to 
Ricardo  to  tell  him  that  it  was  all  founded  on  a  confusion  between 
Cost  and  Value. 

We  will  now  show  the  extraordinary  conclusion  into  which 
Ricardo  was  logically  led  by  his  repeated  declaration,  that  Labour 
is  the  cause  of  all  Value. 

He  says :  "  In  contradiction  to  the  opinion  of  Adam  Smith, 
M.  Say,  in  the  fourth  chapter,  speaks  of  the  value  which  is  given 
to  commodities  by  natural  agents,  such  as  the  air,  the  sun,  the 
pressure  of  the  atmosphere,  which  are  sometimes  substituted  for 
the  labour  of  man,  and  sometimes  concur  with  him  in  producing. 
But  these  natural  agents,  though  they  add  greatly  to  Value  in  use, 
never  add  exchangeable  value  to  a  commodity  .  .  .  and  they  are 
serviceable  to  us  by  increasing  the  abundance  of  productions,  by 
naking  men  richer,  by  adding  to  value  in  use ;  but  as  they  perform 
heir  work  gratuitously,  as  nothing  is  paid  for  the  use  of  the  air, 
if  heat,  and  of  water  they  afford  to  us,  add  nothing  to  Value  in 
Exchange  I " 

Now  when  logical  reasoning  from  certain  premisses  leads  to 
*siilts  which  are  notoriously  false,  and  contrary  to  experience  and 
ict,  it  is  perfectly  certain  that  these  premisses  must  be  erroneous. 
lOthing  more  is  required  to  show  the  utter  fallacy  of  the  doctrine 
lat  human  labour  is  the  cause  of  all  value  than  to  consider  the 
i^nsequences  it  naturally  leads  to. 

If  labour  be,  as  Ricardo  and  other  writers  maintain,  the  cause 
f  all  value;  if  a  man  plants  an  acorn,  the  full-grown  oak  tree 
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should  be  of  no  more  value  than  the  acorn,  because  human  labour 
stops  there ;  the  rest  is  the  agency  of  Nature. 

According  to  this  doctrine,  cattle  and  fowls  ought  to  have  no 
value  at  all,  because  no  human  labour  ever  made  an  animal  nor 
ever  laid  an  egg. 

According  to  Ricardo's  doctrine,  the  value  of  the  harvest 
reaped  should  be  no  greater  than  the  cost  of  the  seed  com,  the 
ploughing  and  labouring  the  ground,  and  the  manure  placed  is 
the  soil,  because  human  labour  stops  there ;  the  rest  is  the  agenqt 
of  nature. 

According  to  Ricardo,  the  fertilizing  showers  and  the  warmdi 
of  the  sun  add  nothing  to  the  value  of  the  crops ;  therefore,  bf 
the  same  doctrine,  the  want  of  a  due  amount  of  rain,  or  an 
absolute  drought,  or  excessive  deluges  of  rain,  and  the  total 
absence  of  sunshine,  would  cause  no  diminution  in  the  value  of 
the  crops ! 

We  suspect  that  practical  farmers  would  scarcely  agree  with 
this  doctrine,  and  think  that  it  must  be  a  queer  science  whidi  1 
teaches  it. 

It  is  a  common  observation  that  a  day  of  fine  sunshine  in 
summer  in  certain  stages  of  the  crops  is  worth  a  million  of  monef 
to  the  country. 

The  doctrine  of  Smith  and  Ricardo,  that  the  Value  of  a  com- 
modity is  the  Quantity  of  Labour  embodied  in  it,  gave  rise  to 
the  mischievous  and  absurd  expressions.  Intrinsic  Value  and  a 
Standard  of  Value,  which,  considering  that  Value  is  a  ratio,  are 
impossible. 

Having  thus  shown  Ricardo's  self-contradiction  and  confusion  on 
the  definition  and  nature  of  Value,  we  have  now  to  examine  his 
doctrine  on  the  Laws  of  Value. 

As  shown  above,  he  excludes  Labour  and  Rights,  and  also  all 
material  commodities  which  are  not  the  result  of  human  labour 
from  his  consideration  of  the  Law  of  Value;  that  is,  he  excludes 
about  80  per  cent,  of  valuable  commodities  from  his  Law  of  Value, 
which  is  contrary  to  the  fundamental  laws  of  Natural  Philosophy, 
and  therefore  seals  its  condemnation. 

Commodities  which  are  the  result  of  human  labour,  he  divides 
into  three  classes — 

I.  Those  which  are  limited,  and  cannot  be  increased  by  human 
labour. 

He  says  that  the  value  of  these  is  governed  solely  by  the  Law  of 
Supply  and  Demand. 
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«c  which  can  be  increased  indefinitely  by  the  expenditure 
amounts  of  money. 

liuc  of  these,  he  83)*$,  is  determined  exclusively  by  their 
I 'reduction. 

•  rM:  which  can  be  increased  indefinitely,  but  only  by  a 
^  increasing  expense. 

a!ur  cif  the  total  quantity  produced,  he  says,  is  governed  by 
u^nticy  produced  at  the  greatest  cost 
Ru<lc  of  determining  the  Laws  of  Value  is  contrary  to  the 
-.ui  principles  of  Natural  Philosophy,  because  Economics 
4-  :tnre  of  Variable  Quantities,  there  can  be  only  one 
"hcon-  of  Value. 

m 

1  this  subject  he  has  plunged  into  innumerable  self- 
tion*.  F«jr  in  Chap.  i.  Sect.  i.  he  says,  "The  Value  of 
<!::>.  or  the  c)uantity  of  any  other  commodity  for  which  it 
ar:^*c.  depends  on  the  relative  Quantity  of  Labour  which  is 
\  r  Its  production,  and  not  on  the  greater  or  tess  compen- 

*  ^  n  /M/«/  /or  that  Labour " ;  for  he  justly  observes  that 
(Uontity  of  bbour  may  be  paid  at  different  rates  at 

:  r:.t-s.      Therefore,  in  this  pbce,  he  expressly  says  that 
41  i>f  I  Production  that  regulates  Value,  but  only  Quantity 

-  Cost  of  Production). 

-  -    he  « ( inu-s  to  ( *hap.  xxx.,  he  has  quite  lost  sight  of  the 

'.'   tlrcw  ^KTtween  (^>uantity  of  labour  and  Cost  of  Pro- 

^-ti  :r-a!N  :hf  ni  as  identit^l.     He  says,  "It  is  the  Cost  of 

«r. «  h  Hiust  ultimately  regulate  the  price  of  commodities, 

'  :j>  -ftt-M  Ui-n  said,  the  pro()ortion  between  the  Supply 

;  ::.'.ri  that  the  price  of  commodities  de|X!nds  solely  on 
"  r;  •  !  Supply  to  l>emand,  or  Demand  to  Supply,  has 
.-:  iv  a\:</in  in  Political  Kconomy,  and  has  been  the  cause 
-T-r  :n  that  s<  irnro.  ...   Its  natural  price  is  the  money 

•  ti^  ti'in.  ■ 

alter    ;u'it:n^   l.i)rd   I^uderdale's  law  of  Value  (Value), 
Tv."»  w  trut  of  mono|x)Iisc^  comnuxlities,  and,  indeed,  of 
'•  \*.\*  I  -if  all  'ithcr  (  ommodities  for  a  limited  jjeriod." 

•  *  :*  J  flat  \i<4ati(»n  of  th<-  Law  of  Continuity^  which  says, 
^r.ri  .  jwn  /  f\t%i  fr.^m  onr  amtmnt  to  another  by  anv  chaNi^c 

^.  x;/A.  !•/  /.i*i/f^'  throUf:h  ail  the  intermediate  maii^nitudes 
'    :kf  intermtJiatt  O'nJith^ns." 

XI  '\rT\   l->.««n'»miNt  admits  that  when  prices  are  very  hij»h 
i  -»rmrd  b>  the  l^w  of  Supply  and  iHrmand,  and  when 


WHATELY. 

*i  »riliT  I  ihink  iiLttssary  to  ciif  ht-rv  is  Whaiuly,  E'rofL-ssor 
al  Iltunomy  at  Oxford  in  iSji.  He  bc-gan  hU  lectures  by 
lulr  »iih  the  natiK-  uf  I'uliiiral  F^ononiy  as  being  a  new 
It  unfortuiuldy  chostn,  which,  lie  sap,  almost  imjiliet  a 
tion.  Aro'rding  in  t-tynii>l(i(ty,  lUe  liranches  of  M-ience 
JLrrwi}  and  uinoH'/im •/,  stxni  naturally  to  have  reference 
df  to  wvXit  and  uiVut,  one  treating  of  the  affairs  and 
s  of  a  CoBimonKealth,  the  other  of  a  private  family.  This 
at  Oifonl  schoIarHhi])  in  ihnM.-  days  or  at  least  W'hately's 
■cthing  to  tie  desirttl.  Iteeause  in  Cireek  uiKVi  does  not 
if  a  private  family  ur  a  hoUM.-,  but  as  we  have  hhewn 
1^  k  is  the  technical  term  for  I'rojx-rty  of  all  descriptions 
RCft.  He  juitly  sayi  that  to  persons  who  are  habituated  to 
t  of  tcnni,  the  title  of  roliti<:al  Economy  is  likely 
f  confuMd  arMl  indistinct,  and,  in  a  t;reat  decree, 

L  Smith,  indeed,  has  designated  his  work  a  treatise 

I  of  Nationa,'  but  this  supplies  a  name  only  for  the 

mMTi  an  itar  the  xitmet  itself.     'I'he  name  I  should  have 

m  Ab  MHt  deicripliTe.  and,  on  the  whole,  least  objection 

-It  flf  OtaUMtici^  or  the  'Science  of  E^clia:it;es.' 

->i^  ht  difiaed  'An  animal  that  makes  F.-x-kiiij-a  ' :  no 

td  AOM  annBall  which  in  other  points  make  the  nearest 

Misailkjr,  havinf,  to  all  appearances,  the  least  mition 

•M  hk  anj  way  exchanging  one  ihin^;  for  another.     And 

.«■(  at  view  alone  that   Man   is  contemplated  by 

^.    Tidi  view  doei  not  essentially  dilTi.'r  from  that 

!  |h>-  term  Wualth  is  limited  li> 

them  so  far  forth  only  as 

ta  of  exchant;e.     Hut  for 

convenient  to  deMrilM: 

Uiges,  rather  than  as  the 

itfr  themSL-lves,  of  which 

od  from  its  provintx-,  if  wi' 

of  niaUng  them  the  nuImcci 

nay  conduce  in  iIk-  hitthest 

<tBUtc  object,  for  the  s.ike  ol 

ir  imtsnce,  on  a  dt-oert  island, 

hia  adventures  are  sup^iused  lo 
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have  suggested,  Robinson  Crusoe,  is  in  a  situation  .of  which  Political 
Economy  takes  no  cognizance;  though  he  might  figuratively  be 
called  rich,  if  abundantly  provided  with  food,  raiment,  and  varioai 
comforts;  and  though  he  might  have  many  commodities  at  han^, 
which  would  become  exchangeable,  and  would  constitute  hio^ 
strictly  speaking,  rich,  as  soon  as  fresh  settlers  should  arrive. 

"  In  like  manner,  a  musical  talent,  which  is  wealth  to  a  profti* 
sional  performer  who  makes  the  exercise  of  it  a  subject  of  exchange^ 
is  not  so  to  one  of  superior  rank,  who  could  not  without  degnuktiar: 
so  employ  it.  It  is  in  this  last  case,  therefore,  though  a  source  of 
enjoyment,  out  of  the  province  of  Political  Economy. 

"This  limitation  of  the  term  Wealth  to  things  contemi^ated  n 
exchangeable,  has  been  objected  to  on  the  ground  that  it  makes  Ae  I 
same  thing  to  be  wealth  to  one  person  and  not  to  another.    Thii^ 
very  circumstance  has  always  appeared  to  me  the  chief  recommoh' 
dation  of  such  a  use  of  the  term,  since  the  same  thing  is  differed  | 
to  different  persons.     Even  if  we  determine  to  employ  the  tenM' 
Wealth  and  Value  in  reference  to  every  kind  of  possession,  we  nwMt. 
still  admit  that  there  is  at  least  some  very  great  distinction  between 
the  possession,  for  instance,  of  a  collection  of  ornamental  trees  by  a 
nurseryman,  who  cultivates  them  for  sale,  and  by  a  gentleman  who 
has  planted  them  to  adorn  his  grounds. 

"Since,  however,  the  popular  use  of  the  term  Wealth  is  not  always 
very  precise,  and  since  it  may  require,  just  in  the  outset,  some  degree 
of  attention  to  avoid  being  confused  by  contemplating  the  very 
same  thing  as  being,  or  not  being,  an  article  of  wealth,  according  to 
circumstances,  I  think  it  for  this  reason  more  convenient,  on  the 
whole,  to  describe  Political  Economy,  as  concerned  universally  and 
exclusively  about  exchanges ^ 

Whately  then  goes  on  to  speak  of  cases  in  which  nothing  visible 
is  transferred,  but  only  a  Right ;  but  he  says  that  in  such  cases  these 
are,  in  reality,  exchanges,  just  as  where  material  commodities  are 
exchanged,  which  evinces  the  impropriety  of  limiting  the  tenn 
Wealth  to  material  objects. 

Thus  Whately  agrees  exactly  with  the  unanimous  doctrine  of  the 
ancients  that  exchangeability  is  the  sole  essence  and  principle  ol 
Wealth.  That  all  things  are  Wealth  only  when  and  where  they  aK 
exchangeable,  that  when  and  where  they  are  not  exchangeabk 
they  are  not  Wealth.  This  also  agrees  with  the  doctrine  of  the 
Economists,  that  things,  however  useful  and  agreeable  they  may  be 
are  only  technically  to  be  termed  Wealth  when  they  are  madi 
the  subjects  of  exchange.     But  while  the  Economists  restricted  tb 
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y  to  material  things  when  they  are  exchanged  and  excluded 
And  Credit,  Whately  includes  all  the  three  orders  of  Ex- 
:>ic  Quantities  under  the  term  Wealth.  These  are  the 
tital  concepts  which  we  adopt 

the  result  is  that  the  technical  meaning  of  Wealthy  in 
K.^  is  simply  anything  whatever  which  is  bought  and  sold 
irved. 

:!y  thi-n  (lusct.  ix.)  complains  of  the  total  want  of  clear  and 
Srf:nitions  in  Economics,  and  censures  those  who  avow  their 
:  arf^ratc  and  precise  language  on  this  subject,  and  object 
ximtR'  prattire  of  defining  terms,  like  Jones,  many  of  them 

^(irak  thus  from  really  knowing  no  better — from  ha\'ing  a 
;k\  and  tll-culti\*ated  mind 

r:tK»ns.  then  (such,  I  mean,  as  shall  serve  to  preclude 
wK   arc   most   wanted   in   those  very  cases  where  (as   in 

Eronomy)  Imth  the  reader  and  the  writer  are  the  most 
:  •  pLT<  civc  the  want,  from  the  terms  being  such  as  are  in 

mm:.  And  there  is  this  additional  difficulty,  that  here  it 
^ry  to  det'ine  and  use  each  term  in  some  sense  corre- 
1:  2.^  nearly  as  possible  to  common  use — agreeably  to  some 
^  li  pissilile,  the  most  usual  of  the  several  popular  mean- 

:-  ".  w^ms  against  using  the  same  word  in  different  senses 
-  •  ;  li'  t-s,  and  gives  several  instances  of  such. 

'    «udcnl    then   consider   rorretlness   of   the   reasoning 
i*-i.  w::h  a  view  to  this,  a  dear  defmition  of  lei^hnical 

-  :     ar»  fi.l  adhcren«  e  t«)  the  senses*  defined,  as  the  first  -  the 
.•  'U-.;     and  the  most  dil^rult,  in  the  science  of  Political 

r..  tlv.rj  nukes  M>nu'  most  im|K>rtant  o!>sen*alions — **It  may 

*r^  r\::-.^  that  in  examining,  framing,  or  altering  definitions 

-i  l.*i>n'»m\.  y«»u  will  find  in  most  |XTsons  a  tendency  to 

-  ^.^zJrKtal  along  with  or  instead  o{  tssential  circumstanix's. 
:ra:  :h«  motion  they  attach  to  each  term,  and  the  explanation 
u-d  ^".*f  "f  It,  shall  embrace  some  <  ireumstanees  ^(nerall\\ 
1,'9'^M.  connet  tetl  with  the  thing  they  are  sfH^aking  of,  and 

.^^:  A'Ci-rdingly  (by  the  strict  account  of  an  accident)  Ik: 

^  ;/rt^nt,  the  essential  cliaracter  of  the  su!>jett  remaining 

<        \  d*finition  framed  from  su<  h  circumstances,  though 

^  ir-  •/frr't,  an«i  likely  at  some  lime  or  other  to  misl<-ad  us, 

\    ^ir-Jn-^ucntly   obtam    reception,    from    its    answering   the 

'A  a  cfirrrct  orur,  at  a  |»artit  ular  time  and  place 
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''A  specimen  of  that  introduction  of  accidental  ciicumstancei 
which   I  have  been  describing,   may  be  found,  I  think,  in  the 
language  of   a  great  number  of   writers  respecting  Wealth  and 
Value ;  who  have  usually  made  Labour  an  essential  ingredient  in 
their  definitions.     Now  it  is  true,  it  so  happens^  by  the  appointmefit  i 
of  Providence,  that  valuable  articles  are,  in  almost  all  instance^, 
obtained  by  Labour ;  but  still,  this  is  an  accidental,  not  an  essentid  I 
circumstance.    If  the  aerolites  which  occasionally  £ei11  were  diamond  j 
and  pearls,  and  if  these  articles  could  be  obtained  in  no  other  wif^j 
but  were  casually  picked  up  to  the  same  amount  as  is  now  obtained « 
by  digging  and  diving,  they  would  be  of  precisely  the  same  value «: 
now.     In  this,  as  in  many  other  points  in  Political  Economy,  men 
are  prone  to  confound  cause  and  effect.     It  is  not  that  pearls  fekk 
a  high  price  because  men  have  dived  for  them;  but  on  the  amtroff^ 
men  dive  for  them  because  they  fitch  a  high  price.** 

Thus  Whately  has  sent  a  deadly  shaft  into  the  whole  Economici 
of  Smith  and  Ricardo.  Smith  begins  his  woiic  by  descriUng 
Wealth  as  the  produce  of  "land  and  labour";  thus  makiqg 
materiality  and  labour  as  the  essence  of  Wealth;  and  he  entnrdj 
omits  Exchangeability.  Now,  as  a  matter  of  fact,  not  twenty  per 
cent,  of  Economic  or  Exchangeable  quantities  have  any  labour 
associated  with  them  at  all,  and  not  five  per  cent,  of  Economic 
quantities  have  materiality  and  labour  associated  with  them, 
which  shows  that  materiality  and  labour  are  only  the  accidents 
of  Wealth  and  Value.  It  is  Exchangeability,  which  is  the  sole 
essence  of  Wealth,  as  the  ancients  unanimously  held.  The  Eco- 
nomists also  held  that  Exchangeability  is  the  real  essence  of 
Wealth ;  but  they  clogged  it  also  with  materiality,  which  is  entirdy 
inadmissible. 

Whately  then  said  that  pearls  do  not  fetch  a  high  price  because 
men  dive  for  them,  but  men  dive  for  them  because  men  give  a  high 
price  for  them ;  that  is,  it  is  not  Labour  which  is  the  cause  of  Value, 
but  Value  which  is  the  inducement  to  Labour ;  just  as  CondiDac 
said  before  him  ;  and  this  is  the  entire  boulversement  of  the 
Economics  of  Smith  and  Ricardo. 

Whately  thus  laid  the  foundation  of  that  system  of  Economics 
which  I  have  adopted  and  developed. 
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Tv  Fu^momics  of  J^an  Boptlste  Say  and  John  Stuart  Mill. 

JEAN  BAPTISTE  SAY. 

Wr  havr  «hewn  in  the  scries  of  writers  we  have  cited  that  the 
K=rttrsa]  idea  of  Economics  was  that  it  is  the  Science  of  Commerce, 
m  Eirhvifrrs.  ur  the  'I"heor)'  of  Value,  and  though  it  was  in  a  ver)' 
M^Ksi^xr,  confused,  and  contradictor)'  state,  yet  if  that  concept  had 
brrr  ^rradfistly  adhered  to,  and  worked  out  in  all  its  extent,  and 
K^c^tinS  tf»  th(*  fame  critical  inquiry  and  elal>oration  as  all  the 
i^hv^t  al  Sciences  had  lieen  treated  with,  all  these  blemishes 
x:  •':Jk\c  licin  removed,  and  Economics  might  have  been  raised 
«.  '.Zf  rank  t>f  a  definite  and  positive  sciences  of  the  same  rank 
Ji  IV  J*h>'*:ral  S<*iencus. 

fe--  -rj«rrunatcly  a  very  distinguished  French  writer  threw  it 
c£  .t-.c?  « onfusion,  and  ruined  it  as  the  Science  of  Exchanges, 
w  lir  "n-jct  »T\  of  N'alur. 

V'     MTc    shown    that    while    the    Economists    declared    that 

lev.-?:.:  ^   :%  the  Science  of  Exchanges,  or  of  Commerce,  they 

man   .^t'TTunatcly  devised  an  alternative  definition  of  it  as  the 

•h^^-p  tion,  Ihstribution,  and  Consumption  of  Wealth,"  by  which, 

fcc^r^T.  ihry   explained  that  they  meant    the  Commerce,  or  the 

Ia  *j.-.f-^  of  the  material  products  of  the  earth,  and  of  those  only. 

1-    :  •-', ;   lean   Ilapciste  Say  published  his  firit  work,  "  Traitk  d* 

i^^  m  f    /'  iitz^uf      t»y    $impU  txfHnition   de   la    manifrf  dont  se 

^nr  *-•  ^  Siitrihuent  ft  u  omu>mment  Us  richessesr     In  this  he  was 

tr  tr-'.   '.     i  onfme  the  name  of  I*olitical    Economy  to  the   I*r<>- 

tr*.-.    I » '-Tntnition.    and    Consumption   of    Wealth.      "Politics 

»   r-       »-,    rj]i«*d,    the   science  of  the  organi/uition   of  societies, 

*to  .-.  'wtu  (unfounded  with  I'oiitical  Economy,  which  teaches 

k  ^  *.-'     •:■  Yh-s   mhirh   satisfy  the   wants   of  s<M'iety   are   formed, 

4c-f-'r«L  and  consumed.     Vet  wealth  is  essentially  independent 

«j»»."al    or^ni>ati«in.     A   slate   may    prosfH-r   under   all    forms 

^  f-^-rr.rr^-n!,   \i  it   is  well  administered."     He  complains  justly 

^rr^j^Ais  wricrs  >ud  thrown   the   sul»ject  into  confusion   by 

•a -•<  .p   ja»'"*tion\  of  Government  with  cjuestions  of  Wealth. 

u-   v^n,  enters  into  a  highly  philosophical  dissertation  on  the 

r*  !-•:  nMrt^Mid  of  investigation  proper  to  E<*onomics.     He  says 

k£  -.  '     ru*»     made    systems    l)efore    establishing    truths.     He 

^rro  r     *   »<-*ntly  the  dogmatic  and  a  priori  nuth<Kl  which  had 

W»r  '       •ni  ?^  the  school  of  Quesnay  and  Ricardt).  wlio  adopt  a 

«:    <A  ar|;umg   which   would    not    Ik:   allowed   in   any   other 
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science  of  experiment,  which  resembled  that  of  the  scholi 
of  the  middle  ages,  who  discussed  words  and  not  facts,  which  pt 
everything  except  the  truth.  By  following  this  method  Ricafl 
arrived  at  results  which  are  contradicted  by  experience.  This 
followed  by  interminable  controversies,  often  scarcely  intelligiH 
which  had  the  unfortunate  effect  of  making  men  of  the  woil 
Ignorant  of  the  solid  bases  upon  which  Economics  is  built,  tW 
that  they  had  again  fallen  under  the  empire  of  systems  and  ptiv; 
opinions  which  agreed  in  nothing. 

He  says  that  the  writings  of  the  ancients  shewed  that  they  had 
just  ideas  on  the  nature  of  Wealth.  But  in  this  Say  is  entir 
mistaken,  because  the  ancients  unanimously  held  that  Exchanj 
ability  is  the  sole  essence  and  principle  of  Wealth,  an  idea  whk 
is  only  just  now  beginning  to  be  generally  recognised  by  EconomH 
at  the  present  day. 

Say  then  observes  that  the  Economists  deserved  general  esti 
because  their  writings  favoured  the  most  severe  morality,  and 
freedom  which  every  one  ought  to  have  to  dispose  of  his  peisoi 
will,  of  his  talents   and  his   possessions — freedom   without  whk 
individual  and  public  prosperity  were  words  void  of  sense. 
for  this  reason  thai  nearly  all  French  writers  of  repute,  and  tho 
who   studied    matters  analogous   to    Economics   since    1 760,  1 
dominated    by    their    ideas.     Among    them    Condillac    might 
included,  although  he  tried  to  make  a  system  of  his  own,  c 
subject  which  he  did  not  understand.     There  were,  however,  s 
good  ideas  amid  the  ingenious  chatter  of  his  book.     This  judgma 
of  Say's  on  Condillac  is  most  unfortunate,  because  Condillac  undd 
stood  the  nature  of  Economics  far  better  than  Say  himself  did;  ai 
his  system,  which  is  that  of  Commerce  or  Exchanges,  according 
the  prevalent  idea  of  the  age,  has  now  superseded  that  of  S 
among  all  the  most  advanced  Economists  of  the  present  day. 
must  be  admitted,  however,  that  it  is  loo  much  an  abstract  assi 
of  principles  without  a  sufficient  exposition  of  the  facts  of 
merce.     He  admits,  however,  that  the  Italian  Economists,  Bt 
Verri,  Filangieri,  and  others,  excelled  the  French  Economists, 

Say  then  recognises  the  importance  of  Adam  Smith's  work, 
allows  it  great  merit  in  some  respects.  But  he  condemns  the 
fusion  and  total  want  of  method  which  pervades  it,  and  points 
numerous  deficiencies. 

Say  emphatically  asserts  that  Economics  is  essentially  an  I 
tive  Science,  and  to  be  constructed  in  exactly  the  same  m 
that  all  the  Physical  Sciences  have  been  done.     He  says  dut 
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belicTe  that  only  the  Physical  Sciences  are  capable  of 
\  to  certainty,  and  that  there  are  no  constant  Csurts  and 
ted  truths  in  moral  and  political  sciences;  and,  therefore, 
r\  are  not  true  sciences,  but  only  a  body  of  hypothetical 
A.   m<)rc  or  less  ingenious,  but  purely  individual     These 

fi'und  their  opinion  upon  the  fact  that  the  writers  on  it 
'  -m  each  other,  and  some  of  them  taught  veritable  extrava- 

'.  r-iA  lieen  the  same  in  every  other  science— chemistry,  physics, 
::::ncra]ogy,  ph)'siology.     I^ibniz  and  Newton,  Linnxus  and 

.  }*nt-sticy  and  Lavoisier,  de  Saussure  and  Dolomieu,  had  not 
'  :•*  apw,  txit  for  all  that  did  not  these  sciences  exist? 

^vc  TiWK^  then,  to  see  how  Say  realised  his  own  ideas. 

Sgitem  of  J.  B.  Say, 

--"uit'.y  Say  rejected  the  concept  that  Economics  is  the 

!  i  omnu-rcc,  or  Exchanj^es,  or  the  Theory  of  Value,  and 

: :  rl  :hi   alternative  definition  of  the  Economists,  that  it  is 

>•!'  the  Production,  Distribution,  and  Consumption  of 

he  runiplctcly  changed  the  meaning  of  these  terms  as 

•:>•    Eionomisis.     While  the  Economists  used  that  expres- 

-    ^nd   indivi>ible,  Say  broke  it  up  into  its  component 

.    i    :.v>I*«!  his  ircilisc  into  three  jiarts  -(i)  the  Production 

•:     -It  i.V-  l>istril»ution  of  Wealth,  (3)  the  Consumption  of 

r^j.fi-  >  di  ft.-<  tivc,  UTaust-  it  l>egins  l)y  giving  no  definition 
— .  Wta!th,  nhi*  h  is  the  lusis  of  the  whole  science,  but  in 

•  »  .  -n/.r/  dllconomu  J*olitiqu(^  which  is  a  ver)*  greatly 
•:   ^:; :   »i»>riiipi-d  edition  of  his   Traite^  he  begins  by  dis- 

••  ..    rj:.;r'.    "!   Wealth. 
.-•     •■  Iht-  cv  luMve  |)osM;ssion  which,  among  a  community 
.   :-*:.r.^u:'»hcs  the  projK-rty  of  one  nun  from  others,  is  what 
'<   W'-iliJt"      And,  among  other  things,  he  desigiutes  as 
.  Kv^-**  •■'  Action,  Credits  or  Debts,  and  the  Funds  :  he  also 

«  jrk:Tun\  laljuur,  the  skill  of  a  physician,  a  theatrical  |)er- 

•  r,  :S».  itienttlle  of  an  advocate,  the  custom  of  a  shop,  the 
rz  ri  X  ^«j<ik,  and  many  other  things  of  a  similar  nature, 
•^  •>n;^'na:c»  as  Imm.iterial  Wealth.  Hut  Say's  ilefmition  i.s 
*'.  ''^au»c  he  enumerates  all  a  man's  |M>ss(^-ssions  as  Wealth, 

oeaxtt  the  fundamental  pr(>|x.*rty  of  Exclungeability.     The 
oocifinod  the  term  Wealth  to  a  man's  {xxisessions  which 
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are  Exchangeable.  If  a  man  has  possessions  whkh  he  caim 
exchange  away,  how  are  they  any  more  Wealth  to  him  than  so  ma 
pebbles  from  the  brook? 

It   is   true  he   does  afterwards  recognise   EzchangeaUlity 
necessary  to  Value,  but  that  unfortunately  creates  a  confuaii 
between  his  fundamental  concepts. 

He  then  inquires  into  the  origin  of  Valuer  and  entirely  repudijri 
the  doctrine  of  Smith  and  Ricardo,  that  Labour  is  the  cause 
Value.  He  alleges  that  Value  can  only  reside  in  the  thing  itn 
and,  according  to  him,  all  Value  is  founded  on  Utility.  But  ti 
is  only  one  degree  less  erroneous  than  the  idea  diat  Labour  is  t 
cause  of  Value.  We  have  shewn,  under  Value,  how  erroneooi 
is  to  say  that  Labour  is  the  cause  of  Value,  because  if  that  wi 
true,  an  isolated  or  single  object  could  have  Value,  which  is  utie 
impossible :  because  Value  is  a  term  of  relation,  and  there  can 
no  Value  unless  there  are,  at  least,  two  objects.  Moreover,  if 
object  were  once  created  by  any  amount  of  Labour,  it  could  nei 
change  its  Value,  which  is  contrary  to  all  experience. 

Utility  is  one  degree  less  erroneous  than  Labour  as  the  cause 
Value,  because  if  a  thing  is  useful,  it  must  be  useful  to  some  pers( 

But,  then,   if   Utility  is  the  cause  of  Value,  things  must 
valuable  in  proportion  to  their  Utility,  which,  as  we  have  she 
under  Value,  is  utterly  contrary  to  experience. 

Thus— 

1.  A  horn  spoon  or  a  glass  tumbler  is  quite  as  useful  as  a  so 
gold  spoon  or  a  solid  gold  tumbler,  but  have  they  the  same  Value 

2.  A  lindsey  woolsey,  or  a  serge  dress,  is  quite  as  useful  as  one 
Genoa  velvet  or  brocaded  silk,  but  would  they  have  the  same  Val 
in  the  eyes  of  ladies  ? 

3.  A  steel  watchguard  is  quite  as  useful  as  one  of  solid  gold,  b 
has  it  the  same  value  ? 

4.  If  the  works  of  two  watches  were  of  exactly  equal  quality,  a 
if  one  were  enclosed  in  a  silver  case,  and  the  other  in  a  case  of  sd 
gold  studded  with  diamonds  and  rubies,  they  would  be  equal 
useful,  but  would  they  have  the  same  Value? 

And  similar  instances  might  be  multiplied  to  infinity. 

Say  calls  the  Utility  of  a  thing  its  Intrinsic  Value. 

But  in  other  places  he  says  that  Value  is  a  Moral  Quality.    A 
how  can  a  moral  quality  be  an  attribute  of  a  material  object,  or 
abstract  Right? 

It  was  this  doctrine  which  the  Economists  earnestly  warned  th 
readers  against     They  constantly  inculcated  that  Economics  1 
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v<hjn^  to  do  with  Value  in  use,  but  only  with  Value  in  Exchange. 
V\A  the  whole  basis  of  Say's  system  is  shown  to  be  erroneous,  and 
:.v.  «S*jlc  structure  falls  in  ruin. 

Ur  have  said  that  Say  adopted  the  alternative  definition  of  the 
L  n«>mi%ts»  and  styled  Economics  the  science  of  the  "  Production, 
>«:ntiution«  and  Consumption  of  Wealth."  But  that  he  completely 
cx*)^  the  meaning  of  these  terms. 

liy  Production  the  Economists  meant  bringing  a  material  object 
■A^j  i  >mmcrce,  and  offering  it  for  sale,  in  strict  conformity  with  the 
arxxn^  of  the  Latin  producerc  (Production). 

l-::rc  says,  Produirt:  pousser  en  avant.  Faire  voir^  mettre  sous  its 
i-u .  and  he  gives  several  applications  of  this  idea.  But  he  gives 
-•  :.i>uncc  whatever  of  the  word  being  used  as  creating  or  adding 
.'-::>  to  an  object. 

A.T«i  he  defines  Production  as  action  de  froduire^  dc  mettrt  en 

•  -!  Say  sa\-%  "  One  cannot  create  objects :  the  mass  of  matter 
<  «*:.'  h  the  morld  is  comfMsed  cannot  be  increased  nor  diminished. 
'.  !*a:  ««.  <^ii  do  is  to  reproduce  these  matters  under  another  form, 
«i.  ::  nuki-^  thi-m  fit  for  some  use  they  had  not  before,  or  which 
.^--  r.ts  :1k-  utility  which  they  already  had.  Thus  there  is  the 
" -■  p.,  nwi  of  nutti-r,  hut  of  Utility;  and  since  this  utility  gives 
'•  .i!uv.  thcri-  is  \\\%:  prxnluction  of  Wealth, 

'..-  t.'.u-.  »<  must  undcTNtand  the  wonl  production  in  Et'ononiits 
L-  :  ::.r.  u^h  thi:  whole  course  of  this  work.  Pnxluction  is  not  the 
•"  1!    ".     I  nutter,  but  the  creation  of  utility. 

Xr.'i   n  the  definilionN  at  the  end  of  the  Traitc  he  savs  : 
I  *  ^:i^::-'m    produire — to  produce  is  to  give  anything  a  recojs- 
xari  \a;j'--,  aMv  t«»  prticurc  by  exchange  Mjmething  else  t)f  equ;il 
»*._'     :•   :-  .i!»-»  to  augment  the  rec<)gni/eil  value  which  anything 
iT--;.  i'-as.  ■ 

iK  .I'v  s.i\s  tlul  everything  which  is  Produced  is  ConNunietl. 
H  •  :^:  ::.-N  ^  true  we  shall  ha\e  to  inquire  >horlly. 

S  »  t.^.'fi.  \\  no  warrant  in  any  language  for  such  a  meaning  ui 
■jj*  •  r  i  {'fiidu*  tion.  It  is  a  pure  jKTVerMnn  t)f  iileas,  jjuite  |km  uli.ir 
■    **»  ,  irni  tiitailv  inadnuNsible. 

*-»  •   vtwn<!   l»otik   is  on  the   DiNtribution  ol"  Wealth.     Now  liy 

'•*v    ^::' n  iht    114  unoniist^   meant   the   intrrnudiate   ^^.iK  •«  or  i\ 

'^  »-  •  a.i  obj'.'t  unilergoiN  iKtween  the  |Kr>on  \\h«»  \\\^\  froJuiey^ 

'    '*..»   ;:   into  the   market  ami  ki\wi>,  it  tor  viN .  ami   the  final 

^'^  ru*tT  or  con>unier  who  buy.<»  it  tor  personal  um-  anil  injoyment, 

I  2 
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and  takes  it  out  of  the  muket    Thus  the 

of  distribution  by  enjunge.  Say  doei  not  difier  from, 

for  he  says : 

"  Distribution  (of  created  Tallies  ix  of  the  nine  of  prodncfe 
It  operates  by  the  poidiase  by  a  manaeeT  of  indnstiy,  of  % 
productive  services  of  bis  co^vrodocers,  or  of  a  prodoct  yAaA  ' 
not  yet  received  the  final  fwm  wMdi  it  on^it  to  tbook.  TS 
purchase  is  an  advance  which  the  last  undertaker, 
retail  dealer,  is  repud  by  die  consumer." 

Say  has  also  quite  perreited  the  meaning  of  the  worI  Q 
sommation  or  Consumption.  The  wmd  CemmmrnaUm  «ai 
by  all  French  Economical  writeis  previooi  to  Say  to  mean  i 
purchase,  or  Demand.  It  means  tow^Utwn,  from  nmommtr, 
comes  from  the  Latin  eontummart,  to  comjAete  or 
The  Produciair  was  the  person  who  brought  any  object 
merce  and  offered  it  for  sale ;  the  Camtammatntr  was  the  pMt 
who  bought  it  for  use  and  enjoyment,  and  took  it  oat  of 
(Consumption)- 

So  also  Adam  Smith  uses  Consumer  as  equivalent  to 
In  the  ordinary  language  of  commerce  the  Producer  is  the 
who  oRers  any  article  for  sale,  the  Consumer  is  the  person  «U 
purchases  it.  So  Burke  says,  "The  meeting  of  Producer 
Consumer  makes  market."  So  Smith  says,  "Consumption  is 
sole  end  and  purpose  of  all  Production,"  which  is  merely  s^ 
that  things  are  offered  for  sale  for  the  purpose  of  being  sold- 
the  word  Consumption,  as  used  by  al!  these  writers,  there  w 
was  any  idea  of  destruction  involved. 

Say  says:  "The  reader  must  understand  that  as  Productk 
is  not  the  creation  of  a  matter,  but  the  creation  of  Utility, 
Consumption  is  not  the  destruction  of  Matter,  but  the  destrwA 
of  utility.  The  utility  of  a  thing  once  destroyed,  the  first  foundatk 
of  its  value,  which  made  it  sought  for,  which  establishes  the  d{ 
for  it,  is  destroyed.  Thenceforth  it  has  no  value,  it  is  not  a  portk 
of  wealth. 

"  Hence  to  consume  (a)nsommer),  to  destroy  the  vabie  of 
to  annihilate  the  value  of  things,  are  expressions  whose  m 
is  absolutely  the  same,  and  corresponds  to  that  of  the 
produce,  give  utility,  create  value,  whose  meanit^  is  also  the  si 

"  All  Consumption  being  the  destruction  of  value  is  not  mc 
by  the  volume,  the  number,  or  the  weight  of  the  products  con: 
but  by  their  value." 

Also  he  says  in  the  epitome  at  the  end  of  the  Ihu/i : 
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" Cnummateur :   is  he  who  destroys  the  value  of  a  product, 

■■XT  :o  produce  another,  or  to  satisfy  his  tastes  or  wants. 

Oni^mtmation :  Consommcr :  to  consume  (consommer)  is  to 
t<:^  \  the  ^-alue  of  a  thing,  or  a  portion  of  its  value,  by  destroying 
>:  u::lity  which  it  had,  or  a  portion  of  that  utility. 
"  ^^  c  cannot  consume  (cansommcr)  that  which  cannot  be  destroyed. 
^-.s  vc  can  consume  the  service  of  an  industr)*,  and  not  the 
^\L<r^  faculty  which  has  rendered  this  semce:  the  service  of 
•i  rKit  not  the  land  itself. 

'A  \alu(;  cannot  be  consumed  twice:  for  to  say  that  a  thing 
:-  A«unH.ti  is  to  say  that  it  does  not  exist  any  more. 
"E*tn-thing  which   is  produced  is  consumed:    therefore  every 
-'  rrt-atcd  is  destroyed,  and  was  only  created  to  be  destroyed." 
.V;ain   he   says:    ''The   most   immediate  effect   of  every  kind 

•r.^unipiiiin  {coHsommatiom)  is  the  loss  of  value,  and  therefore  of 
.*:..  mhich  follows  for  the  possessor  of  the  product  consumed 
'.^  mmrv     '\'\{\s  effect  is  constant,  inevitable,  and  we  must  never 

*.^ri!  i»f  it  in  reasoning  on  these  matters.     A  product  consumed 

'•^mf\  is  a  %*alue  lost  for  all  the  world  and  for  ever." 

I-^fI  :hi>  meaning  of  consumption  as  destruction  was  adopted  by 

••  »ntcrs.     llius  Malthus  says,  "Consumption,  the  destruction 

•  f  m  jurt  of  any  jwrtions  of  Wealth,"  and  "Consumption 

•   ^T'u!  (iur]M»M.*  and  end  of  all  pnxluction." 

-  \!  <*uIIo<  h  savN  :  *•  By  consumption  is  meant  the  annihilation 
■•-^     )ualitu*s  which  render  commodities  us<.-ful,  or  desirable. 

-.^umt-  the  prtMiucts  of  arts  or  industry*  is  to  deprive  the 
'  '   ■  :   miiu "h   they  mnsiNt  (»f  utility,  and  conseijuently  of  the 

^  ^' ^\j.K-  value  communicated  to  it  by  lalM)ur.     (\)nsumption 

-  :-' :.  the  end  and  object  of  human  exertion  :  and  when  a 
.".  n.w    1^    in   a    fit    state  t(»   Ik.*    used,   if   its  consumption  be 

"  *;.  jk  !*'>N  1%  ineurretl." 

-.  w  **  :;ti  m  es  are  a  flagrant  example  of  the  thoughtless  way 
»■  .  :.  l^ononiKal  writefN  dump  dt»wn  doctrines  in  their  works 
».•«:  i.'ie  lexsi  retlei'tion  aN  t»i  iheir  tonsistency  with  facts  and 
-:^.  It  \s  a!>tnni>lking  tlut  nun  of  ability  should  maintain  such  a 
"itrrmk  paradox  as  tliat  e\  cry  thing  which  is  produced  is 
:r.-nti      that    it    is   only    pHnluced    for   the    pur|K>se   of   Uing 

-  ^'ii .  and  tliat  if  it  is  not  <lestri»yed  a  loss  is  incurrtni. 

'  •/t.%urii|>ti(>n  is  usetl  in  it»«  pro|K.T  sense  it  i,s  true  tlut 
^.r:i;.:i  »n  \\  the  object  of  all  rpKluction.  Hecause,  as  said 
•r  I'rAJ action  only  means  otTering  for  s;ile,  and  things  are 
*'*:  >jt  kale  fur  the  pur|>ose  of  l>eing  sold.     But  are  all  things 
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produced  destroyed?  Are  all  tfaii^  produced  fiir  die  pmpose  a 
being  destroyed  7  And  is  a  loss  inciuTed  tf  Hiejr  ue  not  destrojni 
as  soon  as  produced  ? 

A  young  nun  purdbases  a  gold  ring  enridwd  widi  diamonds  an 
rubies,  for  his  bdyJare.  The  jewdler  b  the  producer,  and  tb 
young  man  is  the  consumer.  Does  he  bny  the  ring  for  4i 
purpose  of  destroyii^  it?  It  tiieie  any  twceiBity  fat  its  ever  betq 
destroyed?  It  may  hat  to  die  end  of  time.  la  a  bxs  incuned  if  i 
is  not  destroyed  as  soon  as  it  is  bou^t? 

Men  search  for  precioua  stones,  diamonds,  emenlds,  mbie^  etc 
in  the  mines.  They  offer  them  fat  sale ;  diey  an  the  Rodoceq 
Other  persons  purchase  dieai,  It.  consume  than.  Are  die  dianiooJ(j 
emeralds,  and  rubies,  destroyed  as  soon  as  diejr  vn.  poidiasedj 
Were  they  sought  fOT  for  the  purpose  (rf  being  destrc^ed  ?  And  i 
a  loss  incurred  if  diey  are  not  destroyed?  | 

And  innumerable  odier  examples  will  occur  to  any  reader.  j 

Say  himself  gives  an  example,  shoving  the  absurdity  of  his  on 
doctrine:  "The  English  succeed  in  making  very  fine  glass  M 
mirrois,  and  could  supply  them  at  a  very  moderate  price,  if  the 
enormous  duties  laid  on  the  manufacture  of  glass  in  England  did 
not  raise  the  product  to  a  price  which  many  consumers  {conam' 
matatrs)  Cannot  afford."  "  The  consumers  (eontommateuri)  of  pro- 
ducts are  their  buyers," 

Now,  did  the  consumers  of  the  mirrors,  i.e.  their  purchaseis, 
smash  them?  Did  they  buy  them  for  the  purpose  of  smashiof; 
them  ?  And  was  loss  incurred  if  they  were  not  smashed  as  soon  ai 
they  were  bought  ? 

It  is  such  fatuous  doctrines  as  these  which  led  a  good  man) 
persons  to  say  with  only  too  much  truth,  that  Economics  is  onlj 
a  mass  of  dotted  nonsense. 

The  fact  is  that  Production  and  Consumption  mean  simplj 
Supply  and  Demand,  and  together  constitute  Exchange  or  Com 
merce. 

By  breaking  up  Economics  into  three  separate  departments  unde 
the  terms  Production,  Distribution,  and  Consumption,  Say  has  com 
pletely  ruined  Economics  as  the  Science  of  Commerce  or  Exchanges 
and  broken  the  back  of  the  Theory  of  Value.  How  is  it  possible  U 
discuss  the  Theory  of  Value  under  the  expression,  Production,  Dis 
tribution,  and  Consumption  of  Wealth? 

Say  perfectly  acknowledges  that  Labour  is  an  Economic  Quandty 
and  is  bought  and  sold,  and,  like  Adam  Smith,  has  many  interestin| 
discussions  on  Wages  or  the  price  of  labour.     Labour  is  bou^ 
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4  ind  sold,  and  its  f»lue  is  determined  by  the  general  Law  of  Value, 
f  Eut  vhat  sense  is  there  in  speaking  of  the  Production,  Distribution^ 
irA  ('omumption  of  Labour? 

.\^n.  Say  acknowledges  that  Rights  of  Action,  Credits  and 
W\a%^  and  the  Funds,  are  Wealth.  They  are  bought  and  sold  or 
achinizt-d.  lie  also  acknowledges  that  a  vast  variety  of  other 
triTxcx  Rights  are  Wealth.  But  how  is  it  possible  to  speak  of  the 
Froduction,  I  Hstribution,  and  Consumption,  of  Hank  Notes,  Bills  of 
Li  hangc,  and  the  Funds  ?  The  copyright  of  a  book  or  a  drama 
cr  1  ving  is  a  saleable  commodity.  It  may  be  lx)ught  and  sold. 
fiat  how  arc  we  to  speak  of  the  Production,  Distribution,  and 
Consumption  of  Copyrights? 

Sa>  acknowledges  that  the  practice  of  a  professional  man  and  the 
r.v:3ni  kA  a  shop  are  saleable  commodities,  and  may  be  bought  and 
w  i  iiut  how  arc  we  to  speak  of  the  Production,  Distribution, 
L- :  i\»ruuniption  of  the  practice  of  a  profession  or  the  custom  of 
1  \T.  ;•  ^     And  so  on  of  a  ^-ast  variety  of  other  rights. 

Frjc  fa«-t  i.s  that  Say  c]uite  overlooked  the  fact  that  when  the 
Lor.t -mi ^ts  devised  the  term,  the  Production,  Distribution,  and 
roFiMimpti'.tn  of  Wealth,  they  expressly  restricted  it  to  maitrial 
?r«i^4-ts.  and  so  defined  the  terms  as  to  mean  the  commerce  or 
71  r^n^i-s  of  the  material  products  of  the  earth,  and  uf  these  only. 
E.!  «hrn  labour  and  Rights  are  introduced  into  Economics,  it 
■.  •  -    ^irnjily  unintclligil)le  j.irgc)n.     With  such  ;i  concept  it  is 

—  .•  H«:'.;i-  tt»  give  an  exposition  of  the  principles  and  mechanism 
:.••    .;:rat  >\stem  of  Mercantile  Credit,  the  folossal  l)usiness  of 

.  .•  K  '.\i,   an«i   the   Foreign    Kxchanges,   which   all   come   naturally 
--•:  r   ::.v  Loncept  of  Economics  as  the  sciences  of  commerce  or 

-  ■-*.:  ^-  -,  betauM.'  all  these  ojK'rations  are  cominercr  or  exchanges* 
^  ■:    -  v.c  iiHiier  the  Theory  of  Value. 

<  »r.  !  ihf  ^ulijttls  on  which  Say's  ({(Kirim*  i>  the  most  notorious 
i:-.!u*jon  on  cndit.     He  Ugins  by  ro  ••fim/in^  that  Rights 

A  :  :..  <  'ridits  or  Debts,  are  Wealth,  ami  in  a  imiliiiiKle  of  places 
V  r.»ak^  Mt  thtm  as  l»ein^  ca{)al>le  of  l»ein::  <  mpliAcd  .is  Capital, 
u  «t..  ^s  aru  ottu-r  cimimoditieN  ;  and  he  sa\s  that  if  a  Bank  can 

;j  n  c:r<  ulation  a  greater  amount  of  crc.-«iit  than  tlu*  quantity  of 
-.:  S-iiii^  in  resi-rve,  that  is  an  auj^nuntation  <>t  «apital,  and  he 
r»...--  ^  mini  ;:ets  the  l>enetit  of  this  new  Capital.  And  yet  this  ver)* 
-'^r^  '^u.  ^ay"*  elM-where  that  to  a»»M  rt  that  ( 'ri«hi  i»«  <  apital  is  tt)  nuin- 
X.*.  '.*^:  :hf-  same  thin^  tan  be  in  two  places  at  onct*  !  And  multi- 
•-i>i  !  «r:i*  ra  lia\e  rc|Kaiiii  this  silly  s,ircasm.  Wlun*  r  then  is  the 
'^«  r:  of  this  tlagrant  contradiction?     It  is  simply  that  m  these  two 
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places  Say  has  contndictotjr  nodons  of  the  fundamental  CQnceiit  of 
Credit.  In  one  set  of  passages  he  treats  Credit  as  the  present  right 
to  a  future  payment,  and  then  he  alloro  that  this  may  be  bon^it  and 
sold  and  employed  as  Cf^rital  In  the  Other  passages  be  oonsiden 
the  Credit  to  be  the  goods  "  lent " — ia  sold ;  and  then  be  asks,  How 
can  the  same  goods  be  in  two  places  at  once,  and  senre  two  people 
at  the  same  time  7 

We  have  fully  exhibited  Say's  amaring  confusion  and  self-contnt- 
dictions  under  Credit. 

There  are,  no  doubt,  multitudes  of  philosophical  obsemtioiit 
and  acute  remarks  throughout  the  whole  of  Say's  wtvk,  which  deaan 
attention ;  but,  as  a  whole,  as  a  general  treatise  on  the  Science  of 
Economics,  it  is  a  chaos  of  confu»on  and  contiadictiGa^  and 
utterly  impossible. 

JOHN  STUART  MILL. 

John  Stuart  Mill  was  the  friend  and  disciple  of  Jean  "BapdM 
Say,  and  having  already  published  a  small  volume  of  JSuayi  e* 
some  Unsettled  Questions  in  Politica!  Economy,  published  in  184S  bis 
Prinaples  of  Political  Economy,  which  was  immediately  received 
with  unbounded  applause  as  the  ne  plus  ultra  of  Economics. 
One  writer  in  the  Edinburgh  Review  went  so  far  as  to  style  it  1 

Now  of  all  the  persons  who  lavished  such  unbounded  ^plause 
on  this  work  there  was  not  a  single  one  who  had  the  faintest  know- 
ledge of  Mercantile  L^w,  nor  of  practical  business,  nor  of  the 
method  of  applying  the  principles  of  Natural  Philosophy  to  the 
phenomena  of  Economics. 

Mill  was  a  disciple  of  Say  in  so  far  as  this,  that  he  in  agreement 
with  Say  deliberately  rejected  the  fundamental  concept  of  Economics 
as  being  the  Science  of  Commerce,  or  Exchanges,  or  the  Theory  of 
Value. 

He  says,*  "The  subject  upon  which  we  are  now  about  to  enter 
[Exchange]  fills  so  important  and  conspicuous  a  position  in  Political 
Economy,  that  in  the  apprehension  of  some  thinkers  its  boundaries 
confound  themselves  with  those  of  the  science  itself.  One  eminent 
writer  [Whately]  has  proposed  as  a  name  for  Political  Economy, 
"  Catallactics,"  or  the  Science  of  Exchanges,  by  others  [McCullodi] 
it  has  been  called  the  Science  of  Values.     If  these  denominations 

■  Princ.  efPth  Etm.  Uc  iii.  chap,  j. 
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had  appeared  to  me  logically  correct,  I  must  have  placed  the  dis- 
ooBOQ  of  the  elementary  bws  of  value  at  the  commencement  of 
our  cfviuiry  instead  of  postponing  it  to  the  third  part ;  and  the 
posaUliiy  of  so  long  deferring  it  is  alone  a  sufficient  proof  that  this 
\rm  of  the  nature  of  Political  Economy  is  too  confined  It  is  true 
:Ki!  in  the  preceding  Books  we  have  not  escaped  the  necessity  of 
intxipting  some  smail  portion  of  the  theory  of  Value,  especially  as 
to  the  Value  of  labour  and  land.  It  is  nevertheless  evident  that  of 
the  ivo  great  departments  of  Political  Economy,  the  production  of 
vcalth  and  its  distribution,  the  consideration  of  Value  has  to  do 
vnh  the  btter  alone  [the  Economists  unanimously  declared  that 
production  and  distribution  constitute  Exchange,  or  Value];  and 
rth  that  only  so  far  as  competition,  and  not  usage  or  custom,  is  the 
dstnbutmg  agcnc)*." 

Now  let  us  ask  what  there  is  contrary  to  the  laws  of  Logic  in 
ov.ni;  that  the  phenomena  of  Commerce,  or  Exchanges,  form  a 
ostinct  and  positive  science,  all  based  on  a  single  general  funda- 
oicntal  concept,  and  as  capable  of  being  erected  into  a  definite  and 
priutivc  vricncc  exactly  in  the  same  way  as  the  phenomena  of 
Force.  light,  or  Heat,  or  any  other  ph>'sical  science?  And  what  is 
thoe  contrary  to  the  laws  of  Logic  in  giving  a  distinct  name  to  this 
ncncc,  such  as  Political  Economy,  Economics,  Catallactics,  or  any 
vchrr'  This  was  the  universal  opinion  before  J.  B.  Say,  and  in 
\c>  r\r.^  this.  Mill  showed  that  he  was  ignorant  of  the  history  of 

M;li  ?ay>  that  he  has  not  esca|xxl  the  necessity  of  anticipating 
vjs^  snull  fx»nion  of  the  theory  of  Value  before  he  comes  to 
r.i'hjLi^c.  But  in  the  books  preceding  Exchange  he  discusses 
A 4^0,  I'rtifitN,  and  Rent,  and  these  are  not  a  very  small  portion  of 
'Ik  :hi  -PL  of  Value,  as  Mill  says,  but  a  ver>*  large  portion  of  it; 
rxlct^  ^-.^lc  wnitTs  seem  to  consider  that  they  constitute  the 
9'%[r  trwon  «'f  Value. 

M:\'.  :::•  n  sa)s— "In  a  state  of  society,  howe%-er,  in  which  the 
odu»;rul  system  is  entirely  founded  on  purchase  and  sale,  each 
ad^idual  fi*r  the  most  [tart  living  not  on  thin^N  in  the  production 
^  «hi<  h  tic  h:mself  Ixrars  a  part,  but  of  things  ohtainnl  by  a 
ta^iic  cv'hange,  a  sale  followed  l)y  a  purchase  -  -the  (jueNtion  of 
Viljc  IS  fumianiental.  Almost  ever>'  sjieculation  resj)eriinj;  the 
erri.njj*al  mterestN  uf  society  thus  constituted  implies  some  theor)' 
i  '»ajuc ,  the  smallest  error  on  that  subject  infetts  with  rorres{)onding 
<?T-f  aJl  our  t,ther  conclusions;  and  anything  vague  or  misty  in  our 
'•.«yc;A*jn  of  It  creates  confusion  and  uncertainty  in  everything  else." 
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Here  Mill  has  complelely  oat  the  ground  from  under  hb  own 
feet,  as  he  has  done  in  alnuMt  eteiy  other  case.  Becanse  die  Toy 
purpose  of  Economics  is  to  ^^^wiwHpy  a  state  of  sodetj  in  whidi  the 
industrial  system  is  entirely  (bonded  on  pordiase  and  sale^  in  which 
each  individual  for  the  most  part  lives  not  cm  the  diings  whidi  he 
himself  produces,  but  on  thingi  obtained  by  a  doable  rtrhange^ 
therefore  by  Mill's  own  showing  Ecooomics  is  nothing  bat  the 
Theory  of  Value. 

We  have  now  shown  enough  to  shake  the  ronfidenee  of  any 
intelligent  and  impartial  reader  in  the  iniallihility  of  Mill,  becnise 
his  own  admission  condemns  the  whole  of  his  own  system  of 
Economics.  But  we  have  now  to  exhibit  something  more  staitUng 
still  if  that  be  possible. 

In  Book  I.,  chap.  L,  we  have  shown  MiU's  astounding  self-con- 
tradiction as  to  the  proper  method  of  Investigation  in  Eoonomic& 
We  have  shown  that  in  eloquent  passages  in  his  Logic  he  maintains 
that  Economics  is  an  Inductive  Science,  and  that  the  backward 
state  of  the  Moral  Sciences  can  only  be  remedied  by  apfdying  to 
them  the  methods  of  Physical  Science  duly  extended  and  generalised 
That  the  only  hope  of  reducing  such  studies  into  a  science  is  by 
the  employment  of  stricter  rules  of  Induction  than  are  commonly 
recognised,  and  consciously  and  deliberately  applied  to  these  more 
difficult  inquiries.  Brave  and  eloquent  words  indeed!  And  now 
we  have  to  see  how  far  Mill  has  followed  the  course  marked  out  by 
himself. 

In  his  Essays  upon  some  unsettled  questions  of  Political  Economy <, 
he  strenuously  maintains  that  £k:onomics  is  an  i  priori  science,  that 
it  reasons,  and  must  necessarily  reason,  from  assumptions  and  not 
from  facts  1  That  any  Economist  who  denies  this  places  himself  in 
the  wrong !  That  this  is  its  character  as  understood  and  taught  by 
all  its  most  distinguished  teachers !  And  that  the  h  priori  method 
is  not  only  a  legitimate  mode  of  philosophical  investigation  in 
Economics,  but  it  is  the  only  one  I 

Now  here  Mill  is  in  flat  rebellion  against  his  master  Say,  and  in 
flat  contradiction  to  himself. 

An  a  priori  science  is  a  science  which  a  man  can  concoct  out  of 
his  own  brains,  or  evolve  out  of  his  own  inner  consciousness,  sitting 
at  his  desk  without  any  reference  to  external  nature,  or  to  facts,  as 
Mill  himself  says — such  as  Geometry,  Trigonometry,  Conic  Sections, 
the  Diflerential  Calculus,  or  any  other  purely  mathematical  science. 

Now,  if  a  man  were  to  set  himself  down  at  his  desk  and  write 
irge  volume  on  the  Geology  of  Australia,  or  any  other  country. 
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•-.'ji'Ut  having  the  slightest  knowledge  of  the  science  of  Geology, 
i.-Ki  ncicr  having  been  in  any  of  these  countries— or  if  he  should 
vr.'.i-  a  large  work  on  surgery  out  of  his  own  imagination,  without 
'av.ng  the  least  knowledge  of  surgery — or  upon  medicine  without 
-v  least  knowledge  of  the  medicinal  effect  of  drugs— or  on  the 
:'*n..»mena  of  force— or  light — or  heat^-or  electricity,  or  any  other 
v.:<;i't-t  re« quiring  an  exhaustive  knowledge  and  study  of  facts — in 
»r^*.  terms  should  we  characterise  such  works? — in  terms,  I  fear, 
••.;.h  Wfuld  lie  scarcely  parliamentary. 

N'.>v  the  fivsx  necessity  of  an  Economist  is  to  ha%'e  a  thorough 
i.-:«L^-d^r  of  the  most  abstruse  and  subtle  department  of  mercantile 
^«.  Lhf  n  to  have  a  thorough  knowledge  of  practical  business,  and 
'V  r.  to  have  an  adeiiuate  knowledge  of  physical  science,  and  of  the 
"'th'ids  by  which  the  various  physical  sciences  have  been  con- 
•'r.;-ttti.  si>  as  to  bring  the  phenomena  of  commerce  under  the 
:;«i:nii.n  of  the  laws  of  ph>'sical  science. 

N-.'V  Mill  knew  absolutely  nothing  of  mercantile  bw— he  never 
'j!  the  Ica^i  knowledge  of  practical  business  —  and  as  the  kite 
'  *  •'^^  >r  Aiiams  said  to  me  one  day  at  Cambridge,  he  knew  nothing 

-  :r.>«:«al  science ;  and  yet  he  writes  a  large  work  on  a  subject  in 
•  V  h  :?i»M.'  various  departments  of  knowledge  are  reciuisite.  Every 
1.     r  h:>  w<irk  is  full  of  the  most  glaring  ignorance  and  l>lundcrs ; 

i- !  :*.'  fr  :n  si-nn-fly  a  single  point  in  which  he  dcK's  not  contradict 

N'»w.  in  M)l)er  seriousness,  we  must  ask  how  is  this  more 

■.-••  •-!  w:?h  V  iffUific  morality  than  cheating  at  canU,  or  forgm*, 

'A*  \.^\n  airvailv  f:ivcn  s|>ecimcns  (»f  his  seirn)iilr.uli<  tions  on  the 
-■-V      :    :r:-   v  iin«c  itself,  ami  of  ihi*  mcthtKl  ol'   i^Vi.'^ti^ation 
*    •  r  :     ::.     Wi-  shall  now  invi-siigalc  his  diK  iriius  on  WVallh  and 
'i  .  .  ■*•  ■  *i  art-  thf  two  fundammtal  <on<q)ls  of  ihc  m  icncc. 
^\      :  •.  -Its  !i>  work  into(i)  PrcHluition  ;  (2)  niNtrilmtion,  and 
:      '.x'Z'       Now   PrrHiiiction  and   l)islril»uti«>n.  in  tin- lan^iuage 
}.     rv  r!ii-:s,  mt-ant  K\«han^r  ;  tht-n-forc  Mill's  work  is  simply 
'    :  '   '.arvt- and   K\<  han^c.      Hi*  ruhlly  om^^itlt  rs  that  Consump- 
•:  '^.iV  N  vn^i-  of  (icNtruction,  iornis  no  jurl  of  K<nnMini«  v 
I: '■  '  rst  ..rj\c  .mil  funtl.immi.il  <!tfirt  of  MiIIn  uurk  i>,  itiat  he 
■.'*.-     ::■.!•!  rrniiirtion  without  t'lfst  <  li  arly  ami  tin.illy  ditr-rniining 
".•jri:r^  of  Wraith,  i*hi<  h  is  ihr  lasis  »if  thr  wlii»lr  ^•  it-m f. 
M     '-^in-*   by  sa\mj:  truly  rn«>ii;:h  ( Preiimin,tr\    Ktffitfki)  lliat 
.■  "  :  i»f  K-  MiiiiniM  s  is  WValth.     ISiit  th<  n  In   v.»\"»     **  K\fryonc 

-  ^  •;  •!:  jh.  *u!Ti«  icntly  (orrtTl  r«r  «i»ninion  |'iir|»«-i  n.  ui  wliat  n 
'    *".  '•%  Wealth.   ...   It  is  no  part  of  the  dt  si^ri  n:    this  treatiti 
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to  aim  at  metaphysical  nicety  dl  definition,  wbere  the  ideas  sug- 
gested by  a  term  are  abeady  as  determinate  as  practical  purposes 
require." 

Such  doctrines  as  these  strike  as  with  amazement  in  a  professed 
writer  on  Logic.  Are  not  the  whole  physical  sciences  based  on  the 
strictest  nicety  in  the  definition  of  fimdamental  concepts?  Have 
there  not  been  the  fiercest  controversies  to  determine  their 
meaning?  And  it  is  only  by  means  of  these  controversies  that  they 
have  been  raised  to  their  present  position. 

Mill  himself  says — ''Since  reasoning  or  inference,  tiie  piindpal 
subject  of  Logic,  is  an  operation  which  usually  takes  place  by 
means  of  words,  and  in  complicated  cases  can  take  place  in  no 
other  way :  those  who  have  not  a  thorouj^  insight  into  the  significa- 
tion and  purposes  of  words  will  be  under  chances  amounting  almost 
to  a  certainty  of  reasoning  or  inferring  incorrectiy.  And  logicians 
have  generally  felt  that  unless  in  the  very  first  stage  they  removed 
this  fertile  source  of  error,  unless  they  taught  their  pupil  to  put 
away  the  glasses  which  distort  the  object,  and  to  use  those  which 
are  adapted  to  his  purpose  in  such  a  manner  as  to  assist,  not  perplex 
his  vision,  he  would  not  be  in  a  condition  to  practise  the  remaining 
part  of  their  discipline  with  any  prospect  of  advantage.  Therefore 
it  is  that  an  inquiry  into  language,  so  far  as  it  is  needful  to  guard 
against  the  errors  to  which  it  gives  rise,  has  at  all  times  been 
deemed  a  necessary  preliminary  to  the  study  of  logic 

''  But  there  is  another  reason  of  a  still  more  fundamental  nature 
why  the  import  of  words  should  be  the  earliest  subject  of  a  logician's 
consideration,  because  without  it  he  cannot  examine  into  the  import 
of  propositions,^^ 

So  again — "But  to  penetrate  to  the  more  hidden  agreement  on 
which  these  obvious  and  superficial  agreements  depend  is  often  one 
of  the  most  difficult  of  scientific  problems.  As  it  is  among  the  most 
difficult,  so  it  seldom  fails  to  be  among  the  most  important  And 
since  upon  the  result  of  this  inquiry  respecting  the  causes  of  the 
properties  of  a  class  of  things,  there  incidentally  depends  the  ques- 
tion— What  shall  be  the  meaning  of  a  word?  Some  of  the  most 
profound  and  most  valuable  investigations  which  philosophy 
presents  to  us  have  been  introduced  by,  and  have  offered  them- 
selves under  the  guise  of,  inquiries  into  the  definition  of  a  name." 

Out  of  numerous  other  passages  to  the  same  purpose,  we  may 
cite  one  more — "And  the  student  of  logic,  in  the  discussion  even 
of  such  truths  as  we  have  cited  above,  acquires  habits  of  circum- 
spect interpretations  of  words,  and  of  exactly  measuring  the  length 
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rn!  breadth  of  his  assertions,  which  are  among  the  most  indis- 
;<nublc  conditions  of  any  considerable  mental  attainment,  and 
v^^vh  it  is  one  of  the  primary  objects  of  logical  discipline  to 
c;  tivatc." 

Miil  on  Wealth. 

W'c  shall  now  see  whether  Mill  has  observ'ed  his  admirable 
:r!r)cpcs  with  regard  to  the  formation  of  Definitions,  any  better 
:^an  he  has  his  admirable  precepts  about  the  construction  of 
br-nomics  xs  a  science,  and  whether  he  himself  has  any  definite 
- -t-n  of  the  meaning  of  Wealth. 

In  his  PrtHminary  Remarks^  he  says — ^  Everything  forms^  there- 

••".  J  fart  cf  H'/a/th  which  has  a  power  of  purchasinf^!*     Now  here 

«r  have  a  perfectly  clear  and  definite  concept  of  Wealth,  exactly 

2rtT:ng  with  that  of  Aristotle  and  all  ancient  writers.     In  this 

:aiuu:r  Mill  makes  EzchangeabiUtyy  and  that  only,  the  essence 

1*'  prmiple  of  Wcalth^that  is,  e\'erything  which  can  l)e  bought 

i-'t  void,  or  exchanged,  no  matter  what   its  form  or  its  nature 

=iT  \^,      This  definition  manifestly  includes  all  the  three  orders 

'  F.\'  han^eable  Quantities ~ material  products,  personal  qualities, 

ari  i>fMract  rights.     And  if  Wealth  be  anything  which  has  pur- 

u»:n^'  p^^wcr,  the  Production  of  Wealth  must  be  the  production 

X  2n\':h:n^  which  can  l)e  bought  and  sold.     Now  having  got  this 

ir* -.;!■..  .n.  which  is  perfectly  correct,  we  might  have  expected  that 

-.•rv.«\frsirs  were  at  an  end;  and  as  the  essence  of  Wealth  is 

■-ir  ^'  a'Mlity.  ihc  Science  of  Wealth  can  l)e  nothing  else  than 

•  ^.  :♦  :v  ••  of  Kxchanges,  or  tht*  Theory  of  \'alue. 

*•-!   ut    the   rnd  of   the  Preliminary   Remarks  he   says — "The 

r-.- • -n  of  Wealth:  the  extraction  of  the  instmments  of  human 

.^-t-nrr-  anil  enjoyment   fmm  the  materials  of  the  glol)e,  iVc" 

!■   •::>    ru-^vaiie    Mill    has    completely   changetl    his    fundamental 

'■•:!  f  Wraith.  Here  he  makes  Wealth  to  l)e  merelv  the 
"  T.rr.'-nis  of  human  suljsistence  and  enjoyment,  and  all  to  be 
•rri- tn!  fp»n»  tht-  materials  of  the  glolK',  and  the  tjuality  of 
Li'Mn^rahilitv  lus  totally  disap|H*ared.  These  two  {lassages  are 
*  cr»mpIrtL*  ( ontradiction  to  each  other,  and  we  are  once  more 
>un^riJ  mto  I'hysi«K-racy,  from  which  we  had  hoped  to  l)e  drliveri.*<l. 

N-w  Mill  admits  that  Personal  <^>ualities  are  Weahh,  !>oth  in  the 
'  ♦^  <'l'  Ijliour  and  Personal  C'retiit  -and  how  are  these  extracted 
•^T.  !hc  nuterials  of  the  glob*-  ? 

M  :i  admits  al>stract    Rights,  such  as  Credits  or  I 
*^'-x:h->and  how  are  abstract  Rights  extracted  fi 
-«  she  gJobe  ? 
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In  Book  I.,  chap.  iiL,  on  Unproductive  Labour,  we  are  plunged 
into  more  confusion*  He  is  recalled  to  the  meaning  of  Wealdi.  He 
says — "Productive  Labour  means  Labour  piodactive  of  WeaM. 
We  are  recalled,  therefore,  to  the  question  touched  upon  in  our 
first  chapter,  what  Wealth  is,  and  whether  only  material  products, 
or  all  useful  products,  are  to  be  induded  in  it* 

He  says  that  utilities  produced  by  labour  are  of  tfuee  kinds— 
(i)  utilities  embodied  in  outward  objects;  (2)  utilities  embodied 
in  human  beings;.  (3)  utilities  not  embodied  in  any  object^  but 
consisting  in  a  mere  service  rendered,  a  pteasure  gtven,  an  inoon- 
venience  or  a  pain  avoted— ^,  all  labour  and  services. 

He  then  says  that  utilities  dl  the  tUrd  das^  wiudi  oonsot  oofy 
in  services  which  only  exist  while  being  performed,  cannot  be 
spoken  of  as  Wealth  excqit  by  an  admowle^^^  metaphoc. 

But  here  Mill  is  in  contradiction  widi  all  ancient  writers^  and, 
as  is  invariably  the  case,  with  himsel£  Aristotle  says  that  WeaUi 
is  anything  whose  value  can  be  measured  in  money;  U^pian  si^s 
that  Wealth  is  anything  which  can  be  boi^t  and  sold;  and  Iffll 
says  that  Wealth  is  anything  which  has  purdiasing  power. 

Now  labour  and  services,  knowledge^  have  a  value  irtudi  can 
be  measured  in  money — ^they  can  be  bought  and  sold,  Aqr  have 
purchasing  power,  and  therefore  they  are  Wealth. 

But  Mill  says — ''It  is  essential  to  the  idea  of  Wealdi  to  be 
susceptible  of  accumulation."  Now  here  is  a  perfecdy  new  idea 
introduced  into  the  concept  of  Wealth.  He  says — "  I  should  prefer, 
were  I  constructing  a  new  technical  language,  to  make  the  distinc- 
tion turn  upon  the  Permanence  rather  than  upon  the  Materiality 
of  the  product." 

Now  this  doctrine  is  a  violation  of  one  of  the  fundamental 
principles  of  Natural  Philosophy — ^the  Law  of  Continuity,  Things 
whose  value  can  be  measured  in  money,  which  can  be  bought  and 
sold,  or  have  purchasing  power,  are  of  all  d^ees  of  permanence; 
from  the  land  and  many  other  things,  such  as  diamonds,  emeralds, 
and  other  precious  stones,  &c.,  which  may  last  for  ever,  to  things 
which  have  a  constantly  diminishing  degree  of  permanence — such 
as  houses,  watches.,  clothes,  food,  &c.,  down  to  labour,  which 
perishes  in  the  using,  and  has  the  least  degree  of  permanence. 
Now  at  what  degree  of  permanence,  and  at  what  number  of 
exchanges,  are  we  to  draw  the  line  between  Wealth  and  Not-Wealth  ? 
Mill  gives  us  not  the  least  clue.  Now  the  Law  of  Continuity  says, 
"  That  which  is  true  up  to  the  Limit  is  true  at  the  Limit"  Now  the 
lowest    Limit   of    Exchange   is   one,   and    the   lowest   d^ree   of 
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Tf  nxunmce  is  that  which  perishes  in  the  act  of  exchange.  These 
rv  vHat  Bacon  calls  instances  of  Ultimity  or  IJmit.  Labour  is 
otJt  capahic  of  one  exchange,  and  it  only  exists  during  the  act  of 
>rvirmanci:.  But  it  possesses  the  quality  of  Exchangeability,  or 
:v  capability  of  being  bought  and  sold;  and  therefore  by  the 
r.-vlimcntal  bw  of  Natural  Philosophy  it  is  necessarily  included 
.-xicT  the  title  of  Wealth.  The  question  involved  is  no  slight  one, 
rvYa  piece  of  mere  logomachy;  it  is  simply  whether  Labour  is  to 
>  •  T>nMdt:red  as  an  Economic  Quantity,  and  subject  to  the  general 
I^v  \A  N'alue. 

<M  the  same  (age  he  sa)'s,  "I  shall,  therefore,  in  this  treatise 
«*.':n  »piuking  of  Wealth,  understand  by  it  only  what  is  called 
=:j^nal  Wi-alth."  But  within  an  inch  of  this  sentence  he  says, 
'  n-rf:  skill  and  energy  and  perseverance  of  the  artisans  of  a  country 
V  rci-k> 'nod  {lart  of  its  Wealth,  no  less  than  their  tools  and 
--fc:\:nin."  And  why  are  not  also  the  skill,  energy,  and  per- 
vncnn^  e  ff  the  lawyers,  doctors,  engineers,  and  all  other  professional 
"<^.  equally  part  of  the  Wealth  of  the  country?  Also  he  says, 
*A  -:uiri.-il  ca|urities  which  exist  only  as  a  means,  and  have  been 
ci..'d  ifU't  (.-xi^tcnce  by  lalK>ur,  fall  rightly,  as  it  seems  to  me,  within 
"^  ^iisifirution.  Now  are  skill  and  energy,  perseverance  and 
1    .::rt-d  <u{ut  ities,  material  wealth,  and  extracted  from  the  materials 

A»i:n  M:!l  fullv  admits  that  Personal  Credit  and  Rif^hts  of  Anion 
.-  '*\ '.*.::;.  .is  shi  wii  undtr  Credit.  Now  is  Personal  Oiiiit,  and 
-•  K;,r-.:^  uf  A«  iicin,  material  wealth,  and  rxtractttl  from  the 
--•  --k.-   -  !   the  j;1«iIk-  ? 

'-  :.>  r.r^t  NH.k  Mill  maintains  that  I^mi,  ]jilM>ur,  and  Capital 
.-  •  ....:•':  h»r  t::c  pr«Kiuction  of  Wealth.  Hut  is  cvcr>'thing  which 
•-ii  :  .:  r.a-;rv  p 'Wir  the  prtniuct  of  land,  labour,  and  capital? 
*.•  :*:"  r:,i'.  ;.::iIi:un.  is  knowlodfie  and  MJencr,  the  prcMluct  of 
^  .  ■-.•»■  u:.  .iiui  r.ipital  ?  Are  Rights  of  Action,  uhich  Mill 
-  *•  «*.*■:.  '  :■»  U-  Wc.ilih,  the  priKlutls  tif  land,  lalKiur,  and 
■-"  u. '     Mill-i  ni.iMiT,  .Sav,  S.IV.S  that  it  a   Hank  ran  maintain  in 

9  m 

'*-!-!;  r.  an  am'Hint  in  Oetlit  greater  than  the  imnIi  it  ht>lds  in 
•-vr.-.  !^j!  au^Hif  :iIn  the  rapital  <tf  thr  rountry.      It  is  therefore 
:■•  «i.:-  ::iri  'I  Wraith  :  and  is  it  the  prcKluct  of  land,  lalxmr,  and 
-:  u.  > 

'A-  ■  r,  th*.*r*!  •:• .  Mill  s;i\>  that  rvery  one  has  a  Mirti*  if-ntly  o)rre<  t 
--   ■  ••  »}jt    Wi  allh    is    It   api>ears   lliat  he  li.is  no  edrn-ft   ideas 
•  r.  '.I  r.n   tr.*'  ^;:S;»  <  I.  and  his  notions  are  a  rhan^  nf  confusion 
!••:    '#n!radi'  tnjns. 
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Mill  on  Value. 

We  have  now  to  see  how  Mill  discusses  Value,  the  next  most 
important  fundamental  concept  of  Economics. 

He  rightly  enough  says — "  Value  is  a  relative  term.  The  Value 
of  a  thing  means  the  quantity  of  some  other  thing,  or  of  things 
in  general,  which  it  exchanges  for."  But  yet  he  is  in  some  few 
instances  betrayed  into  the  absurdity  of  speaking  of  intrinsic  value ; 
as  where  in  Book  III.  ch.  xiiL,  he  speaks  of  pieces  of  paper  having 
no  intrinsic  value.     However,  we  may  pass  these  over. 

The  really  important  thing  is  what  his  ideas  are  of  the  Laws 
of  Value. 

Now  Mill  himself  says,  following  Bacon,  that  Economics  can 
only  be  erected  into  a  definite,  positive  science  by  strictly  following 
the  methods  which  have  been  followed  in  constructing  the  Physical 
Science. 

Which  physical  science  is  the  type  to  be  followed  in  constructing 
the  science  of  Economics?  Evidently  it  is  Astronomy,  because 
the  fundamental  problem  in  Economics  is  exactly  identical  with  the 
fundamental  problem  in  Astronomy.  In  Astronomy  we  have  a 
series  of  quantities — the  heavenly  bodies,  in  constant  motion,  con- 
stantly varj'ing  their  relative  distances  from  each  other,  sometimes 
advancing,  sometimes  apparently  stationary,  sometimes  receding, 
and  the  problem  is  to  discover  some  single  general  Law  which 
accounts  for  all  these  phenomena. 

In  Economics  we  have  also  a  vast  series  of  quantities,  constantly 
varying  in  their  exchangeable  relations  with  each  other,  and  the 
problem  is  to  discover  some  single  general  Law  which  governs 
the  varying  relations  of  all  these  quantities. 

All  Economical  writers  before  Smith  held  that  the  Law  of  Supply 
and  Demand  governed  all  these  changes  in  Value,  and  they  never 
made  any  attempt  to  prove  it,  because  it  was  never  denied,  but 
always  assumed. 

With  Smith  the  reign  of  chaos  set  in,  because  he  never  perceived 
the  necessity  of  reducing  all  the  phenomena  of  Value  to  a  single 
general  Law ;  but  he  goes  along  catching  at  a  new  Law  of  Value 
for  every  set  of  cases  he  happens  to  be  discussing. 

Ricardo  rightly  saw  that  this  was  inadmissible,  and  that  it  was 
necessary  to  devise  general  Laws  of  Value.      But  he  was  most 

"ortunate  in  his  attempt,  from  his  total  want  of  knowledge  of 

inciples  of  Natural  Philosophy.      Instead  of  collecting  all 

is  of  Value  before  forming  a  theory  of  Value,  he  considers 


14.  IIL]  History  of  Economics  129 

opJy  mitcrial  products  the  result  of  human  labour,  and  he  divides 

tSnc  into  three  classes,  and  contends  that   there  is  a  distinct 

fundamental  theory  of  Value  for  each  of  them.     But  this  method 

vk  contrary  to  the  fundamental  principles  of  Natural  Philosophy,  and 

voUy  inadmissible. 

Mill  has  adopted  Ricardo's  system  in  its  entirety;  but  the 
w-^htc!4  reflection  will  show  that  there  are  many  other  classes  of 
rjQinoditics  besides  those  mentioned  by  Ricardo. 

M:I1  accordingly  says  that  it  is  necessary  to  take  notice  of  certain 

1V3  to  which,  from  their  peculiar  natua*,  this  I^w  of  Value  is 

'up;4!oaMe.      As,   for  example,   the  case  of  two  different  com- 

*'^::x>  having  a  joint  cost  of  production,  being  both  products 

'  :.Sc  ume  operation ;   and  the  same  outlay  would  have  to  be 

-^-urrrd  fur  cither  of  the  two  if  the  other  were  not  wanted  at  all 

Ik  far  instance,  gas  and  coke  are  both  produced  from  the  same 

'oi^^ral,  and  by  the  same  ofK^ration;  so  also  mutton  and  wool; 

'•rf.  hidev  and  tallow;  calves  and  dairy  produce;  chickens  and 

'V*-     "<'i>st  of  production,"  he  says,  "can  have  nothing  to  do 

« 'r,  dmding  the  \'aluc  of  the  associated  commodities  relatively 

r^cti  other ;  it  only  decides  their  joint  value.  The  gas  and 
vr  cuke  together  have  to  repay  the  expenses  of  their  production 

■  tr.  iSdr  or(iinar>'  profit."     But  how  much  of  the  remuneration 

•••  [»rcniuccr  ^hall  bo  dorivetl  from  the  coke,  and  how  much 
-  -    T*".t:  gas,   ftmains  to  l)o  decided.     Cost  of  production  docs 

■  •   :  •'  rrnifH-  their  prices,  l)ut  the  sum  of  their  prices.     \  principle 
•  ar.tinj;  to  a(>|>>rtion  the  exjx*nses  of  proiluc^tion   between   the 

^  -■  c  (Toit  of  I'nKiuction  here  fails  us,  we  must  revert  to  a  Imw 

'  :.-'  anterior  lo  Cost  of  Pnhiuctiony  and  more  funda men tai^  the 

rx    •  Suff^h  and  Demand.*' 

^   h*  t\   Mill  acknowledges  that  the  I-aw  of  Supply  and  Demand 

~  »•  !uruLinKntal  than  that  of  Co^t  of  IVcKluction,  which  at  once 
.  •  '..jiU's  the  lalik'  distinction,  nude  by  Ricardo  and  adopteil  by 
*!  ^  ■•rtwc^n  the  ti»«»  classes  of  caM-s. 

A  ':!:)«   further  on  Mill  says     "This  theorem  is  not  of  any  great 
^:«rurKv  ;  \niX  the  illustrati<in  it  affords  of  the  I-aw  of  Uemand 
'•^     '  the   mi>de  in    zchich^   zvhen    Cost  of  Produ(tion  fails  to  he 
'•*.    j'.>.  th/e  other  f^rincif'le  ste/'y   in  to  supply  the  vacancy  (!  '),   is 
•  r*  .    i  {jani<  ular  attention,  as  we  slull  fiiul,  in  the  next  ( hapter 

.'  *'* .  trat  s«imethin^  \ery  similar  takes  place  in  cases  of  much 
."rai'T  tnonM-nt." 

V\'.\  nxxlc  of  arguing  in   Kconomics  is  just  as  rational  and  t& 

K 
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admissible  as  it  would  be  in  Astronomy  to  say,  "  In  this  class  of 
cases  the  Ptolemaic  Theory  fails  us,  and  we  must  adopt  the  other, 
or  Copemican  Theor}%  to  supply  the  vacancy  " ;  or  in  Optics  to  say, 
"  In  this  class  of  cases  the  Corpuscular  Theory  fails  us,  and  we 
must  adopt  the  Wave  Theory  to  fill  the  vacancy."  The  obvious 
analogy  of  Natural  Philosophy  shows  that  if  a  theory  fails  in  any 
one  case  whatever,  it  fails  in  alL 

In  speaking  of  agricultural  produce,  Mill  says — "There  would  be 
little  difficult}'  in  finding  other  anomalous  cases  of  Value^  which  it 
might  be  a  useful  exercise  to  resolve." 

He  afterwards  says — "This,  then,  is  the  Law  of  Value,  with 
respect  to  all  commodities  not  susceptible  of  being  multiplied  at 
pleasure.  Such  commodities  are  no  doubt  exceptions.  There  is 
another  Law  (!)  for  that  much  larger  class  of  things  which  admit 
of  indefinite  multiplication.  But  it  is  not  the  less  necessary  to 
conceive  distinctly  and  grasp  firmly  the  Theory  of  these  exceptional 
Cases  (! !).  In  the  first  place  it  will  be  found  to  be  of  great  assistance 
in  rendering  the  common  case  more  intelligible.  And  in  the  next 
place  the  principle  of  the  exception  stretches  wider,  and  embraces 
more  cases  than  might  at  first  be  supposed.'' 

Now  this  Law  which  Mill  treats  as  accounting  for  this  exceptional 
case,  by  his  own  admission,  governs  the  Value  of  labour — ^the 
Rate  of  Discount — the  Relation  between  Money  and  Credit — the 
whole  Foreign  Trade  of  the  country — and  the  value  of  all  other 
commodities  at  any  particular  time.  He  afterwards  considers  some 
"peculiar  cases"  of  Value.  Now  if,  according  to  Mill,  the  whole 
phenomena  of  Economics  are  made  up  of  "Exceptional  Cases,** 
"Peculiar  Cases,"  and  "Anomalous  Cases,"  what  remains  for  the 
general  body  of  the  science  ?    Absolutely  nothing  ! 

Ricardo  and  Mill  break  up  Economic  phenomena  into  a  number 
of  distinct  classes  of  cases,  and  they  assert  that  for  each  distinct 
class  of  phenomena  there  is  a  distinct  Law  of  Value.  Now,  if 
each  class  of  Economic  Quantities  has  a  different  Cause  of  Value, 
how  is  it  possible  to  have  any  Fundamental  General  Conception  ? 
and  if  each  distinct  class  of  phenomena  has  a  distinct  Fundamental 
Law  of  Value,  how  is  it  possible  to  have  any  General  Theor)*  of 
Value?  The  method  followed  by  Ricardo  and  Mill  entirely 
destroys  the  power  of  Generalising^  in  Economics,  and  such  a 
mode  of  treating  a  Physical  Science  would  drive  any  Physical 
ophcr  frantic. 

npossible  to  imagine  a  more  glaring  instance  of  the  \iolation 
w  of  Continuity^  and  of  the  Continuity  of  Science^  than 
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Via »  Theory  of  Foreign  Trade.  He  says — "  Does  the  Law  that 
>rrmanent  %-alue  is  proportional  to  Cost  of  Production  hold  good 
Vfvrm  rnmmodities  produced  in  distant  places,  as  it  does  between 
^biMc  produced  in  adfoctnt  places?    We  shall  find  that  it  does  not." 

.\p:n  *'The  value  of  commodities  produced  at  the  same  place, 
.r  :r.  ;»Liri.-%  sufficiently  adjacent  for  capital  to  move  freely  between 
SMB  -let  us  say  for  simplicity,  of  commodities  produced  in  the 
BBr  country— depends  (temporary  fluctuations  apart)  upon  their 

<  *.A  {midmtion.  But  the  value  of  a  commodity  brought  from 
I  ii*u%t  filaci*,  especially  from  a  foreign  country,  does  not  depend 
OB  iti  rof4  of  production,  or  the  place  from  whence  it  comes ;  on 
v^at.  then,  does  it  depend?  The  value  of  a  thing  in  any  place 
Orpmd^  on  the  cost  of  its  acquisition  in  that  place,  which,  in  the 
aic  of  an  imported  article,  means  the  cost  of  production  of  the 
i.a(j  which  is  expected  to  pay  for  it" 

Vav  here  in  an  obvious  fundamental  fallacy.  Mill  says  that  if 
:<:  ci  fzoods  to  the  \'alue  of  £^^0  are  exported,  and  wine  is  imported 
r  ochan^c  for  them,  which  is  worth  J[,\oo  in  the  importing  country, 
>:  va2jc  of  the  wine  to  that  country  is  ^50!  It  is  obvious  that 
-*.^  \s  !o  confound  the  Cost  of  a  thing  with  its  Value. 

This  w  c\j«  tly  as  absurd  as  to  say  that  if  a  man  expends  J^\  on 
irxarinj:  an  artitic  which  he  can  sell  for  ^5,  the  Value  of  the 
r^  ic  to  him  i*  X '  • 

V-J  \r\*r\  says-  "The  value,  then,  in  any  country*  of  a  foreign 
'  ^ssDeA.\\\  dcjit-nds  on  the  quantity  of  home  produce  (I)  which  must 
■'  -TTrr.  t»  the  foreign  country  in  exchange  for  it.  In  other  words, 
'V  fxu*r*  of  foreign  commodities  depend  on  the  terms  of  inter- 
*-.rj:  rn  hanjic.  What,  then,  do  these  depend  upon?  Wliat  is 
•  ir.  1,  m  :he  ra^c  supposed,  causes  a  pipe  of  wine  from  Spain  to 
fi  '.x  'rjkz\^y\   with    England  for  exactly  that  quantity  of  cloth? 

*'  kjr.f  lem  fh.tt  it  is  not  their  cost  of  production.  If  the  cloth 
a:  lSc  »:ne  were  lx)th  made  in  Sfiain,  they  would  exchange  at 
ais  i  ■'  »*!  of  I'roduf'tion  in  S|)ain  ;  if  they  were  l)oth  made  in 
J-X.i.'vi  ::ir>  would  exchange  at  the  Cost  of  Prcxluction  in  Kngland; 
'*:  il  live  r\iju\  luring  made  in  England,  and  all  the  wine  in  Spain, 
^  art  m  •  mumstanees  to  m-hirh  we  have  already  determined  that 
•>  Ijw  •  f  iV.M  of  Production  is  not  applicable.  We  must  accord - 
mc^f.  tis  '.re  kare  done  bffore  in  a  simitar  embarrassment^  fall  hack 
•^  «  x«  snlf.rdf^r  law,  tluit  0/  Supply  and  Demand,  and  in  this  xve 
li-  9r^'^   *«•/  thi  solution  of  our  difficulty y 

If  -  *  i'wtnnc,  therefore,  \s  that  in  the  exchange  of  commodities 
ad;acent  places,  and  in  those  of  the  same  country,  the 

K  2 
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law  of  Value  is  Cost  of  Production:  but  that  in  the  exchange  of 
commodities  between  distant  places  and  foreign  countries,  the  lair 
of  Value  is  that  of  Supply  and  Demand. 

To  examine  this  doctrine  properly  we  must  separate  the  casa; 
because  distant  places  need  not  be  foreign  places;  and  foreq|D 
places  need  not  be  distant  places. 

London  and  Melbourne  are  distant  places,  but  they  are  oat 
foreign  places :  Lille  and  Ghent  are  foreign  places,  but  they  are  not 
distant  places. 

Mill  affirms  that  the  Law  which  governs  the  value  of  commoditiei 
exchanged  between  adjaant  places  is  fundamentally  different  6oa 
the  Law  of  Value  of  commodities  exchanged  between  distatd 
pbces.  He  says  that  if  commodities  are  exchanged  between 
London  and  Southwark  their  Value  is  governed  by  Cost  of  Pn- 
duction  ;  but  if  they  are  exchanged  between  London  and  Melbomne 
their  Value  is  governed  by  Supply  and  Demand. 

Now,  if  this  doctrine  be  true,  there  must  be  some  precise  spot 
l)etween  Southwark  and  Melbourne  at  which  the  law  of  Cost  of 
{Production  changes  into  that  of  Supply  and  Demand.  Where  ii 
this  spot?  Is  it  in  the  chops  of  the  Channel?  Is  it  at  the 
Equator?     Is  it  at  the  Cape  of  Good  Hope? 

If    Mill's  doctrine  is  true,   let  us  gradually  and  continuoodj 
increase  the  distance  between  the  adjacent  places  until  they  become 
distant  to  each  other :  and  at  this  particular  spot  the  Law  of  CM 
of  Production  suddenly  and  violently  changes  into  that  of  Supply 
and  Demand.     Let  us  suppose  that  a  ship  passes  from  one  place 
to  the  other ;  and  that  at  a  particular  time  the  centre  of  the  ship 
is  exactly  at  this  spot ;  then,  according  to  this  doctrine,  the  Law  of 
Value  in  the  stem  of  the  ship  will  be  that  of  Cost  of  Production^ 
the  Law  of  Value  in  the  bows  of  the  ship  will  be  that  of  Supply 
and  Demand ! 

But  Mill  says  that  the  Law  of  Value  of  commodities  exchanged 
in  the  same  country  is  Cost  of  Production :  of  those  exchanged 
between  y^/rf*;/i  countries  is  that  of  Supply  and  Demand. 

Now,  London  and  Melbourne,  and  St.  Petersburg  and  Kamschatka, 
are  in  the  same  countr\* ;  therefore,  according  to  Mill,  the  Law  of 
N'alue  between  them  is  that  of  Cost  of  Production, 

But  they  are  distant  places :   therefore,  according  to  the  same 
e    Law   of   Value   between   them   is   that   of   Supply  and 

kd  Ghent  are  adjacent  places  ;  therefore,  according  to  Mill, 
F  Value  between  them  is  that  of  Cost  of  Production, 


c«  ifL]  History  of  Economics  133 

Eut  they  9p^  foreign  pbces :  and,  therefore,  according  to  the  nine 
MxH  the  Law  of  Value  between  them  is  that  of  Supply  and 
IkmMmd: 

Apm,  |ilarcs  that  are  at  one  time  foreign  to  each  other  may,  by 
Ar  umnn  of  the  two  countries,  become  of  the  same  countr)*. 
E/viind  and  Scotbnd  were  once  foreign  to  each  other :  but  by  the 
I'aon  thp  liccame  one  countr>*. 

.%ccof\iinf;  to  Mill,  while  they  were  foreign  countries  the  Law  of 
Vi.nic  hvrtwttrn  them  was  that  of  Supply  and  Demand:  when  they 
)rcuDe  oiH*  country  the  I^w  of  Value  between  them  became  that 
dK'agLtd  Production. 

>o  that  un  the  very  day  and  instant  at  which  the  Act  of  Union 

aae  into  cflcct,  the  I^w  of  Value  between  the  two  countries  under- 

a  sudden  and  fundamental  change !    Certainly  this  was  an 

of  the  Union  which  no  one  ever  suspected  before. 

Until  vt-ry  recently  Italy  was  divided  into  a  number  of  separate 

xucs  «huh  were  foreign  to  each  other:  and  therefore  the  Value 

4  OunnKiditics  was  governed  by  the  Law  of  Supply  and  Demand. 

Ixt  lA  niiw,  happily,  united  and  become  one  country:  and  con- 

tiy  Wilucs  are  governed  by  the  Law  of  Cost  of  Production ! 

I  »  to  say.  the  unification  of  Italy  has  produced  a  fundamental 

'^L-vc  in  till  l^ws  of  Value !     It  would  be  just  as  rational  to  say 

'■3a:  t.v:  unit'iration  of  Italy  has  produced  a  fundamental  change  in 

^  Ij»  "I  (iraviiy;  or  in  the  principles  of  Astronomy:  or  in  the 

awi   -t  (»j»ti«>. 

rSr  ^.vhtt  ^t  ronsideration  will  show  that  such  fantastic  notions 
aencx  't  ro  ri\t*d  as  sound  philosophy. 

Hj):r.:  :huN  sh«>wn  the  unphilosophical  basis  of  MilFs  **  Theory 

«   I-:cT-'-i!;«»iul  Values  and   International   Trade,"   we   need  not 

ai=:nc  ::•  in  any  more,  nor  his  alleged  "Equation  of  Intematioiml 

>sa.-«:       "^u*  h  things  cannot  be  fundamental  l^ws  of  Economics, 

*i**^  .:  IS  a  inrre  dK\idtnt  that  countries  are  foreign  to  each  Other. 

•V-  r.  .fitfn^  roalesce  and  iRx'ome  one,  what  Ikrcomes  of  Inter- 

3K#^^    \'alue%.   and    International   Trade,  and  the    E<|uation   of 

Zvf'.\j\    I>emand?     They   simply   colbpse   and    vanish    into 

t.  an*i  with  them  the  Kicardo-Mill  system  of  Economics. 

I:  ^us  .  -n,:  a^o  Ix-en  obser\'ed  that  for  the  purp<»se  of  trade  the 

fj^  ':^r^t\  \s  one  nation,  and  that  the  I^ws  ot  \'alue  nuist  be  the 

mrc  vr.  a^.  pla*  ea»,  in  all  times,  and  Inrtween  all  places,  adjacent  or 

nar.  h*  flic  "f  loreifjn. 

M:U  r.Vn  in  Ii»M>k  III.,  ch.  vi.,  gives  a  summary  of  the  Tlieory  of 
**a.'^.  in  whKh  Itc  contends  that  there  are  seventeen  I^ws  of  Value, 
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whereas  the  Laws  of  Natural  Philosophy  show  that  there  can  only  be 
one.     He  also  says,  "Happily  there  is  nothing  in  the  Laws  of  Value 
which  remains  for  the  present,  or  any  future  writer,  to  clear  up " ! 
Was  there  ever  a  more  astounding  instance  of  complacent  sdf- 

delusion  ? 

Now  would  such  a  mode  of  argument  be  tolerated  in  any  odier 

Physical  Science? 

Taking  Astronomy  and  Optics  as  typical  examples  of  a  Physkad 
Science,  the  purport  of  the  science  is  to  discover  a  single  Genenl 
Theory  which  governs  all  the  phenomena :  and  there  can  be  oolf 
one  General  Theor>'.  It  would  be  utterly  contrary  to  the  funda- 
mental nature  of  a  Physical  Science  to  suppose  that  every  distinct 
class  of  phenomena  was  based  upon  a  distinct  fundamental  Theory. 

Both  in  Astronomy  and  Optics  different  fundamental  Theories 
have  been  held  at  various  times:  but  no  one  ever  supposed  diat 
more  than  one  theory  could  be  true :  no  one  ever  dreamt  of  writing 
a  treatise  on  Astronomy  in  which  one  chapter  was  based  npoo 
the  Ptolemaic  Theory :  another  chapter  on  the  Theory  of  Tjfdw 
Brahe :  and  another  chapter  on  the  Theory  of  Copernicus. 

No  one  would  ever  dream  of  writing  a  Treatise  on  Optics  in 
which  one  class  of  phenomena  were  explained  by  the  Corpuscular 
Theory  of  Light :  and  another  set  of  phenomena  by  the  Undulatory 

Theory. 

If,  then,  Economics  is  a  Physical  Science,  and  to  be  treated  after 
the  method  of  a  Physical  Science,  it  is  the  essential  condition  of 
its  being  so  that  all  the  phenomena  in  it  should  be  reduced  to 
one  grand  General  Theor)-.  Economics  is  simply  a  new  order  erf 
Variable  Qu.intities :  and  consequently  it  must  be  subject  to  the 
Grand  General  Theor\*  of  Variable  Quantities  in  general. 

Wc  have  now  sliewii  what  a  chaos  of  confusion  and  contradictions 

Mi  IPs  notions  are  on  the  two  fundamental  concepts  of  Economics. 

■^ut  thc^^  are  nierx^lv  sjxvimens  of  his  whole  work.     We  need  not 

ttiy  morv  examples  here,  but  we  have  shown  his  confusion  and 

idiciions  on  Banking,  Capital,  Credit,  Rate  of  Profit, 

C»  &i\,  under  these  resjxx'tive  ortick^s. 

»e  fiici  is  ilui  V'eonomiv^  has  burs:  the  bonds  of  the  Phvsiocrate 

-tii^clAniiw     The  fundamental  concep'^  of  the  Economists  were 

^  ineUide  material  pr^x'.uots  oniv ;  and  when  Adam  Smith, 

Mill  eante  and  inohuied  in  the  science  such  things  as 

prwlnots  and    alvtraei    rights,   the  cennition    became 

Ic,      lUii    the   attempt  was   hope'.ess.  and   only   led  to 

It  wa.<  hke  putiini:  new  wine  in:o  old  bottles;  and 
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Raton  ayi  it  is  idle  to  expect  any  great  advancement  in  science 
frno  saperinducing  and  engrafting  new  things  upon  old.  We  imtst 
uepi  ji|:ain  from  the  very  foundations.  The  fundamental  concepts 
I  d  'J^  Economists  will  no  more  fit  the  facts  of  nature  than  the 
cxSn  of  an  infant  will  fit  a  full-grown  man.  We  must  have 
mcrpcs  and  axioms  which  include  indifTercntly  all  the  three  orders 
d  Ofinomic  Quantities  The  works  of  Smith,  Ricardo,  Say,  and 
M:n  arr  simple  anarchy,  and  like  those  of  the  Economists  have 
^urtcd  away,  and  for  the  same  reasons  they  are  not  general — ^they 
at  totally  repugiunt  to  the  fundamental  principles  of  Natural 
Rt:Joiophy,  and  they  are  not  conformable  to  nature. 

rrincitnit  Umen  in  renim  (ccere  ruinu 
Et  grmvitcr  nu|pu  magno  ceddere  ibi  casu 

•  •  •  •  • 

Anplezi  9^Md  baocot  parverse  prima  viai. 
Rt^utufm  a^aimst  the  Economics  of  JtOLn  Baptists  Sciy  amd 

John  Stuart  Mill. 

FREDERIC    BASTIAT. 

?  r  nearly  half  a  century  the  Economics  of  J.  B.  Say  reigned 
f^rrrac  in  Francf,  and  whtrn  J.  S.  Mill  introduced  it,  though  with 
r«-j  d:\'T^cnrcs,  into  England  in  1848,  his  work  was  saluted  by  his 
""•1«  and  an  unrritital  public  with  unlnmnded  applause-,  and  was 
■-,■'• -ot  :..  }ia\c  br<»uj:hi  Kconomics  to  the  highest  .slate  of  jK'rfec- 
IP'!  f'»r  nuny  years  it  was  sup{)(>scd  that  it  was  as  futile  to 
•"••^-T  \l:l!  an  to  criti<  i/e  infallibilitv  itself.  Whatever  Mill  asserted 
*i  :    •-  a- «  epte^l  without  (l(»u!»t  or  pn)fane  questioning. 

•  -:  s  -  ::  afti  r  the  publirntion  of  Mill's  work  a  reaction  began  in 
■  'iTf'.  4-.' I  \\3LS  gone  on  increasing  to  the  present  time,  and  the 
•  •:  ii!\  jr.*  r  .i  K<  unomists  thn»ughout  t!u*  world  have  come  to  see 
\iZ  .'.  IS  -TT'.  J -fusible  to  ere<-t  Kconomi(*s  into  a  i>ositive  and  definite 
^yrv'  •  n  the  sv^itm  <if  Sav  and  Mill,  and  that  this  ran  only  be 
jot  '^  r'vcrting  to  the  original  conception  of  its  founders-  that  it 
3  'V   >P  :*  :v  1    «if   Commerce   or    Exchanges,  or   the   Theory   Of 

Value 

Fffdcnr  Ha^tiat,  the  brightest  genius  uhoevt-r  atlorne*!  the  scimct- 
'  L  "roMii'V  was  Itorn  in  iSoi,  the  son  of  a  merchant  at  Hayonne. 
H'  wa*  *'ft  an  orphan  at  the  age  <»f  nine,  and  was  brou-^ht  up  under 
V  raff  "f  hn  grandfather,  who  had  a  small  estate  at  Mugron,  in 
"If  ir^ortmcni  of  the  landcs.  After  U^ing  at  college  he  was  placed 
'   *.«  ury  lr'»  house  of  busme^s  at  Hayonne,  in  his  19th  year.     At 
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first  he  thought  that  the  business  of  a  merchant  was  purely  mechan- 
ical, and  could  be  picked  up  in  a  few  months.  But  he  was  sooi 
disabused,  and  found  that  the  science  of  commerce  was  not  men, 
routine,  and  that  a  merchant,  besides  his  books  and  ledgers,  ougbtj 
to  study  the  Laws  of  Economics. 

Having  succeeded  to  his  grandfather's  property  of  Mugron, 
thereby  having  acquired  a  competence,  he  left  commerce  and  d 
himself  to  study.  He  read  Adam  Smith  and  J.  B.  Say,  for  wl 
at  that  time  he  had  a  great  admiration,  and  other  Economists. 
also  devoted  much  attention  to  English  and  Italian  literature,  as  vdl 
as  philosophy.  Thus,  for  several  years  his  life  passed  away  in  dap 
study  and  peaceful  meditation,  and  filled  some  departmental  offioei 

Bastiat  had  written  a  few  minor  articles  shewing  great  ability,  and 
containing  many  of  the  ideas  he  afterwards  developed  with  suck 
surpassing  brilliancy,  which  appeared  in  the  provincial  journals:  hat 
it  was  in  July,  1844,  that  his  first  article  appeared  in  the  JoumaUa 
Economistes  which  announced  to  the  world  that  a  great  Economicd  j 
writer  had  arisen. 

We  must  pass  over  his  inimitable  SopMsmes  Economiques^  also  his ; 
strenuous  efforts,  in  company  with  Michel  Chevalier,  to  found  a 
Free  Trade  league  in  France,  in  imitation  of  the  Anti-Com-Law 
League  in  England,  because  all  we  have  to  do  with  in  this  place  if 
to  ascertain  what  his  views  were  of  the  nature  and  objects  of  the 
science  of  Economics.  He  began,  as  said  above,  by  having  a  great 
admiration  for  J.  B.  Say,  whose  work  was  then  the  great  standard 
work  on  Economics  in  France,  and  held  the  same  position  there  as 
the  Wealth  of  Nations  did  in  England.  But  when  he  came  to 
declare  his  own  views  as  to  the  nature  and  objects  of  Ek:onomici» 
he  entirely  abandoned  the  system  of  J.  B.  Say,  and  reverted  to  the 
original  conception  of  it  as  the  Science  of  Commerce  or  ExchangeSi 
or  the  Theory  of  Value. 

In  his  Harmonies  EconofniqueSy  under  Besoins^  Efforts^  Satisfactum^ 
he  investigates  the  true  limits  and  objects  of  the  science  of 
Economics.  He  determines  that  it  is  founded  upon  the  wants  of 
mankind,  and  their  reciprocal  services  ministered  to  their  reciprocal 
wants  and  desires. 

"  It  is,  in  fact,  this  faculty  given  to  man,  and  to  man  only,  among 
all  creatures,  to  labour  for  each  other:  it  is  this  transmission  d 
efforts,  this  exchange  of  services,  with  all  their  complicated  and 
infinite  combinations  to  which  it  gives  rise  through  time  and  space 
it  is  that  precisely  which  constitutes  Economic  Science,  shows  it! 
origin,  and  determines  its  limits.  ... 
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"To  arcomplish  an  cfTort,  to  satisfy  the  wants  of  another,  is  to 
tender  him  a  service.  If  a  service  is  stipulated  in  return,  there  is 
an  rurhangc  of  services:  and  as  that  is  the  most  usual  case, 
FV4itk-aJ  Economy  may  be  defined  as  the  Theory  of  Exchange. 

"Hluucvcr  may  be  the  degree  of  want  of  one  of  the  contracting 
(uitKs.  or  the  intensity  of  the  effort  of  the  other,  if  the  exchange  is 
bic  the  two  services  exchanged  are  of  equal  veUue.  Value  consists, 
'.Sen,  in  the  comparative  appreciation  of  reciprocal  services,  and  so 
iAc  may  uy  that  Political  Economy  is  the  Theory  of  Value." 

In  the  article  on  Value,  Bastiat  investigates  the  conception  of 
ViJue.  and  shews  that  it  is  entirely  founded  on  the  mutual  apprecia- 
^xi  k4  services  interchanged,  and  not  upon  labour. 

"Thus  the  definition  of  the  word  Value,  to  be  correct,  should 
'vord  not  only  human  efforts,  but  also  those  efforts  exchanged  or 
rti  iungtable.  Exchange  does  more  than  state  and  measure  values, 
t  ^.\\'s  them  existence.  I  do  not  say  that  it  gives  existence  to  the 
kXs.  •<r  to  the  things  which  are  exchanged,  but  it  gives  them  the 
■«o-fl  of  Value. 

I  u> .  then,  that  Value  is  the  relation  of  two  services  exchanged. 

'  The  idea  of  Value  entered  into  the  world  the  first  time  that  a 
Tjn  uui  to  his  bn>ther,  *I>o  this  for  me,  and  I  will  do  that  for  you.' 
n)c>  canu:  to  an  agrtx'ment :  for  then,  for  the  first  time,  one  could 
uv  the  two  scrvK  cs  exchanged  were  e<]ual  in  %'alue. 

"\U  nican%  of  rstchange,  we  lal)Our  to  pro\*idc  fo<xl,  clothing, 
'>:-r,  l:ghl,  lo  heal,  to  defend,  instruct  each  other:  thence 
-'l-fiftal  scrvi*  cv  These  services,  we  comjare  them,  we  discuss 
•rr:,  »c  t\t/ite  them  :  thenre  ValuC.*' 

Mr  shtxks  that  many  cireumstances  aflTeci  Value,  and  [)oints  out 
"v  uJv  ••ngins  whi<*h  haw  Inx-n  attributed  to  the  word. 

"Up  till  now,  the  {irinciple  of  Value  has  Ix^en  sought  f«)r  in  one 
*  :>:  *  ;n*umstanci*>  which  augment  it  or  diminish  it,  materiality, 
:.rv-.\::\,  utihty,  M-arcity.  laUmr,  ditli<'ully  of  acquisition,  judg- 
arr.t,  ,v..  .  a  fal^e  dire<lit»n  impressed  from  the  b^.-ginning  on  the 
« cnt  • .  (ie«auv-  the  accident  which  modifies  the  phenomenon  is 
■•<  :.V  phenomenon.  .  .  .  Thus  the  principle  of  Value  is  for 
^Oiiv.  :ri  materiality  [Smith  lus  admitted  that  b<Jth  Personal 
•,Mil;tK-s  and  AbNlract  Rights  have  Value]  and  durability,  for  S,iy 
a  j::.:Z\,  for  Kitardo  in  labour,  for  Senior  in  scarcity,  for  St(»rch  in 

He  t.n«-n  shuw*  the  (onfusion  into  which  the  m  ience  lias  l)een 
'.-jwn  it\  thcvr  contradictor)'  cnrneptions,  and  shews  that  the  only 
'^  ti«urcc  of  Value  is  Kxchan^ealnlity. 
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Thi  Author. 

I  had  been  interested  in  Economic  subjects  from  my  earliest 
^ccih.  but  in  1854  I  was  compelled  by  circumstances  to  investigate 
ivroughly  tbe  current  works  on  Economics.  At  this  time,  nor  for 
<ym\  Tears  afterwards,  I  had  not  read  a  line  of  the  works,  nor  even 
ynj  cif  the  name,  of  Bastiat. 

Mv  father  was  Roderick  MacLeod,  of  Cadboll  and  Invergordon 
*'i<\'\  in  the  counties  of  Ross  and  Cromarty,  I^rd  IJeutenant 
-(  :hr  county  of  Cromarty,  and  member  of  I^rliament  for  the 

•  '.nty  of  Cromarty,  the  county  of  Sutherland,  and  the  Inverness 
■:<r\t^  of  Burghs.     I  was  educated  at  Eton  and  Trinity  College, 

•  j-T.^indgt:.  where  I  graduated  in  mathematical  honours  in  1843. 

Hhi-n  I  was  a  student  at  Cambridge,  from  1839-43,  the  Anti- 

•  ^  Lav  League  was  carrying  on  a  \'igorous  campaign  for  the 
rrra]  of  the  Com  I^ws.  As  my  father's  property  consisted 
''•rv\\  in  land,  I  naturally  took  an  interest  in  these  discussions, 
i.-ii  J*-»amc  an  academical  believer  in  Free  Trade.  But  in  1842 
r  mcitt-d  an  object  lesson  which  made  a  deep  impression  on  me. 
la    onijuny  with  some  friends  I  \isited   Manchester,  which  was 

'r-:  :n  a  state  of  the  deepest  distress,  and  the  chief  of  the  police 

v:  us  that  an  outbreak  might  take  place  at  any  moment.     When 

'  !-«  the  Htunlcti.  miserable,  and  woebegone  ap(x.*arance  of  the 

•  'Ki:-  pwtiplr,  1  was  at  once  convinced  that  it  was  intolerable 
-:  :v  ni  li-N'wiry  UhhI  of  the  toiling  millions  should  be  taxed  for 
'    Vsc    purji»»Ni'    ui   keeping    up    landlords*    rents,   and    I    then 

•  --  *   an  unconipromising  Free  Trader. 

y  LithtT  having  suffered  severely  in  his  health  from  his 
i*  ■  -iVi^e  in   Tarliament,  was  0rdcrt.1l   by  his  physician  to  reside 

i  »irm  ihnuti-:  arid  my  elder  brolhrr  ser\*ing  in  the  navy,  he 

.»^--u:f.':  nw  m  tht-  management  of  his  estates;   and,  under  the 

-•  -i^v     r  oru-  of  the  wisest  and  IksI  men  I  ever  knew,  I  acijuired 

.  4-'  •:■  ,:^.-  nt  thi-  management  of  a  <'onsiderable  amount  of  landi.*d 

.r.r»rr\   ij»  f^.n-  I   lud  e\cr  heard  of  any  theories  on  the  subjei*t, 

-■«:  -i:-«i  up  a  store  of  «)l>s<,'r\'aiions  on  the  subject  which  wrre  of 

i«r-rtai  um.-  lo  mc  afterwards,  whi-n   I  was  obliged  t«»  in\isiigale 

>  «v*ic  St  :cn«  e  ol  K<:ononiK's 

I*  I  "47  1  ctimmin*cd  stud)ini;  in  the  ehnml>ers  <if  Mr.  K<lward 
i".  jt..  ..r.c  t.|  the  n)0'»t  able  and  accomplished  lawver*  of  his  day, 
-*'  *."  jEr*at  master  of  the  art  of  s|Kri.il  ple.uiin^  ;  and,  of  course, 
j^-T.-r  th*  r>iughly  acijuatnted  uith  />y/rs  on  JitA's  of  Exihange^ 
*ty:.  WAA  then  regarded  as  the  standard  authority  on  the  subject. 
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i  ^■'r-housc  should  be  an  adequate  offer  of  relief,  so  as  to  bar  the 
I  i:m  of  a  pauper  to  be  relieved  from  the  rates  who  had  refused  to 
cntrr  ihc  poor-house; 

Thi-  consequences  of  {lassing  an  Act  to  levy  rates  for  the  relief  of 
'^  pour,  but  at  the  same  time  instituting  no  test  to  prove  the 
i;i(>Ii<ant&*  necessities,  were  obvious.  In  a  very  short  time  the  rates 
nr  from  ^300  to  ^{^'3000 :  and  if  an  applicant  was  dissatisfied  with 
the  allowance*  made  to  him,  he  raised  an  action  in  the  Court  of 
Session,  llic  prospect  was  most  alarming,  and  the  district  in  which 
I  ^-udtd.  consisting  of  nine  |xuishes,  appointed  a  Committee  to 

•  cfludvr  what  was  to  be  done.  This  Committee  elected  me  their 
'Minnan.  and  entrusted  me  with  the  responsibility  of  devising  a 
^  rt  Mti<^fa<  tory  system  of  Poor  I^w  relief. 

The  •jui'Stion  was,  however,  surrounded  with  considerable  difll- 

•  .!T  I  he  old  Poor  I^w  of  Scotland  consisted  of  some  old  Acts 
^"^i  t'rr^  lamations  of  the  i6th  and  17th  centuries,  which  had  never 
rtr".  really  enforced.  Now,  in  Scotland,  contmry  to  the  case  in 
Irvund.  ii'  \\\s  of  l*arliament  fall  into  desuetude,  and  for  a  con- 
«xi(r.iMt  tinte  cease  to  be  worked,  they  cease  to  be  valid.  'Ilie  old 
A  \s  v-rnud  to  contain  the  powers  I  wanted,  but  the  (|uestion  was, 
«v:htr  !hey  could  he  so  enforced  at  the  present  day  so  as  to  make 
IT.  ..?t:T  «'f  nlief  in  the  jKXjr.house  a  valid  tender  of  relief.  I  came 
:  :.St  4<in'iusi<in  that  they  were  still  valid,  and  capable  of  being 
'**  •  "f  .1!  \\\K'  present  <lay,  an«!  I  drew  up  a  Report,  re<*ommending 
•'-k:  •.*".•  T'  :if  {tarishes  should  combine,  and  erect  a  <'ommon  Poor- 
%  ^sr  I  •!>  K(  {H»rt  was  adopted  unanimously  by  the  nine  farishes. 
■•-  i'.-.r*...i:se  was  built,  and  was  i)erfe<'tly  successful.     While  the 

•  •-  'x\k^  \\.\i\  i!)<  reasc*il  in  ever)-  other  district  in  the  North  of 
*•  *-*nd.  in  1. aster  Ross  alone  they  consitlerably  diminished.  This 
».'  ••'  :':rs:  piMjr  I^w  Union  in  Scotland,  and  in  i»S52  the 
■•^•■:  «  !  MijuTvision  re<|uested  me  to  «lraw  up  a  RejKirt,  to  he  pre- 
-':■•:  :  I   larlianunt,  m»  as  t<i  en<-oum^e  other  districts  to  form 

•  ~  -ir  I  ni'iii'i.  .My  Re|H>rt  ap{>eared  in  the  Seventh  Annual 
^rt-.r:  «.:  :ijf  Hoard  of  Su|kTvisinn  in  1S52.  The  example  set  by 
LAittr  ko^"*  via-*  siKfdily  folhmcd  in  other  parts  of  the  country,  and 
■  a  !•«   \earH  the  whole  of  Srotland  was  formet!  into  Poi»r  Ijiw 

Al'  !h!^  tiiiie  I  Jud  ne\er  read  a  line  of  an\  work  on  Ki-onomic-s, 
* ■■«.^-.  i.f  (oufM:  I  knew  that  .\dam  Smith,  Ri<\irdo,  and  John 
v^n  Mill  ^ud  grtat  reputations  as  Kcon<»niists.  I  tut  in  1S54  I 
»*i    roni|ji.-llcd    to    j:o    thorou^'hly    into     the     Hh<»le    subject    of 

(^4K«UCSi. 
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In  that  year  I  was  invited  to  join  the  direction  of  a  Joint  Stock 
Bank,  which  had  been  formed  under  Sir  Robert  Peel's  Joint  Stock 
Banking  Act  of  1845.     I  had  not  the  slightest  knowledge  of  Bank- 
ing, and  never  should  have  dreamt  of  seeking  such  a  position,  but 
as  it  was  offered  to  me,  thinking  that  it  would  be  of  great  advantage 
to  me  in  my  profession  to  gain  a  practical  insight  into  mercantile 
business,  I  accepted  the  invitation.     As  soon  as  I  joined  the  Board, 
I  was  informed  that  they  had  a  long-standing  controversy  with  the 
Board  of  Trade.     All  Banks  by  the  Act  had  to  be  founded  by 
Charters  from  the  Board  of  Trade.     In  granting  the  Charter,  which 
was  prepared  by  the  l^al  adviser  of  the  Board  of  Trade,  certain 
clauses  were  inserted  containing  provisions  for  the  future  progress  of 
the  Bank,  which  were  essential  to  its  existence,  and  if  they  had  not 
been  granted,  the  Bank  would  never  have  been  founded    When  the 
directors  applied  to  the  Board  of  Trade  to  grant  the  further  powers 
contained  in  these  clauses,  they  were  astonished  by  the  Board  of 
Trade  peremptorily  refusing  to  do    so,   alleging  that  their  legal 
adviser,  who  had  himself  drawn   them,   declared  that  they  were 
illegal,  and  that  the  Crown  had  no  power  to  act  in  accordance  with 
them.    The  directors  placed  their  whole  case  before  me,  and  I  gave 
it  as  my  opinion  that  the  clauses  were  perfectly  legal,  and  I  said  that 
I  could  draw  such  a  case  as  would  prove  to  the  Board  that  they 
were  in  error.     The  Board  of  Trade  then  said  that  if  such  a  case 
were  drawn,  they  would  refer  it  to  the  Law  Officers  of  the  Crown, 
and  would  abide  by  their  decision.      I  accordingly  drew  the  case, 
and  it  was  submitted  to  Sir  Alexander  Cockbum  and  Sir  Richard 
Bethel,  the  then  Law  Officers  of  the  Crown,  and  they  at  once  gave 
their  decision  in  my  favour. 

It  was  this  case  which  was  the  origin  of  the  modem  Science  of 
Economics. 

As  the  points  raised  by  the  case  were  perfectly  novel,  I  thought 
that  there  might  perhaps  some  light  on  them  to  be  found  in  the 
cunent  books  on  Economics,  and  I  then  began,  for  the  first  time,  to 
itudy  Adam  Smith,  Ricardo,  and  Mill.  I  had  not  the  slightest  idea 
what  the  Science  of  Ex:onomics  was.  I  expected  to  find  treatises 
on  a  Science  somewhat  of  the  nature  of  those  on  Physical  Science, 
to  which  I  was  accustomed.  Being  perfectly  familiar  in  practice 
with  all  the  subjects  which  these  works  treated  about,  I  can  hardly 
express  the  disappointment  I  felt  at  reading  them.  It  was  true  that 
they  had  done  immense  services  in  clearing  away  old  prejudices  and 
*  npediments  to  trade,  but  for  the  purpose  of  describing  the  actual 
tidples  and  mechanism  of  commerce  they  were  absolutely  worth- 
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hc)'  were  merely  a  chaos  of  confusion  and  contiadicrions. 
:rc  utterly  unable  to  give  any  true  scientific  definitionsi  or  if 
wtinics  did  hit  upon  a  good  definition,  they  were  unable  to 

0  it  They  never  nuule  any  attempt  to  give  any  exposition 
Ltual  facu  of  business,  as  treatises  on  science  are  bound  to 
cy  were  in  flat  contradiction  to  themselves  and  to  each  other 

single  point  In  Eaurt,  they  were  in  no  sense  a  science,  but 
hery  of  a  science.  I  saw  that  the  greatest  opportunity  that 
ic  to  any  man  since  the  days  of  Galileo  had  come  to  me, 
ben  determined  to  devote  myself  to  the  construction  of  a 
ncc  of  Economics  on  the  model  of  the  already  established 

^ic-nccs.  Even  then,  from  the  study  of  these  works,  I 
;si-cm  from  Adam  Smith,  Ricardo^  and  especially  Whatdy, 
»nomics  is  in  reality  the  Science  of  Exchanges  or  of  Com* 
^x  the  Theory  of  Value. 

nd  that  they  had  not  the  faintest  idea  of  the  juridical 
r&  and  the  mechanism  of  the  great  system  of  Mercantile 
fianking,  and  the  Foreign  Exchanges, 
subject  of  supreme  importance  at  that  time  demanded 

1  investigation — Commercial  Crises  and  Monetary  Ptaics. 
ncc  1793  the  commercial  world  had  been  periodically 
ni  by  Crises  and  Panics,  but  no  one  had  succeeded  in 
Lrating  how  they  were  to  be  brought  under  scientific  control. 
^k  Act  of  1844  had  been  supposed  to  have  rendered  them 
lie,  but  only  three  years  after  its  enactment  it  completely 
,<fwn,  and  had  to  be  sus|)ended  to  save  the  country  from 
^unkru|)tcy. 

:':rs:  work  I  undertook  was  the  Tluory  and  Prottia  0/ 
:,  and  1  determined  to  bring  the  question  which  had  so  long 
snancicrs  and  statesmen  to  a  final  conclusion. 
L^:igated  the  histor)*  of  Banking  from  its  origin  in  this 
1  carefully  studied  the  principles  by  which  the  Bank  of 
[  had  been  managed  from  its  institution,  and  especially 
c  great  monetar>*  {xinic  of  1793.  ^  carefully  studied  the 
illion  Ke|x>n  of  181 1,  all  other  parliamentar)*  reports  upon 
,  and  all  the  delates  in  Tarliament. 

uncc  1800  the  Bank  has  \xxn  managed  on  a  succession  of 
,  each  one  of  which  was  regarded  as  the  acme  of  wisdom  in 
day,  and  was  condemned  as  the  nt  plus  ultra  of  folly  by  the 
netaiion.  The  extravagant  issues  of  paper  money  by  the 
1  purMiance  of  their  theory  of  1800,  had  caused  a  serious 
itaon  of  the  Bank  Note  and  an  export  of  gold,  so  that  there 
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was  scarcely  any  gold  left  in  circulation.  This  gave  rise  to  the 
Bullion  Committee,  who  showed  that  there  were  two  causes  of  an 
export  of  gold ;  (i)  an  adverse  balance  of  trade,  and  (2)  depreciated 
paper  money.  Proposals  were  made  to  impose  a  limit  on  the 
power  of  the  Bank  to  issue  Notes;  but  the  Bullion  Report  ex- 
pressly condemned  any  such  limitation  for  reasons  fully  stated  in 
my  Theory  and  Practice  of  Bankings  and  Theory  of  Credit:  and  aD 
Banking  authorities  concurred  in  this  opinion.  Sir  Robert  Peel,  in 
1 819,  said  that  there  never  would  come  a  time  when  he  would 
assent  to  such  a  limitation.  The  Bullion  Report  laid  down  that 
the  Bank  should  regulate  its  issues  of  paper  by  the  market^  or 
paper,  price  of  bullion  and  the  state  of  the  Foreign  Exchanges. 
But  they  omitted  to  state  how  this  was  to  be  done.  For  some 
time  the  Bank  repudiated  these  doctrines,  but  ultimately  adopted 
them,  and  endeavoured  to  frame  a  theory  to  carry  them  out  But 
yet  Commercial  Crises  and  Monetary  Panics  continued  to  recur. 
At  last,  in  1844,  Sir  Robert  Peel  undertook  to  frame  an  Act  which 
should  automatically  compel  the  Bank  to  conform  to  the  doctrines 
of  the  Bullion  Report,  under  the  guidance  of  Lord  Overstone, 
Colonel  Torrens,  and  others.  Sir  Robert  Peel  adopted  the  theory 
that  all  Commercial  Crises  and  Monetary  Panics  were  due  to 
excessive  issues  of  Bank  Notes,  and  that  if  he  could  provide 
against  that,  Commercial  Crises  and  Monetar)'  Panics  would  be 
prevented  from  occumng.  The  Act  was  founded  on  a  nest  of 
theories,  (i)  That  only  Coin  and  Bank  Notes  payable  to  bearer 
on  demand  are  currency,  to  the  exclusion  of  Cheques,  Bills  of 
Exchange,  and  all  other  forms  of  credit.  (2)  That  if  Bank  Notes 
are  permitted  to  be  issued,  they  ought  to  be  exactly  equal  to  what 
the  coin  would  be  if  there  were  no  Bank  Notes.  The  Bank  of 
England  was  reconstituted  in  such  a  way  that  it  was  supposed  that 
beyond  a  certain  fixed  amount.  Bank  Notes  could  only  be  issued  in 
exchange  for  gold  paid  in,  and  that  if  gold  was  drawn  out  an  equal 
amount  of  Bank  Notes  must  be  cancelled.  The  framers  of  the 
Act  supposed  that  gold  could  only  be  drawn  out  of  the  Banks 
by  means  of  Notes.  Then  came  the  crisis  of  1847,  and  to  the 
astonishment  of  everyone,  gold  continued  to  ebb  aw^ay  from  the 
Bank,  end  not  a  single  Note  7vas  withdrawn  from  circulation  !  On 
the  contrar)',  while  the  gold  continued  to  diminish,  the  Notes 
rather  increased.  The  wonderful  wiseacres  who  concocted  the 
Bank  Act  had  quite  forgotten  the  fact  that  gold  ?nay  be  drawn  out 
from  the  Bank  by  means  of  Cheques  as  well  as  Notes  / 

My  experience  in  banking  had  brought  to  my  knowledge  a  fact 
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vhich,  as  far  as  I  am  aware,  has  never  been  stated  in  any  book ;  it 

vaft  ncrrr  mentioned  in  evidence  before  any  Committee  nor  in  the 

drbalM   in    Parliament.     It  was  this:    ''That  when  the  Rate  of 

Ikuvmm/  in  two  markets  differs  by  more  than  sufficient  to  defray  the 

jv/  ff  semding^  Miion  from  one  to  the  other^  buiiion  flaws  from  the 

market  where  discount  is  tower  to  where  it  is  higherJ* 

The  fact  is  that  when  two  markets  are  in  such  a  position,  Bullion 
dtajcTs  fabricate  Bills  for  the  express  purpose  of  having  them 
dacountcd  by  the  Bank.  When  the  bills  are  discounted,  the 
Bolion  dealers  obtain  a  Deposit,  a  Credit,  in  the  Bank,  and  they 
•■imidiitcly  diaw  out  the  gold  by  means  of  Cheques,  and  not  by 
ScMck,  Thus  e^'ery  ounce  of  gold  may  be  drawn  out  of  the  Bank, 
lad  not  a  single  Note  withdrawn  from  circulation,  as  all  but 
&ip|>cncd  in  1857.  Thus  1  added  a  third  cause  of  the  export 
^  p^io  the  two  mentioned  in  the  Bullion  Report.     Thus  I  laid 

I   down  :hi«  principle : 
The  true  sufreme  power  of  controlling  Credit  and  Paper  Currency 
V.  ri  odjustiH)^  the  Rate  of  Discount  by  the  bullion  in  the  Banh^  and 
1  :ke  state  cf  the  Foreign  Exchanges, 

TSe  truth  of  this  principle  is  now  universally  recognised,  and 
n^  Bank  is  now  governed  by  it 

<^rK  liay   at   the   Political   Economy  clul),  Sir  John   Lubbock 
■oicned  tt»  me  that  this  was  the  greatest  discovery  of  the  age. 

T"-*  ;»nnriple  completes  the  Theor)-  of  the  Bullion  Report,  and 
"A  '.ik'-n  oi  Credit  and  Tainrr  Currenry  is  now  complete. 

1  -)c\i  dctrrniincd  to  investigate  the  histor>'  of  ICcunomics  so  as 
■   imc  at  a  defmite  conclusion  as  to  the  nature  and  purpose  of 

I  :<.^.nd  that  .\dam  Smith  was  not  the  founder  and  creator  of 

L':r»'jc&.^^  and  Free  Trade,  as  was  st)  commonly  supi)osed  in  this 

•.'.!r>.  tiui  that  it  was  first  founded  as  a  definite  science  by  the 

*r:   f  :.Sc  l-jLunomists  in  France  al>out  1750,  and  that  they  expressly 

i'—'ni  that  It  IS  the  Mienre  of  livclunges,  ur  of  Commerce,  or 

at  Tbo-»r>  iA  \'alue,  as  deUiled  al)Ove.     The  KcDnomists,  however, 

=  ST.   unha{>py    moment,   devised   an   alternative  and    ei]uivalcnt 

arirjt:  n  kA  the  science  as  that  of  the  **  J^roJuition^  Distribution^ 

Mmd  ^*'^iumption  of  li'ealth"     I  have  ^hown  above  how  these  two 

t^^ATKr.uy  iunfiicting  ideas  are  to  Ikj  reconciled.     Then   I   found 

:za:  }    {:.  ^a\.  bci/in^  u|xjn  this  unfortuiute  alternative  defmition, 

isd  .  .:!c  prrvcrting  the  meaning  of  its  terms,  in  whu  h  he  liad  been 

iM^.'m-^  r,\  Mill  in  a  general  way,  had  quite  ruined  Kconoinics  as  a 

irxr^c     I   then  law  that  it  was  necessar)-  to  reject  enlirelY  ihc 

L 
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system  of  Say  and  Mill  as  a  scienoey  tlioagh  containing  many  good 
ideas.  I  saw  that  lEconomics  can  only  be  made  a  definite  and 
positive  science  by  reverting^  to  tbe  concept  of  its  fonmfers  as  tlie 
science  of  Exchanges. 

In  1857  I  published  my  Eiemmts  ef  FeHtUai  Stomemy^  in  wluidi 
Economics  was,  for  the  first  time,  exhibited  as  tbe  adenoe  of 
Exchanges,  and  gave  the  details  of  bnnness,  and  not  mere  abstract 
principles.  This  was  the  first  woik  in  Economics  whidi  gave  an 
exposition  of  the  mechanism  of  Credit,  MercantSfe,  Banking  and 
the  Foreign  Exchanges.  A  veiy  grave  defect  I  observed  in  the 
current  works  on  Econcmiics  was  that  they  gave  veiy  inwiflfcient 
attention  to  the  Theory  of  Money.  I  gave  in  it  fiv  the  first  time  a 
sketch  of  the  history  of  the  Currency  in  Enj^and,  and  in  the 
investigation  of  this  I  came  upon  the  great  law  whidi  Sir  Thomas 
Gresham  explained  to  Queen  Elisabeth,  that  good  money  and  bad 
money  cannot  circulate  together  in  a  country,  but  that  the  bad 
money  drives  out  the  good  money,  and  alone  remains  in  circulation. 
I  saw  at  once  the  great  importance  of  this  law,  and  I  suggested  that 
it  should  be  called  ^'Gresham's  Law.**  This  has  now  been 
universally  accepted,  and  it  is  known  throughout  the  world.  It  is  a 
law  of  supreme  importance,  and  has  been  found  to  be  true  in  all 
ages  and  countries. 

Further,  I  adopted  Lord  Lauderdale's  Law  of  Value  as  the  greit 
Law  of  Value,  or  the  general  Equation  of  Economics,  and  showed 
that  it  governed  all  the  phenomena  of  Value,  and  that  there  are  not 
a  multitude  of  Laws  of  Value,  according  to  Smith,  Ricardo,  and 
Mill.  Thus  for  the  first  time  there  was  a  treatise  on  Economics, 
framed  on  the  model  of  the  standard  works  on  physical  scienoe. 

M.  Michel  Chevalier  was  then  by  &r  the  most  distinguished 
professor  of  Political  Economy  in  Europe,  and  I  sent  him  a  copy  of 
the  work,  with  the  request  that  he  would  examine  it  In  answer  to 
this  he  sent  me  the  wannest  approval  of  my  work,  and  continued  a 
steadfast  adherent  of  mine  ever  after. 

The  more  I  read  of  Economics  the  more  confusion  and  con- 
tradictions I  found,  and  I  said  in  my  Banking,  "  Tke  time  has  amu 
when  ail Politicai Economy  must  be  re-written*^ 

Though  I  carefully  read  the  French  Economists  from  the  time  of 
the  Physiocrates,  I  found  that  I  had  far  from  come  to  the  bottom  of 
the  subject.  I  therefore  prosecuted  the  search  for  two  thousand 
years,  and  at  last,  in  the  writings  of  the  ancients,  I  reached  a  firm 
and  sure  foundation. 

The  ancients  unanimously  held  that  Exchangeability  is  the 
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essence  and  principle  of  Wealth,  and  that  e\'ery  thing  whatever 
vhK-h  can  be  bought  and  sold  or  exchanged  is  Wealth,  no  matter 
«^u:  Its  nature  or  form  may  be.  Thus  the  doubts  and  difficulties 
a-»l  discussions  of  centuries  were  solved  at  once. 

.Knstode  says,  *'  By  the  term  Wealth  we  mean  all  things  whose 
'^aIuc  can  be  measured  in  Money."  A  dialogue,  termed  the 
£nxjtfj,  showed  that  Labour  is  Wealth  because  it  is  exchangeable,  it 
CLT.  be  bought  and  sold,  its  \'alue  can  be  measured  in  money. 
Iimosthencs  showed  that  Credit  is  Wealth  and  Capital  At  this 
i-ac  I  had  not  studied  Roman  Law,  but  every  lawyer  and  man 
a  tmsincss  knows  that  a  \'ast  variety  of  Rights  and  Rights  of 
Ar:>in  on  be  bought  and  sold  or  exchanged,  and  their  value  can  be 

1=«uMUt-d  in  money,  and  they  are  called  in  law  Incorporeal  Wealth. 
^  .V'urrvards,  when  I  came  to  study  Roman  Law,  I  found  that  it  is 
r\:ffrvsly  laid  down  in  the  Pandects  that  Rights  and  Rights  of 
»:-  -n  arc  included  under  the  terms  Pecunia^  Bona^  Rts^  Mcrx^  as 
t>i  arc  in  even*  system  of  jurisprudence. 

P-.ut  the  ancients  held  unanimously  that  anything  is  Wealth 
vrff*  a:*.«l  mhcn  it  can  l»e  exchanged  or  bought  and  sold;  that 
«  .f.rr  ^nd  when  a  thing  cannot  be  exchanged  ur  l)Ought  and  sold  it 

(y  •>  ■:  U  cilih. 
!>.:s  di'tinition  is  riear,  simple,  and   decisive,  and  clears  away 
*'  .nu:n«  «>f  futile  discussion  bv  ill-informed  writers,  and  it  is  the 
:•-•  !  'jniLitson  nf  the  whole  s<*ienre. 

!  :    .:.  !  t'Lil  thi-  only  w.iv  to  deliver  KconomirN  I'nmi  the  iinin 
1-.  .  •  -•  :aiuU  into  which  it  Iwd  tallen  at  the  h.inds  of  ill  informed 

•  •  '••     a.-.^i   ti>  jiLue   it   on  a   strictly   scientitu-   lu>iN  wa>  (i)  to 
--••-•ca  ih'irou^h  investigation  into  its  hist»»ry  and  the  different 

'/.s  «.f  :ts  nature  and  purjKise  wliich  had  ln-en  held  at  dilTerent 

''r\     ..:.'!  i2\  tu  investigate  th«»roughly  its  fiindanu'nt;il  concepts 

<i" :  11     rii-  h>  rn«.ans  of  a  Mjxarate  arti«  le  given  t»)  i-ach,  examining 

•  Ta.i;.  t.#ry  and  ini|«Tfect  chntrint'S  which  Ijail  lK.'en  held,  and 

•  -•     ^    <  a<  h    of    thi  >e    to   the   cNtahlished    laws   of    Inductive 
■■'•     —\<\\. 

*  -  r.  »  a  *  I  he  o  hj  *  •<  ■  t  and  pu  r  |  h  » se  (  j  f  my  Dictionaty  of  I  \ »/;  tid  1 . ' 
/    '  m:       I  In  pLin  was 

I     i'jIImI  .in  «iitnpK*tc  a  caialngue  as  |M>ssihle  of  writers  on 
.V  r,  r:  :*  s  and  their  wnrks. 

:    T    ."w  a  hif »graphi« al  sketch  of  the  prim i|>al  writ«« 
•-    *•-».%>:*  oi  thiir  works. 

\  '<  ;iarate  arti<  1<-  on  eat  li  of  the  fundar 
«x.  <7.i    ti  the  M:icnce,  tracing  ils  history,  a0 

L  2 
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dictions  and  confusion  of  different  writers,  and  coining  to  a  final 
conclusion  on  each  according  to  the  recognised  laws  of  Inductive 
Philosophy,  so  as  to  be,  in  fsitit^  a  complete  Encydopflsdia  on  the 
subject 

Accordingly,  besides  the  catalogue  and  notices  of  minor  writen, 
I  have  given  biographies  of  J.  Q.  Adams,  i£schines  Socraticnii 
Anderson,  Aristotle,  Bailey,  Bastiat,  Baudeau,  Beccaria,  Bentham, 
Bodin,  Boisguillebert,  Burke,  Burton,  Calonne^  Calvin,  Cazey, 
Chadwick,  Chalmers,  Chevalier,  Cobden,  Colbert,  Condillac, 
Condorcet,  with  a  full  analysis  of  their  writings  on  EconomicSi 

It  was  in  writing  the  biography  of  Bastiat  that  I  first  came  across 
his  name  and  became  acquainted  with  his  writings.  I  cannot 
express  the  delight  I  felt  in  reading  his  vivid  and  brilliant  woiks,  so 
different  from  the  muggy  works  in  common  use.  I  was  delighted  to 
find  that  his  ideas  in  Economics  were  exactly  the  same  as  my  own, 
and  I  was  so  surprised  to  find  so  many  coincidences  on  the 
fundamental  concepts  of  Economics  with  my  own,  that  I  was 
obliged,  in  case  people  might  think  that  I  had  conveyed  Basdafs 
ideas  without  acknowledgment,  to  state  that  though  my  Banking 
was  published  in  1855,  and  my  Elements  of  Political  Economy  in 
1857,  that  I  had  no  knowledge  of  his  works  till  May,  1859.  I  read 
through  the  whole  of  Bastiat's  works,  and  wrote  the  article  for  my 
Dictionary  in  eight  days,  and  I  was  much  gratified  to  be  told  by 
M.  Paillotet,  his  lifelong  friend  and  admirer,  and  literary  executor, 
that  he  had  derived  from  my  article  a  much  clearer  idea  of  the 
nature  of  Bastiat's  doctrines  than  from  the  constant  study  of  them 
by  himself. 

I  also  gave  separate  treatises  on  Absenteeism,  Annuities,  Assig- 
nats,  Ateliers  Nationaux,  Axioms  and  Definitions,  Balance  of 
Trade,  Bank,  History  of  Banking  in  England,  Scotland,  Ireland, 
America,  France,  Italy,  Rome,  China,  Holland,  Bank  Note,  Bill  of 
Exchange,  Bill  of  Lading,  Bullion  Report,  Capital,  Cash  Credit, 
Cheque,  Circulating  Medium,  Circulation,  Clearing  House,  Coinage, 
Histor)'  of  the  Coinage  of  Greece,  Rome,  Great  Britain,  France, 
Decimal  Coinage,  Consilience  of  Inductions,  Consumption,  Law  of 
Continuity,  Copyright,  Cost  of  Production,  Credit,  Credit  Fon9ier, 
Commercial  Crisis,  Currency. 

In  my  article  on  Axioms  and  Definitions,  and  other  articles  on 
Inductive  Logic,  I  showed  that  the  Ricardo-Mill  system  of 
Economics  is  in  direct  violation  of  all  the  fundamental  laws  and 
principles  of  Inductive  Philosophy. 

In  my  Banking  and  Elements  of  Political  Economy^  I  had  for  the 
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r.r^t  time  gi^'en  an  exposition  of  the  actual  mechanism  of  the  system 
f  Credit,  but  upon  reflection  I  found  it  necessary  to  go  much  more 
6rT^*!y  into  the  subject  I  investigated  the  fundamental  concepts 
r  '^h:  Theor\'  of  Credit,  and  explained  its  juridical  principles  and 
tdc^r  applications  in  practical  business.  Furthermore,  I  remembered 
::a:  mathematicians  had,  for  a  long  time,  termed  Debts  Negative 
Vumf.tu.-s,  but  only  two  mathematicians,  Euler  and  Peacock,  had 
inr«npcc(I  to  explain  the  application  of  the  Theory  of  the  Alge- 
ra>al  Sii:ns  to  the  Theor>'  of  Credits  and  l>ebts.  But  I  found 
"'.-r  attempts  to  be  a  mass  of  confusion  and  errors,  from  their  want 
:r  cr>:>vlcdge  of  Mercantile  I^w  and  practical  business.  Their 
"i;L:jut]<->n  viobted  five  distinct  branches  of  science.  I  then 
fifo-nrd  the  real  application  of  the  Theory  of  Algebraical  Signs 
:.-.e  Theory  of  Credit  and  Debt. 

\:  this  time  I  had  never  studied  Roman  I^iw ;  but  in  1868  I,  for 

"'  \.r<  time,  made  myself  acquainted  with  it,  and  to  my  surprise 

;a:  d^Hght  I  found  that  every  word  that  I  had  said  in  my  article  on 

'  r^::!  was  given  in  the  Pandects  1300  years  ago.     Consequently, 

-  rv:  »ul>M-quent  editions  of  my  works,  I  introduced  the  whole 

>  run  I^w  on  (rredit  and  Debt  bodily.     I  also  found  that  I  had 

'"'^-h:  the  subje<l  to  a  more  complete  state  than  it  was  in  the 

i'i.-*:.-:*,   U*cause  the   Romans   knew  nothing  of   the  Theory  of 

*-.■  'ra:«al  Si^ins  which  has  indeed,  only  l)een  fully  understood  by 

'-"   r-a:i«'ianN  tht-msi'lves  within  the  last  sixty  years. 

\   •  first  \«»Iuiiie  of  my  Diitionary  was  publishcil  in  1S63  :  it  was 

••    '.'ti    »i!h    the    warmeNt    approval    by    the    most    distinguished 

•  .-    Lci-numisis.  but,  of   cimrse,  the  devotees  i»f  John   .Stuart 

^'       .::•  rlv   ii:n*»red   it.      I    ^»rote   even*  word    of   it    mvself,   and 

•:.'•:  ::  at  my  «)wn  ex|H*nse,  hut  it  seareely  jwid  its  ex|)enses, 

\  >!:  :  not  think  it  ailvisable  to  c(»ntinue  such  thankless  work. 

:  "1:  M.  Mi(  hel  Chevalier  presented  a  Re|K>rt  to  the  Academy 

'  M  ra!  >•  t»  iv  1  s  nf  the  Institute  of  Kranre,  in  which  he  dei^lared 

■  •    ".ire  «»»hrsion  to  my  system  k\{  Kcononiies.     This  RejK>rt  was 

;-      :>\\  in  \\\\:  Ji'urnal  Jfs  Economistes  for  August. 

I"  1  ^''1  th«'  meeting  of  the  Hntish  .\ss<h  ialion  h)r  the  Advance- 

'■-'  ■  :'  x:rii«e  was  lield  at  Cambriilge.      I   was  St<  rriary  to  the 

-    n.:<     M.<  tion,  and   1   thought   it   a  favourable    op|H)rtunity  to 

'   ..  r  pAard  an  .lecount  o!  the  new  system  <»f  Kronnmies,  \ihieh 

■*.    -  •  ri  wi  favourably  rc-eeive*!  by  th«-  most  distinguislu'd  foreign 

■  '    ■    r:.:%t^.  t«»  the  n<»tMe  of  the  meeting,  and  to  ilrax^  ihcir  atten- 

'  •     !:.e  eMstenet-  ot  Negative  LiMnomie  (Quantities. 

I-    !  <03  I  lumpletcd  the  first  \olume  of  my  DUtionary  of  Poiiticai 


\ 
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Economy,    Immediately  it  came  to  the  notice  of  M.  Rouher,  oiir 
the  most  distinguished  advocates  and  Economists  in  France^  li 
Minister  of  Agricultmie  and  Commerce^  he  caused  an  zxxaaif^ 
my  system  of  Economics  to  be  drawn  up  by  M.  Richelot,  oo^ 
the  chiefs  of  departments  in  his  Ministry,  under  the  title  of  |^ 
Revolution  en  Economic  Politique  :  ea^si  des  doctrines  de  M.  Maelir 
which  he  directed  to  be  distributed  to  all  the  Chambers  (rf*  OJ^' 
merce  in  France.    This  work  recognized  that  I  had  made  a  conqilF 
revolution  in  Economics.  ^ 

M.  Jules  Duval,  a  distinguished  advocate  and  Editor  (rf*  fl- 
Economiste  Franfois^  acknowledged  that  my  Dictionary  was  supev- 
to  the  French  Dictionary,  which  was  the  work  of  58  l^tolf 
Economists,  and  said  that  I  ought  to  be  recognised  as  one  of  ^ 
fathers  of  Economics,  because  I  had  introduced  Negative  QtaJ$ 
ties  into  Economics,  perfectly  analogous  to  N^ative  Quantitieftl 
mathematics  and  physical  science. 

In  1867  the  Government  appointed  a  Royal  Commission  topH 
pare  a  Digest  of  the  Law  in  anticipation  of  the  fusion  of  Law  urn. 
Equity  then  contemplated.  They  selected  three  branches  of  d 
Law  to  commence  with,  as  specimens  of  the  Digest  of  the  whc 
Law.  One  of  the  subjects  selected  was  Bills  of  Exchange,  Bai 
Notes,  &c.  And  they  invited  members  of  the  Bar  to  compete  : 
prepare  these  Digests  under  their  supervision.  Having  studie 
Mercantile  Law  under  so  able  a  master  as  Mr.  Bullen,  I  was  we 
acquainted  with  the  doctrines  on  Credit  then  currently  held  by  dn 
Courts  of  Law ;  but  I  was  also  conversant  with  practical  commerce 
and  I  had  long  seen  how  narrow  and  unfit  these  doctrines  were  fo: 
the  requirements  of  modem  commerce.  I  held  them  to  be  merd] 
survivals  of  mediaeval  ignorance  and  barbarism,  and  longed  for  the 
day  when  the  Courts  would  adopt  a  more  enlightened  system.  Bu) 
as  they  were  held  by  all  the  Judges,  and  laid  down  in  all  text  books 
I  never  made  any  effort  to  ascertain  whether  they  were  really  true  01 
not,  as  I  naturally  concluded  that  the  Judges  knew  their  own  law 
Moreover,  it  would  have  been  utterly  useless  for  an  obscure  persoi 
like  myself  to  attempt  to  overthrow  the  doctrines  held  by  all  tb 
Judges. 

At  last,  however,  I  found  that  my  opportunity  had  come.  Ii 
preparing  my  competition  paper,  I  investigated  the  history  of  thes 
obnoxious  doctrines,  and  I  found,  to  my  intense  delight,  that  the 
were  a  pure  delusion  and  hallucination,  and  had  no  solid  foundatioi 
I  found  an  unbroken  series  of  decisions  of  the  Courts  of  Law  f( 
550  years  in  direct  contradiction  of  the  doctrines  then  held  by  tl 
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Cour«.  and  that  doctrines  which  were  supposed  to  be  the  very 
corner  stone  of  the  Common  Law,  had  no  existence  before  1800, 
am!  wi-rt:  the  result  of  a  single  case  decided  by  a  narrow-minded, 
^px>rant,  and  bigoted  Judge,  in  direct  contradiction  to  the  unani* 
ffious  tit-ci^ions  of  the  Courts  for  550  years ! 

In  the  course  of  preparing  this  competition  paper,  my  attention 
vu«  for  the  first  time,  dravhn  to  the  Pandects  of  Justinian,  and  I 
thrr.  ffund  that  the  Juridical  principles  of  Credit  which  1  had  set 
•or.h  ir.  ihc  article  "Credit "  in  my  Dictionary  of  Political  Economy^ 
wrr  ronuined  word  for  word  at  full  length  in  the  Pandects^  and 
ud  Uxn  the  Mercantile  Law  of  Europe  for  1600  years ! 

L'pon  t'l  msidering  all  the  competition  papers,  the  Commissioners 
cnanim-  UNly  selected  me  to  prepare  the  Digest  of  the  I^w  of  BiUs 
.  x  £\c^.a^j;c,  \-c.  Judges  and  Courts  of  Law  only  declare  their 
f^.nwn  uf  what  the  l^w  is,  but  I  was  instructed  by  the  Com- 
T.:tti<nt  rs  to  declare  **the  Law"  upon  all  points.  It  would  not  be 
t..ia''  !•-  :o  enlarge  further  on  this  subject  here,  which  I  tiave  done 
f.scvh'.re.  Hut  the  Commissioners  gave  their  approval  on  the 
»-::t^  :n  i^hich  I  had  impugned  the  current  doctrines.  I  was 
U':viu-  -js]y  cn(:aged  on  this  great  work  for  one  year  and  nine 
"^tf^rthv,  »hc!i  Mr.  I^wc,  who  was  one  of  the  Commissioners,  and 
:a.l  ^«^->imv  Chancellor  of  the  Exche^iuer,  put  a  summary  stop  to 
'v  mi-it-  «<irk,  and  thus  my  Digest  was  never  published  under  the 
..::.. r-.:y  <■!  the  CummiMsioncrs,  but  ihcy  and  many  other  Judges 
.!•     r..'    testimonials  of  the  highest  character  for  the  work  1  had 

In  \^'2  I  pul>lishcd  a  new  and  greatly  augmented  edition  of  my 

.•'".-n.".'    ./  rchsiK-al  Economy^  under  the  title  of  •*7>^^  JVindpla  of 

• .  -.-...  :/  /*^/,Wi»/Av,"  in  which  I  investig.ited  all  the  fundamental 

"  ■;•-  ••I    Kciinumics,  and  traced  its  hi-^tor)*  for  2000  years.     I 

••  •._      :  :r.io  11  the  new  dcKtrines  of  Credit,  whieh  had  received 

1;    -  Ail  «»i"  the  I-aw  Digest  Commissioners;  and  as  they  were 

-.  -iT.tl  y.arthn^   to  literar\*  Ki:onomist>,    I   ap|>ended   the  testi- 

-  -.aS  I  had  r<i  eivcti  from  the  Commissitmers  and  Judges  so  that 

"    vj  i'.r^  might  luve  confidence  in  thi-m. 

I   ti-'li-jted   thiN    work    to    M.    Miehel    Chevalier,    in    acknow- 
'izr..--:   **i  the  uniform   su|>()ort    I   had  received  fnun  him;  and 

■  •^r  •■  '■  work  was  completed,  he  wrt)t<*  to  me,  "It  is  your  work 

■  •.■r.  »-r\r  s  ni«-  as  the  guide  for  the  philosophy  of  all  my  tcirhing 
-■ -••  *  .»;.•>;•■  (le  I  ran*  e."  M.  Chevalier  proposed  i\u  at  a  foreign 
v.rr.'-r  r.l  the  Aiademy  ol  Mural  Seieru  es  of  I  lie  Institute  of 
.'•i.->ti.  r-ut  he  died  Inrfore  this  could  \n:  eflcM  led. 
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In  1873  a  case  involving  the  doctrines  on  Credit  I  had  established' 
came  before  the  Court  of  Queen's  Bench,  and  the  iudgmeni  of  the 
Court  delivered  by  Mr.  Justice  (afterwards  Lord)  Blackburn  1 
asserted  in  the  strongest  terms  all  the  old  doctrines  which  I  hi 
successfully  impugned  before  the  Law  Digest  Commissioners. 

But  in  1875  the  very  same  doctrines  were  brought  before  thei 
Court  of  Exchequer  Chamber  in  the  case  of  Goodwin  v.  Robarts, 
the  greatest  Mercantile  case  that  ever  came  before  the  Courts,  and 
the  Court,  consisting  of  Lord  Chief  Justice  Cockbum,  Lord  Justice 
Lush,  Lord  Esher,  and  I-ord  Justice  Lindley,  who  had  my  com- 
petition paper  before  them,  unanimously  decided  that  I  was  right  ii 
every  particular,  and  that  the  Court  of  Queen's  Bench  was  wrong  in 
every  particular,  and  did  me  the  very  high  and  unprecedented 
honour  to  recommend  that  my  doctrines  should  be  put  in  a  form 
adapted  for  popular  circulation,  which  I  had  already  done  ii 
Principles  of  Economical  Philosophy,  and  have  done  so   in   othn 

Thus  these  doctrines  were  then  established  as  Law  by  the 
Court  next  in  jurisdiction  to  the  House  of  Lords :  and  by  the 
Supreme  Court  of  Judicature  Act,  which  came  into  operation  in 
1875,  they  were  enacted  by  Statute :  and  so  they  are  now  actually 
the  Law.  These  doctrines  are  set  forth  in  the  articles  Credit  and 
Debt,  so  that  readers  may  have  implicit  confidence  in  them. 

In  1878  six  great  London  Joint  Stock  Banks  invited  me  to  give  m 
course  of  lectures  on  Credit  and  Banking  at  King's  College,  and  in 
1882,  at  the  request  of  the  Council  of  the  Institute  of  Bankers  in 
Scotland,  1  delivered  a  similar  course  at  Edinburgh  and  Aberdeen. 
These  lectures  were  attended  by  upwards  of  700  members  of  Banks 
in  England  and  Scotland,  and  I  showed  them  that  all  the  common 
notions  about  Banking  were  utterly  erroneous,  and  satisfied  them 
that  the  principles  and  mechanism  of  Banking  set  forth  in  my 
works  were  entirely  correct. 

In  18S1  and  following  years,  I  published  a  new  edition  of  my 
Principles  of  Economical  Philosophy,  greatly  condensed  and  simpli- 
fied under  the  tumc  of  "Elements  of  Economics."  Knowing  by 
experience,  and  by  the  work  I  did  for  the  Law  Digest  Commission, 
how  utterly  inadequate  the  training  of  students  of  Law  was  in 
Mercantile  Law  and  practical  business,  and  the  numbers  of  cases 
I  had  to  set  aside  for  want  of  this  knowledge,  I  brought  the  matter 
before  Lord  Justice  Bowen,  who  had  for  many  years  been  a  firm  and 
constant  friend  to  me,  and  Mr.  Justice  Stephen,  who  gave  his 
warmest  approval  to  my  works,  two  members  of  the  Council  oC 
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jc^  EduGition,  and  they  proposed  that  my  Elements  of  Economics 
kboukl  be  adopted  for  the  training  of  students  of  Law,  as  this  work 
xmtaxned  the  only  exposition  of  the  Juridical  principles  of  Credit 
vhKh  are  now  I^w,  combined  with  their  practical  application  in  the 
*vsncs  of  Mercantile  Credit,  Banking,  and  the  Foreign  Exchanges: 
^q:  the  Council  did  not  see  the  necessity  of  it. 

The  recent  fall  in  the  value  of  silver  is  alleged  to  have  produced 

■any  oimmercial  incon\'enienccs,  and  in  every  country  powerful 

pvrxs  have  Iwen  formed  to  endeavour  to  procure  an  international 

iprrmcnt  to  coin  gold  and  silver  in  unlimited  quantities  at  a  fixed 

!i^r\  and  to  make  them  unlimited  tender  at  the  option  of  the 

KUor.     This  scheme   its  advocates  term   Bimetalism^  and  they 

:=u^jie  that  it  would  cure  all  evils.     But  in  this  they  are  wholly 

rauken.     It  is  only  a  recrudescence  of  the  ignorant  and  barbarous 

L^-o«»tn:o(  of  the  fourteenth  century.     Every  nation  in  Europe  had 

irm;>tcti  10  maintain   Kimetalism  for  five  hundred  years,  and  it 

«^t  ot.r>  where  a  hopeless  failure.     In  my  Elements  of  Political 

f.  !nfm\,  ant!  Diitionary  of  Political  Economy^  I  had  briefly  stated 

'*'  rcan^n  «hy  it  had  l>een  found  necessary  to  abandon  Bimetalism, 

L->:  adi^pt  Monometalism,  but  I  did  not  go  ver>'  deeply  into  the 

*v:*-.'^.t,  xs  no  one  exfjerteti  that  Bimetalism  would  ever  be  revived 

v\  T.-ft:  than  the  Ptolemaic  astronomy. 

: .:  :h*-  a^'itatton  in^^tituted  by  the  Bimetalists  and  their  un- 
i"'»:t"«!  asNt  rtionN  h.i(l  produced  considerable  effect  in  the  public 
-"':  a:i«!.  as  vvry  few  persons  knew  the  real  reasons  why  the 
'f-wr.:  i\^ii-ni  of  Nfonometalism  was  established,  I  thought  it 
'i>*:'n!  !o  iti\eNti):at«-  the  matter  fully,  so  that  the  public  might 
-•  rsur.-i  It.  This  I  did  in  my  lUmetalism.  In  this  work  I  gave 
1  -.'-vn-:  \y\i\  sutViciently  full  account  of  the  attempts  to  maintain 
"  r  r".\'j  huntirt-*!  years,  and  the  unanimous  arguments  of  a  series 
'  u^tr.-m-  nil  n  during  the  same  [K*riod  to  show  its  im|X)ssibility, 
i*  .  '\  »  the  giivcrniiienl  of  every  countr)*  in  succession  has  been 
-  r;^:it.i  to  abandon  it.  I  also  showeii  that  it  is  a  \7l\x\  delusion 
■  *-;;"«v.  that  nations  can,  by  international  agreement,  maintain  a 
-»"i  Ta::'f  Ixtwren  gold  ami  silver  coined  in  unlimited  quantities. 
r-.j  wi,fk  haN  U.vn  ver)*  successful. 
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ARTHUR  LATHAM  PERRY. 

A  few  years  after  I  had  published  my  Elements  of  Poiilicat 
Economy^  a  very  distinguished  and  popular  Professor  in  Willianu 
College,  Massachusetis,  Arthur  Latham  Perry,  published  a  work 
under  the  same  name.  For  ten  or  twelve  years  he  had  beea 
retailing  the  usual  doctrines  of  Smith,  Ricardo,  Senior,  aod  Mill. 
But  he  grew  more  and  more  dissatisfied  with  them  from  the  lack  of 
scientific  generality  common  to  them,  and  could  see  no  reason  why 
Economical  discussions  should  be  confined  to  tangible  commo- 
dities, and  not  include  also  personal  services  rendered  for  pay,  and 
also  credit  of  all  kinds,  and  he  was  already  coming  to  the  conclusioa 
that  Economics  was  the  Science  of  Exchanges,  or  of  Value,  when 
Bastiat's  Harmonies  Ecommiques  fell  in  his  way.  He  had  only  read 
2  few  pages  of  it  when  the  whole  subject  was  cleared  up  to  him, 
and  since  then  Economics  became  a  new  science  to  hira.  This  was 
in  1863.  He  then  became  a  complete  convert  to  the  doctrine  thai 
Economics  is  the  Science  of  Exchanges,  or  the  Theory  of  Valuer 
In  process  of  time  he  published  his  Elenunts  of  Political  Economy. 

Professor  Perry  begins  his  work — "  Political  Economy  is  the 
Science  of  Exchanges ;  or,  what  means  just  the  same,  the  Science  of 

In  his  sketch  of  the  History  of  the  Science  he  points  out  the 
strange  confusion  and  contradictions  of  Smith  on  the  meaning  of 
VVealth,  the  fundamental  concept  of  the  science,  and  observes  that 
he  at  last  comes  to  Exchangeabihty  as  the  sole  essence  of  Wealth. 
He  then  notices  the  confusion  and  contradictions  of  Mill  on  the 
same  word,  and  shows  that  a  science  cannot  be  founded  on  such 
contradictory  foundations,  and  that  their  works  arc  now  superseded 
by  those  of  what  is  called  the  Third  School  of  Economics,  of  whicb 
Bastiat  is  the  most  conspicuous  writer  in  recent  limes.  He  then 
points  out  that  Say's  work  is  infected  with  the  fundamental  error  <£ 
confusing  Value  with  Utility,  as  we  have  shown  above. 

Professor  Perry  then  notices  the  author,  and  says :  "  His  books 
have  already  changed,  and  caonot  fail  in  the  end  to  cliange  greatly, 
the  economic  opinions  of  his  countrymen.  Till  now,  however,  his 
views  have  found  a  readier  acceptance  in  France  and  the  United 
States  than  at  home.  His  definition  of  the  science  is  the  ono 
enforced  in  these  pages  also,  namely,  the  Science  of  Exchanges. 
This  definition  is  drawing  to  itself  the  most  recent  investigators  in 
France,  England,  and  America ;  and  the  scientific  development  of  it 
has  already  put  Political  Economy  into  a  new  and  better  posture." 
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In  considering  the  field  of  the  science,  Professor  Perry  says — "If 

.:::•  al  l-lconomy  be  the  science  of  Exchanges,  it  must  include  in 

^  ftocntific  Tiew  all  things  whatsoe\'er  that  are  economically  ex- 

ronfcxL     Exchangeability  will  be  the  quality  that  constitutes  the 

iifts  of  things  with  which  the  science  is  conversant.    There  is  such 

i  ciiss  of  things,  and  accordingly  it  possesses  the  first  grand  condi- 

:  v*.4  I'f  a  science."    And  he  shows  that  the  failure  of  Smith  and 

Mul  so  construct  a  science  of  Political  Economy,  is  duo  to  their 

riusjon  and  contradictions  on  the  fundamental  concept  of  the 


I       lYTiiVssor  Peny  then  points  out  that  Ethics  has  nothing  to  do 
•-th  Kriinomics — "This  idea  of  obligation  on  which  the  science  of 

■     M  "nil  IS  founded,  and  the  idea  of  Value,  on  which  the  science  of 
Lronomy  is  founded,  are  totally  distinct  ideas  ...  as  a  science  it 

\    '^  nt->  ccincem  with  questions  of  moral  right  .   .  .  llie  grounds 

[     c  l>>.mi>my  and   Morals  are  independent  and  incommensurable 

.  U'c  liMate  the  field  of  the  science  just  where  Whateley  places 

'■  i«  va<>  the  universal  idea  before  Say] — *  Catallactics ;  or,  the 

newc  of  Exchanges ' ;  just  where  the  German  Kiehl  puts  it — '  Die 

chrt  %  on  den  Werthen  * — the  doctrine  of  Value ;   and  just  where 

Micljt-i<i  places  it — 'This  definition,  the  science  of  Exchanges,  or 

ti  prcciv:  I-  {ui^-alent,  the  science  of  Value,  gives  a  jxirfcctly  definite 

• -i  !  ■  r«>Iiti<^l  E*:onomy.     Whenever  Value  g(K's  this  science  goes, 

-'■:  «Lir«-  Value  stcijw  it  slops.     Political  Economy  is  the  science 

'  V«!u» ,  and  nothing  else.*" 

i*r  'i-N«.r  Pcrr)-  having  thus  defined  the  ficlil  of  the  science,  pro- 

j-'l*  to  \'aluv.     He  shows,  in  agreement  with  all  ancient  writers, 

^"•i  i.i  tht-  Italian  Kconomi>ts  and  others,  that  all  \'alue  originates 

■  '.-rT-ari  wnnlN  ami  ilesirrs.    He  enlirciy  rejects  I^iltour  and  Utility 

■  :•  ■  •  .i:v  of  Value,  and  says— "It  is  this  reciprocal  estimation 
•!••::  .ir-.'ii  alone  that  constitutes  Value,"  remarking  that  there  are 
■-.•  • .'  r:  f-nts  on  each  side  whieli   proiiuce  any  change  in  value. 

•"u:  .-.  that  the  general  e<]uation  of  value  contains  eijjht  indejwn- 
>r.!  %anaMcs.  He  says  thai  Economics  is  full  to  a  surfeit  of  the 
r-rof-ti-al  i-rT'-r^  and  practical  lilunders  which  have  come  from  con- 
'  c.-*i;-,^  Value  with  Utility. 

}*•'  v-s.v»r  \\'TX\  \s  in  agreement  with  me  on  all  [)oints  with  tlie 
'iLr\\\' r\  iA  a  few  tritling  dissidences.     His  work  is  an  excellent 
.tizr-  r.r   Economics. 

Mr    \\  alter  Bagehot,  in  his  va<  *lf  nid  that 

f'oct^.al  Economy  is  the  Theor 


x.tfrs    ^nu  }ziston'  of  EccKomics 


jrr^SXEY  JEVONS. 

■-•.*•..-   ,  vrrer  whose  work  has  attracted  co 

I    :^-    irs  place,  that  Jevons  has  adopt( 
...::--   \fx  iitt  science,  which  I  suggested  inst 

•-■/iitnrx]  E/X)nomy. 
^TH'-jub'  xnd  zealous  asserter  of  the  doctrin 
-c^  •ijLil**  X  siathematical  science. 

i^vromics,  if  it  is  to  be  a  science,  mus 

^c:M!5>   irji:  c*yr  science  must  be  maiJumatical 

..     ■•.    :^.^rt:'*  treated  are  capable  of  being  greater 
••>    :  •.   1  :i::ons  must  be  mathematical  in  natun 
.>     •    ^i-'vv  and  demand  treat  entirely  of  quar 
■.:■.  ".o.:  and  supplied,   and  express   the  m 
•   -.s  var)*  in  connection  with  the  price. 
'  ^    jt-*-:.   the  laws  are   mathematical.     E< 
■-.i^r-o  by  denying  them  the  name.     Wl 
*x  .     Vvvnomics  are  stated  in  words,  or  ir 
'.  . .  \o.,  is  an  accident,  or  a  matter  of 

•    o     ,>  %\i'  have  to  deal  with  quantitit- 
.     .    V  ,».     »MU!itilios,  we  must  reason   mat! 
.  ■  s  ,     ,  :>/  siMoncc  less  mathematical   by  r 
■  ^     ui*  nuTcly  refuse  to  employ  in  a  vt 
,\\^  \k  oxi'ry  kind  of  assistance,  that 
.  s  ,   V  x»  "^ »  h  IS  found  indispensable  in  othc 
-    •■  >  ,;i-i;unient  at  great  length,  and  \ 


^  • 
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-  .'f  a  shaltcrcd  science,  and  to  start  anew,  but  it  is  a  work 
:■  h  ib(  y  must  not  shrink  who  wish  to  sec  any  advance  in 


4-  remarks  I  ^ivL-  my  heartiest  assent,  and  it  is  the  very 
1  uliith  I  have  l>i.-en  assiduously  engaged  for  more  than 


•  iiitirtly  aciTfjits  my  Theory  of  Negative  Values— 
T'l  of  Mr.  M;trl,e(xrs  works  are,  of  course,  familiar  with 
.  ■;  N->;aiive  Value:  liut  it  was  desirable  for  me  to  show 
>  '.i.\.::\  It  really  is,  and  huw  naturally  it  falls  in  with  the 

-  ■■(  the  I"hoor>'.' 
'  <  %jys   -"  I  may  here  remark  that  all  the  writings  of  Mr. 
I'urini!!^   Mat'l^-od   exhibit  a   strong  tendency  to  mathe- 

tr-.tEiiKii'.  ...  It  is  not  my  business  to  criticise  his 
..■.  v:-H-,  or  t(i  determine  how  far  he  has  really  created  a 

■  ..-  •  .\\    >y.ii-m."     Jtfviins's   hesitancy  lo    accept    my  system 

-     ifntii    his  want    of   knowledge    of  Jurisjirudtnce   and 
■  ..Hi. —..     The  most   distinguished    French    Economists, 

■  ■  h<vj;:(;.  K"uher.  .ind  Jules  Ihival  accepted  and  adopted 

I .  x.A  :iuml>er>  of  uther  [lersons  have  done  so  since. 

•■   I  I  .nif  !■!  e\.unme  Jevons's  applicatinn  of  nuthematics  to 

-.  I  lur-  "i-ene  tlut  in  ((m-tiiuence  uf  his  ignorance  of 

'.■■.V:    \\,\  j.tarii.al  busineSN   there  are   brj;e  portions  of 

•  ».     ■.  ,11'  <'~-.eniiall\   mathematical,  which  have  entirely 

■I"        Th-.i-  iie  ha-  failed  ti)  observe  that  the  current 

1  '    "'  :iui  ■•  have  iiitiit-U  iimiitcd,  with  a  lew  exee|>tiiins, 

r:..i..  .,(  [irii[KTty  which  is  termed  in  law  Inruqtoreal 

:'.::*:^  a.  thi    presL'til  time  to  scores  <if  thousands  uf 

:  ij^  ...-;,■  {ir.ijierly.     I   hjvc  shown  iliat  ever>-  sum    i>f 

,..v.^!ir::    iioi    iinl)    t<>    a   reruin    i[u.miity  of  material 

"■•"iii.  .r  :..■   ..ir.  Kilt  alMi  ii>  the  sum  <■)  the  fraeiit  miuei  oj  an 

■.4;ur<  I'a^.iHinti,  t'r  fi'  iiii    Annuity.     Antl  these 

(^>uantitks,  exactly  analogous  to 

1  Mjth<:matm  and  Natural  Philosophy.     Uy 

I  Economics,  I  ha\e 

:  dkl  who  introduced 

ural  PhiloMphy. 

^  daj)   of   Madaurin 

LOU  hi  give 

t  of  kni)w- 

I'tm    debta 

meaning. 
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STANLEY  JEVON& 

We  must  now  notice  a  writer  whose  work  has  attracted  consider- 
able attention. 

I  may  remark,  in  the  first  place,  that  Jevons  has  adopted  the 
name  of  Economics  for  the  science,  which  I  suggested  instead  of 
the  clumsy  name  of  Political  Economy. 

Jevons  is  a  strenuous  and  zealous  asserter  of  the  doctrine  that 
Economics  is  essentially  a  mathematical  science. 

"  It  is  clear  that  Economics,  if  it  is  to  be  a  science,  must  be  a 
mathematical  science. 

''To  me  it  seems  that  our  sdenu  must  be  mathematical  simply 
because  it  deals  with  quantities, 

"  Wherever  the  things  treated  are  capable  of  being  greater  or  less^ 
there  the  laws  and  relations  must  be  mathematical  in  nature.  The 
ordinary  laws  of  supply  and  demand  treat  entirely  of  quantities  of 
commodity  demanded  and  supplied,  and  express  the  manner  in 
which  the  quantities  vary  in  connection  with  the  price.  In  con- 
sequence of  this  fact,  the  laws  are  mathematical.  Economists 
cannot  alter  their  nature  by  denying  them  the  name.  AVhether  the 
mathematical  laws  of  Economics  are  stated  in  words,  or  in  the  usual 
symbols  x,  y,  z,  /,  q,  &c.,  is  an  accident,  or  a  matter  of  mere  con- 
venience." 

"If  in  Economics  we  have  to  deal  with  quantities  and  com- 
plicated relations  of  quantities,  we  must  reason  mathematically^ 
we  do  not  render  the  science  less  mathematical  by  avoiding  the 
symbols  of  algebra — we  merely  refuse  to  employ  in  a  very  important 
science,  much  needing  every  kind  of  assistance,  that  apparatus  of 
appropriate  signs  which  is  found  indispensable  in  other  sciences." 

And  he  pursues  this  argument  at  great  length,  and  with  admirable 
and  undeniable  illustrations,  to  which  I  give  my  entire  assent 

In  his  preface  he  says — "The  conclusion  to  which  I  am  ever 
more  clearly  coming  is  that  the  only  hope  of  attaining  a  true  system 
of  Economics  is  to  fling  aside  once  and  for  ever  the  mazy  and 
preposterous  assumptions  of  the  Ricardian  school.  Our  English 
Economists  have  been  living  in  a  fool's  paradise." 

"When  at  length  a  true  system  of  Economics  comes  to  be 
established,  it  will  be  seen  that  that  able  but  wrong-headed  man 
David  Ricardo  shunted  the  car  of  Economic  Science  on  a  wrong 
line,  a  line  on  which,  however,  it  was  further  urged  towards 
confusion  by  his  equally  able  and  wrong-headed  admirer  John 
Stuart  Mill    ...    It  will  be  a  work  of  labour  to  pick  up  the 
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-rxKTncnts  of  a  shattered  science,  and  to  start  anew,  but  it  is  a  work 
-*  n  which  they  must  not  shrink  who  wish  to  see  any  advance  in 

rUocM^mic  Science." 
To  these  remarks  I  give  my  heartiest  assent,  and  it  is  the  very 

«ork  upon  which  I  have  been  assiduously  engaged  for  more  than 

Jr*ons  entirely  accepts  my  Theory  of  Negative  Values — 
'  Kddcrs  of  Mr.  MacLeod's  works  are,  of  course,  familiar  with 
v  itica  of  Negative  Value :  but  it  was  desirable  for  me  to  show 
-^c*  ifn)H>rUnt  it  really  is,  and  how  naturally  it  falls  in  with  the 
:rnT:plcs  of  the  Theory." 

T<«on«  says^"I  may  here  remark  that  all  the  writings  of  Mr. 
\\^T\  Dunning  MacLeod  exhibit  a  strong  tendency  to  mathe- 
'i^\rxi  treatment  .  .  .  It  is  not  my  business  to  criticize  his 
Vcniwus  %'icws,  or  to  determine  how  far  he  has  really  created  a 
ru:hrm4tical  system."  Jc\-ons's  hesitancy  to  accept  my  system 
r.>  Arcisc  from  his  want  of  knowledge  of  Jurisprudence  and 
pcxtK^I  Kusincss.  The  most  distinguished  French  Economists, 
MkScI  C*be\-alier,  Rouher,  and  Jules  Duval  accepted  and  adopted 
:  1:  >>nrc,  and  numbers  of  other  jjersons  have  done  so  since. 

lWf<  Tf  I  ci>me  to  examine  Jevons  s  application  of  mathematics  to 

E#  r..»niirs  I  may  observe  that  in  conse(]uencc  of  his  ignorance  of 

.-S-rjilcncc  and  practical  business,  there  are   large  portions  of 

*v  ".  ::.:«-s  mhk  h  arc  essentially  mathematical,  which  have  entirely 

"^1;*^:  his  notice.     Thus  he  has  faik-d  tt)  observe  thai  the  current 

•  ?iL*  on  KcDHomics  have  entirely  omitteil,  with  a  few  exceptions, 

^-:    -'i-iSNal  mass  of  profHrrty  which  is  termed  in  law  Incorporeal 

^cut%  amounting  at  the  present  time  to  scores  of  thousands  of 

■-•".4  of  \alLuble  proj)eny.     I   have  shown  that  ever)*  sum   of 

-  "-•.    11    e«{uivalent   not   only  to   a   cert.iin   t]uantity  of  material 

"  T-  -iities  or  UlKiur,  but  also  to  the  sum  of  the  present  values  of  an 

•T».;/  lertes  of  future  payments,  or  to  an    Annuity,      .\nd  these 

-'-:..::es  are  Negative  Kconomic  (Quantities,  evictly  analogous  to 

V'-^j'.vr  i quantities  in  Mathematics  and  Natural  IMiilosophy.     By 

*"-•*  r.^  all  thcM.-  various  forms 'of  annuity  into  K<:onomics,  I  have 

:  -t'  i-d  the  extent  «it"  Kconomics,  just  as  those  did  who  introdured 

Ncva::^e  •juantiiic'*  into  Mathematics  and  Natural  Thilosophy. 

.\«>.:'..  mathematicians  luve  ever  since  the  dav'*   of   Ma*  laurin 

-r-..*-:   lK:*it%  Negative  (JuanlilieN  though   tluy  luvcr  could  give 

•ri  k«!>ta' ton  lApIaiution  of  tiu   term,  from  their  want  of  know- 

jni*--     of    jurisprudence.       Continental    JuristN    also    term    debts 

N'.-^:%c   <^»uantities,   aiui   have   clearly    explaineil   their   meaning. 
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But  Jevons  had  not  the  least  idea  of  this.  He  had  not  the  least 
idea  of  applying  the  Theory  of  Algebraical  Signs  to  the  exposition 
of  the  theory  of  mercantile  credit  and  banking,  by  which  they  are 
brought  under  the  strictest  mathematical  demonstration.  If  he  had 
done  so,  he  never  would  have  conceived  his  Bedlamite  craze  that 
Commercial  Crises  and  Monetary  Panics  are  due  to  spots  on  the 
sun's  disc  and  conjunctions  of  the  planets !  Commercial  crises  and 
monetary  panics  are  due  to  abuses  of  the  system  of  Credit,  bad 
Banking,  and  bad  Banking  legislation. 

Jevons  no  sooner  starts  upon  the  exposition  of  his  system  than  he 
runs  upon  a  fatal  rock,  and  founders.  He  says :  "  Repeated 
reflection  and  inquiry  have  led  me  to  the  somewhat  novel  opinion 
that  Value  depends  entirely  on  Utility,^*  Now  this  is  by  no  means  a 
novel  opinion.  Say,  while  rejecting  Labour  as  the  basis  of  Value, 
has  made  Utility  the  basis  of  his  system  of  Value,  and  many  other 
French  writers  have  done  the  same.  But  every  sound  Economist 
has  seen  that  Utility  cannot  be  made  the  basis  of  Value  (Value). 
I  have  shown  this  above  in  discussing  Say.  Who  can  compare  the 
Utility  of  a  bottle  of  champagne,  price  los.,  and  the  Utility  of  a 
work  on  science  or  literature,  also  price  los.  ?  Aristotle  and  all  the 
ancients  showed  that  value  depends  upon  x/^ta,  Demand,  human 
wants  and  desires.  The  Italian  Economists  are  unanimous  on  this 
point  The  Economists  expressly  declared  that  they  had  nothing  to 
do  with  Value  in  use,  but  only  with  Value  in  Exchange,  Aristotle 
says  that  Value  is  the  relation  between  one  object  and  others.  Value 
is  an  affection  of  the  mind^  and  not  a  quality  of  an  object.  It  is  the 
Desire  of  the  mind  towards  something  external ;  either  to  acquire  it, 
which  is  Positive  Value,  or  to  get  rid  of  it,  which  is  Negative 
Value.  When  Value  or  Desire  proceeds  another  step,  and  gives 
something  to  obtain  its  desire,  it  becomes  Demand.  And  all 
phenomena  of  Value  or  Exchanges  arise  from  Reciprocal 
Demand.  Things  are  only  equal  in  value  when  persons  desire 
them  equally,  and  are  willing  to  give  the  same  sum  to  acquire 
them. 

Just  before  the  preceding  sentence  we  have  quoted  from  Jevons, 
he  says — "  As  almost  every  Economical  writer  has  remarked,  it  is  in 
treating  the  simple  elements  that  we  require,  the  most  care  and  pre- 
cision, since  the  least  error  of  concepticyn  must  vitiate  all  our 
deductions."  This  sentence  is  most  true, /and  seals  the  condemna- 
tion of  Jevons's  whole  work.  We  can  at  c>nce  see  that  all  Jevons's 
superstructure  must  fall  in  ruins,  because  it  is  founded  on  a  radically 
false  concept. 


V 
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■■\  ^n*^  al  mm  Ions  the  plain  and  intcUipl>lc  designation  of  Eco- 
"  nij-  s  Ah  the  Siienre  nf  Kxi'hangcs  or  of  Value,  or  ihc  Theor)'  of 
r.vn-^'^.  and  adiipt**  the  fantastic  title  of  the  Ca/iu/us  of  PUasurt 
^'i  Fair,  a!ui  v.i\s  ihal  it  is  the  methamcs  oj  utility  and  self  interest 
"  V.-is'ir>    M\t\   |i.ini  are   undoulUedly  the  ultimate  olijccts  of  the 

*  -./.i^  »•!  I'.i  nimmirs.    To  satisfy  our  wants  to  the  utmost  with  the 

m 

>:  •  rV.iri     t«i  priKure  the  );reatt*st  amount  i»f  what  is  desirable  at 

'  \>  hm-   I  if   the  least  that  is  undesirable — in  other  words  to 

-;:;¥:;<.  p.'fxi^urf,  is  the  problem  of  Kconomirs.'*     All  this  is  mere 

"  •  ".^h:ni .      I".i  t»nomirs  is  simply  the  science  which  treats  of  "the 

:•  .T^Ii^  .iiul  nif-i-h.inism  of  universal  commerce." 

1:   -   .i::!c  innNiH^iJ.lc  to  enter  into  the  weary  waste  of  mathematics 

•  *     .  I.  \.-r^s  tus  inirofluceil  into  the  Theory  of  Utility  and  of  Ex- 
-".■.  'it.iiiM-.  aN  they  are  liased  U|)«»n  a  radically  faKe  concept, 

.r     •."•  r'\  viiirihKss:   and  even   if  ihev  were  true,   they  are 

■  •  .    ;«•  !•  -^       IiiMf-ad  of  reMriiting  himself  tt»  the  statement  <jf  a 

.  *   "«         k    !Ti   »»:!ii|iU*  words,   which   would   Ik'  essentially  mathe- 

.     •.  .!.!.••-  Us  with  .1  tlcHHi  «if  I )ifu-rential  K(]uations !     I  tuld 

.•    '   *  .'  !i  iiirilHNiN  were  t«»  Ik*  adopted,  it  would  l>e  neces^ar)* 

^'     r'!..in.  I  \i  ry  time  he  shitted  the  helm  to  alter  the  e«iurse 

.  \:  .,. ".  ■  •  ^iiUi-  .1  1  tiiVerential  Kiiuation,  to  find  out  how  much 

J\    t«   -V::>   :i   t"   priniuee   the  rc<juir«d   effeet ;   or   for   the 

•    '•  r-     •   •:  ■    I'.irik  "f  I. upland,  everv  time  thi-v  raised  or  lowen-d 

*  w  • 

■   '    -   ■  •:'  !•■  '•oUi-  a  !)itTt  rential  Iv;ii.itii»n,  t«»  ileterniine 
\  ••.:.!   to  r.i'.M-  nr  lo\w  r  it  t<»  priMlii'i"  llie  rr;uiri»d 

■•    .1:  :  I:«  ^    !!>    I'.itiiiius    1  JiffireiilMl    l!'iii.ilit>ns    to    the 

i ..  •    .'.   I't    !<•  nt,  and  of  Capii.il.      Hi    ^.i\N  tli.a  the 

:       ■    •...•«  l-i-n  .t»«ipit«l  h\    r.!i:;'i>h  ^^rii^TN  tor  luarlv  a 

1  :■    •    ■'::•«»  AiidiTMm's  i:'iM«r\  •»!   K«  nt.      liul  in  this 

•■    •■...•n.       Ii   In  \\iy\   Ar^il- r^'TiN  i!i'i»ry  i'!    Kmt,   but 

''.  J-  t:Il  l.tti  I\  li.  in  .11  fiprrtl  b\   I'.n-li^h  wriurs— 

/■   V      T'!:  it'll    liv    ih-     II. ■>^:    «!:-«!:ri«ii:N!i,-,l    lori-JL^n 

\- <;  :*■■•;-   .i!ii!    kh.Wil-N  tliiiiiis  i-i    1\«  nt   .iff   thr 

V   •        '■•.'.'   !i- :!h' r    Kii.iril'»,  !j'ir  J- v.-f-.  t'.'-i  any  lit- rary 

.;■  ■•    :■:•.!  "f    \\v   T?  .1!    rii'anvT^    ■  !   \\\*'  'Auri!    K- nt. 

'.I.'   .1*  •■•I'-    .:'''-:;a:i -i  a'!  ihi--    -■    ;.  tin-  r:t  -  i-I    Kt-nt. 

■    \       ■■.:•■    :i'.i":   •!:•■  truf  'l«'"!r::-  M  ■■!    <  a:  :!a!. 

•    I  .1':    ■!  •  n!-'    ajF' ••IIP  •■!  ■•*  :'i    I'\"n»''^  '.\<   ;  .ira^raphs 

\    »    ■.      Iii'l'i'ii' •■    «•!     A-::!:- r:!\  "     *'  1  :-.ir«-    jn    ♦  \it    a 

'  ':.■    r;."'t  huril-il   kiis'!  :•!  a!I-iv\  ••;'T!:..-i>  :<«  irj^tallise 
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into  creeds.  Especially  does  this  tendency  manifest  itself  when 
some  eminent  author,  enjoying  power  of  clear  and  comprehensive 
exposition,  becomes  recognised  as  an  authority.  His  works  may, 
perhaps,  be  the  best  which  are  extant  upon  the  subject  in  question, 
they  may  combine  more  truth  with  less  error  than  we  can  elsewhere 
meet.  But  to  err  is  human,  and  the  best  works  should  ever  be 
open  to  criticism.  If,  instead  of  welcoming  inquiry  and  criticism, 
the  admirers  of  a  great  author  accept  his  writings  as  authoritative, 
both  in  their  excellencies  and  their  defects,  the  most  serious  injury 
is  done  to  truth.  In  matters  of  philosophy  and  science  authority 
has  ever  been  the  great  opponent  of  truth.  A  despotic  calm  is 
usually  the  triumph  of  error."  "  In  science  and  philosophy  nothing 
must  be  held  sacred."  "I  protest  against  deference  for  any  man, 
whether  John  Stuart  Mill,  or  Adam  Smith,  or  Aristotle,  being 
allowed  to  check  inquiry.  Our  Science  has  become  far  too  much  a 
stagnant  one,  in  which  opinions,  rather  than  experience  and  reason, 
are  appealed  to."    To  all  these  remarks  we  give  our  heartiest  assent. 

We  do  not  think  it  necessary  to  cite  any  more  authors,  because 
the  purpose  of  this  work  is  not  to  be  a  catalogue  of  writers  on 
Economics,  but  it  is  a  History  of  Ideas  in  Economics.  And  we 
have  shown  that  the  original  concept  of  Economics  was  that  it  is 
the  science  of  Commerce  or  Exchanges,  or  the  Theory  of  Value. 
And  after  the  temporary  dislocation  of  the  science  by  Say  and  Mill, 
all  distinguished  writers  have  come  back  to  that  conclusion.  The 
general  Economical  system  of  Say  and  Mill  is  now  as  dead  as  the 
dodo. 

But  as  Economics  is  the  Theory  of  Value,  it  is  necessarily  a 
mathematical  science,  just  as  the  Theories  of  Force,  of  Light,  of 
Heat,  of  Electricity,  &c.,  are  mathematical  sciences.  Many  writers, 
who  perhaps  may  be  able  mathematicians,  have  attempted  to  make 
it  so ;  but  their  attempts  have  been  utterly  rash  and  premature. 
They  never  seem  to  have  remembered  that  in  every  physical  science 
the  first  thing  done  was  to  collect  the  facts,  and  then  to  apply 
mathematics  to  these  facts.  But  mathematicians .  have  attempted  to 
make  Economics  a  mathematical  science,  without  the  least  attempt 
to  make  themselves  acquainted  with  the  elementary  facts.  They 
have  imagined  that  they  could  evolve  the  most  complex  branch  of 
human  knowledge  out  of  their  own  inner  consciousness.  Bagehot 
rightly  designates  Economics  as  the  Theory  of  Business ;  therefore, 
of  course,  the  details  of  business  are  the  phenomena  of  Economics. 
No  doubt  many  writers  on  Economics  have  been  very  able  and 
ingenious  men,  but  they  have  neglected  the  very  first  aphorism  of 
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fUcon-  "  Man,  the  servant  and  interpreter  of  Nature,  can  do  and 
umicrrtand  so  much,  and  so  much  only,  as  he  has  obser\'ed  in  (act 
c«  in  thought  of  the  course  of  Nature/*  and  '*  neither  the  naked  hand 
*^jr  the  understanding  left  to  itself  can  do  much.  It  is  by  instni- 
skmts  and  helps  that  the  work  is  done,  which  are  as  much  wanted 
t  jr  the  understanding  as  for  the  hand.'* 

l->tinomics  is,  no  doubt,  a  mathematical  science,  but  mathematics 

icUv  rumcs  in  in  the  third  place,  as  in  all  physical  science.  We  must 

r.r<  have  a  sound  philosophy  of  the  subject,  before  we  apply  mathe- 

'-oiics  to  it.     Economics  is  primarily  a  juridical  science,  because  it 

^tiN  with  froftrty  of  all  sorts.     It  requires  a  knowledge  of  the 

-"«ri  ^uUle   branches  of   law,  to  determine   what  an   Economic 

'  '.unl:t\  is.     Secondly,  it  requires  a  thorough  knowledge  of  the 

r.^chanisni  of  commerce,  to  know  how  these  Economic  Quantities 

*'•^  txchan^cd  with  each  other;  and  then,  thirdly  and  lastly,   it 

'  fUtrt-s   an    adequate    knowledge  of   mathematics    and    physical 

^  -  n<  t  to  knom*  how  to  l>ring  the  laws  which  govern  the  relations  of 

"'•  M  \ji  onomic  quantities  into  harmony  with  the  laws  of  the  other 

.■*-.i:ial  sciences. 

\'-«  writers  on  Economics  have  almost  entirely  neglected  the 

->:  :»n  (tf  these  branches  of  the  subject,  and  therefore  they  never 

*^«i  in\  Milid  foundatioHN  whereon  to  rear  up  a  constructive  science, 

.--1  :htTtlore  tht-y  may  be  called  Scholastic  Ivconomists,  and  there- 

•    :h- '.r  mhfilc  structure  has  fallen  in  ruins  just  as  the  Ph)-sics  of 

N  r.iHiIinen  did. 


Economics  is  <i  Physical  Science. 

H-\'::^  mtyik  ^«)i  a  clear  and  dislinrl  comvption  of  the  Science  of 

•'•::..•  s,  wc  s^f  at  once  how  it  is  .i  PhvMcal  Science.     One  of 

r::'»>t  iiisiinguiNhed  physical  philosophers  of  the  present   day 

:'  w«i  to  mc  a  doubt  th.it  ICconomics  can  Ik*  made  a  Physical 

'^  "I       Itut  that  all  dc|H.*nds  tm  it>  tundammtal  conception  and 

^"  i.'.n.     So  ionjj  as  it  was  tcrnuil  the  "  Production,  Distribution, 

•X  <  i.n%uniption  of  Wealth,"  there  was  nothing  in  the  name  or  the 

•a:.?'    of   the   subject  to  suggest  any  resembbnce  to  a   Physical 

>>:>»       Hut  xs  soon  as  we  revert  lo  the  alternative  and  e<jui\'alent 

>' '  .:.'>n  i»r  tlii-  srimce  as  the  Scic-n<e  of  Kxciunges,  or  Commerce, 

■    ,»r'ii\f"  at  once  how  it  is  a  Physical  Science.     lU-cause  there 

•  •»  f'srff  orders  <»!    Exchangeable  (^>uantities,  and  therefore  six 

t;»->'*  tA  Lx«  lunges,  the  obje<t  o!"  the  S«  ience  is  to  determine  the 

/-rr.   •/  /At  fhinomena  of  these  Exchanges— that  is  to  determine 

w 
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tte  \japr\  -m^jr,  T^n^trr.  das:  dazsges  zs  gagr  ^'—^'rTril 
H/OifJt^  w*:  hoT^  a  rjtrw-  order  of  Varabft^  Qccxxas:  and  the 
ljam%  vhari]!  i^yrem  !ic&  nev  order  of  Vcsbfie  Qeirffirars  must 
f^  io  ftnrt  faarrKwr  vidi  the  bvs  wLaiii  gDvcm  the  nelaiion> 
of  VariabSe  ^^oandtief  sn  gcnesaL  The  Izvs  vbkfa  gof^em  thc- 
ramMs;  rdations  </  Eocmoonc  Qoantities  miKC  be  in  strict  hanDony 
with  the  knrf  whkh  gorem  the  varrmg  re^axioos  of  the  stais  in 
their  cfjmwoL 

We  hare  then  a  distinct  bodr  of  phenomena,  all  based  upon  a 
ftnj^  cfjnrx[^  or  idea,  and  therefore  fitted  to  form  a  great  demon- 
strative science  of  the  same  rank  as  Mechanics,  or  Optics,  or  any 
«her  Physical  Science. 

An<4her  great  Ijody  of  paiticiilars  is  won  from  the  vague,  floating, 
and  ancertain  mass  of  knowledge,  won  from  the  void  and  formless 
infmite,  and  fixed  and  circumscribed  hy  a  definition,  and  formed 
into  a  great  Inductiix-  Science,  whose  investigations  must  be 
governed  by  the  same  general  principles  of  Inductive  Lc^c,  2l> 
fAht:T%  arc,  and  yet  will  be  found  to  contribute  its  quota  to 
Inductive  lyjgic,  bearing  a  general  similant}'  to  its  sister  sciences, 
and  yet  with  peculiarities  of  its  own — 

Far.*ics  non  omnibus  una  nee  di versa  tamen :   qualis  decet  esse 

And  as  quantitic*s  of  such  diverse  natures  as  men,  cattle,  the 
wind,  gravitation,  gunpowder,  steam,  electricit}',  &c.,  are  all  included 
in  the  science  of  dynamics,  because  they  all  exert  force,  whose 
effects  can  Ix;  measured  numerically,  and  dynamics  regards  them 
Mimf)ly  as  forces,  wholly  irrespective  of  any  other  qualities  they 
may  fKiSsess ;  so  we  see  how  Quantities  of  such  diverse  natures  as 
money,  lands,  houses,  debts,  labour,  copyrights,  cattle,  the  funds, 
sciences,  clothes,  and  rights  of  all  sorts,  are  all  included  in  the 
fK!ience  of  Economics,  because  they  all  possess  the  Quality  of 
Exchangeability,  or  the  capability  of  being  bought  and  sold,  or 
exchanged;  and  the  Value  of  all  of  them  may  be  measured  in 
money,  and  ICconomics  regards  them  solely  in  regard  to  this  Quality, 
wholly  irrespective  of  any  other  Qualities  they  may  possess.  Thus 
we  see  the  true  field  of  the  science;  an  Economist  is  one  who 
reasons  about  the  I^ws  of  Value. 

It  is  now  universally  admitted  that  Economics  is  to  be  con- 
utructed  on  principles  analogous  to  those  of  a  physical  science. 
Now  Astronomy  is  the  Physical  Science  which  is  the  typ)e  of 
Economics.  The  fundamental  problem  in  Economics  is  exactly  the 
«ime  as  the  fundamental  problem  in  Astronomy.     The  Astronomer 
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•  «  ^  nt:iiiUr  m|  (^)u;intitifs,  thi*  hcavmly  IxmIus,  nuivin^  in  all 
-".-  "r  ilirtitinnN-  Nonu-timrs  advantin^,  somctinu's  apfiarcntly 
vi*  'urx.  Miiiu'tinu-s  rrtrograiliii^ — and  his  object  is  lo  (]is<:ovcr  a 
'  .  (it:>iral  I«iw  whit  h  accmints  for,  and  governs,  ail  these 
«  ■   ■■«  r-  Lit  ions.     So  the  KcontMuist  stfs  a  multitude  of  (Quantities 

v..r  t  V  «  han^'in^  their  numerical  relations  to  each  other,  and  his 

'<:  ^  *.!•  disAciver  a  sin)*le  General  Law  which  (governs  all 
■    -    \.ir\i:^y:   ri  Lit  inns.      Like   ANtronomy,    Kconomics  is  a    pure 

■••I  ■•!  ratios, 

\  ■:  :'*  I  .ir.a!o;:v  In t ween  Astronomy  and  Kconomics  mav  be  still 
-  -r  *•-,<  un.     S«)me  |)ers*jns  sijy  that  it  is  mjt  sutVu  ient  lo  say  that 

•  • ':^-irutLs  in  I  )emand  :  luit  tliat  the  Economist  slumld  go 
■•■:.  .i^i!  iri\t-sti^.itr  the  cause  of  IVmand.  Hut  that  would  Ix- 
.*  -:    •  rri-r       It  wnuld   intrinluce  the  whole  o!    l*sych<»logy  into 

■    •    •  -.      An   lifonnmisi,  y/^i  Kconomist,  has  ii<>  n)ore  to  dc» 

•  ■    '.ii^rN  vihirh  j»ro(luiv  iK-mand  than  an  Astrunomer.  qua 
::.!  r.  h.i^  tn  ili»  with  the  «ause  of  gravitati<»n      So,  aNt»,  an 

•  -:.     •..;  r.i  ononiist,  has  no  nuire  to  do  with  the  pr»Me>s4.-s  of 

•  .•    ..'"1  rciiiufai  turi-s  than  the  Astronomer,  qua  AstmnomtT, 

>^t'i  the  nwtliod^  hv  which   tiu-   heavenlv  Ixnlies  were 

1  ^  •    AMrononuT  linds  liis  Force,  which  is  ( ira\itation,  and 

.!   •:.!  1..h1ii«,  u|ht!i  wliiili  it  acts:  the  Kirmoniisi  finds  his 

• -;  .ir«    pi  m.ini!.  .ind  ci-rt.iin  <]uantiti(-s.  whuh  are  the 

I        •  ;:-:••'  -^  ■  •!  i!it    \<«tronoiiuT  is  to  tlrtmiimi   tin    /<frr« 

".  f;  :   "t    tl;t     'iii'tio'is   «i|    iIji-  hi-.i\t-nl\    IioiIun.   \\\  tiieir 

.    •       •     :■«.    !■•   «.»••!    otli.  r    im<ler   tlu-   :niii»M   •«!    \\v    law  n? 

:  ..1!    ill  ri'ii  ^    .i".il    limits    his    ni  irrn  •  .      Ww     businr<i^ 

;:  ■  :    -^  Ti  1!' t'-rinmr    ihr    /.(i:rv   of   t*:*    f ':  •,'!'•  fh  tut  «it 

•   •■      \.ir\::i^  ri'.tf.nns  nt    r.iiiniiniii    'J;ijMt:t!»-^  nn«hr 

■:     I     '1    I  .ii:.i«  n!  .  « '-    law    "i    Wi'ni     (Value):    thii! 

•     •     ":  •■*  ■■•     •\*  •       •  .!'  ?i   In  .1   pun    M  ii  III  t    11:   Wiriab! 


V. 


•  f 


'    •■  i   !:■<     ;  1'  •  '!•  "i'  'M    lit     Kv  'a'  j«  N.    i»r    •  ? 

.    W'i.li    1  »\  ".iMili  -»    'N   t- I   till-    p'»i  !^  i'l:!   :i.J   1 -l"    1m»ii. 

;.'•  •  ■;'  m*  n.i   it    I    .li:      .md     o  i-n  ■  ■•   i!».    .-ihi  • 

i      •    M!..  .  ^  ^  !ii  .:\  :'i.    Theory  of  Value, 

..  ■;•  !•!■  •  ■  t,    ■      ■'.«     !i-  Nt    'i!i;i. -rLiii:    •'  "\^    :• 

■  •■'..:  \  '  i'!i    M!'!  «   •-  .1    ri  ■■  ^;'  ..'  **'  :    "■  ■       !.:  * 

■^i  ■   •  •  •  •  "  .1  .s       '    :  ^    lM-«t  'I    .::  ■■  ■■!    t'  '     ".■  /f  * 

I    -r  A       :"•  •■     ;■  Ml    :':  •     .  i  :    r  ■'    l.iw^    ■  : 

r     •    :      -^  »i|    <      111"!  I    it,    hi'M    .It'll    .lUionj    .ill 
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nations,  among  the  rudest  and  most  dvilised,  in  all  ages  and 
countries.  The  laws  of  commerce  are  identically  the  same  Unlay 
as  they  were  when  commerce  first  sprung  into  being,  and  they  will 
remain  the  same  to  the  end  of  time.  We  find  that  the  same 
causes  are  invariably  followed  by  the  same  effects;  and  that  is 
the  reason  why  Economics  may  be  raised  to  the  rank  of  an  exact 
science :  a  permanent  and  universal  science  of  the  same  nature  as 
the  Physical  Sciences. 

*'  The  Laws  of  Commerce,"  said  Edmund  Burke,  "are  the  Laws  of 
Nature,  and  therefore  the  Laws  of  God."  That  is  why  Economics 
is  a  Physical  Science ;  because  it  is  based  upon  principles  of  human 
nature  which  are  as  universal  and  permanent  as  the  qualities  of  the 
ph>'sical  substances  upon  which  the  physical  sciences  are  based 
And,  therefore,  Economics  is  a  Physical  Moral  Science,  and  the 
only  Moral  Science  which  is  capable  of  being  raised  to  the  rank 
of  an  exact  science. 

On  the  beat  Name  for  the  Science. 

Having  thus  got  a  clear  and  distinct  Science,  the  next  thing  is 
to  consider  and  determine  what  is  the  best  name  for  it.  We  have 
shown  how  the  term  Political  Economy  became  attached  to  the 
Science  of  Exchanges,  or  Commerce,  or  of  the  "  Production,  Distri- 
bution, and  Consumption  of  Wealth."  But  all  Economists  are  no\v 
anxious  to  get  rid  of  this  term  as  cumbrous  and  misleading,  and 
various  other  designations  have  been  proposed.  Whately  proposed 
Catallactics :  others  have  proposed  Plutology^  or  Chrematology 
These  and  various  other  names  which  have  been  proposed,  are  not 
in  themselves  objectionable,  and  if  the  Science  had  been  a  nev 
creation,  might  perhaps  have  been  adopted.  But  under  present 
circumstances,  these  changes  are  far  too  violent  to  be  adopted. 
What  chance  would  there  be  of  the  public  accepting,  as  the  desig- 
nation of  the  cultivators  of  a  Science,  the  term  Catallacticians,  or 
Plutologists,  or  Chrematologists  ?  The  name  by  which  a  Science  is 
called  is  of  small  importance :  the  real  requisite  is,  that  its  nature 
and  objects  should  be  clearly  defined.  There  is  no  advantage  to  be 
gained  by  changing  the  name  of  the  Science  which  has  once  acquired 
a  firm  hold  in  popular  usage,  even  though  that  name  might  not  have 
been  the  best,  that  might  have  been  the  best  if  the  Science  had  been 
a  new  creation. 

There   are   few    Sciences   which    have    not    undeigone  a  great 
extension,  or  alteration,  of  what  the  meaning  of  their  names  would 
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suggest  Plato,  long  ago,  laughed  at  the  idea  of  calling  the  Science 
which  treats  of  the  motion  of  the  heavenly  bodies.  Geometry. 
Yet  Geometry  has  retained  its  name  from  that  day  to  this ;  and  the 
French  call  a  great  analyst  a  great  Geometer.  Trigonometry  has 
long  extended  beyond  the  measuring  of  triangles.  Who  could  tell 
what  Chemistry  or  Electricity  meant  by  their  names?  In  ancient 
times  Music  meant  all  the  liberal  studies :  in  modern  times  it  is 
restricted  to  the  modulation  of  sounds. 

The  name  of  Political  Economy,  or  Economic  Science,  is  so 
firmly  rooted  in  the  public  mind  that  no  advantage  could  be  got  by 
changing  it :  and  furthermore,  there  is  no  reason  for  changing  it,  as 
the  true  character  of  the  Science  is  expressed  in  its  very  name.  It 
is  often  supposed  that  oIko%  in  Greek  means  a  house,  and  that  an 
Economist  is  the  master  of  a  house.  But  oIko^  has  a  far  more 
extensive  meaning  in  Greek  than  that  of  a  house  only.  Throughout 
the  whole  range  of  Greek  literature,  from  Homer  to  Ammonius, 
oiKo%  means  Property,  or  Estate,  of  every  description.  Thus,  not 
only  houses,  lands,  money,  corn,  timber,  jewels,  &c.,  are  a  man's 
oiKos :  but  also  all  such  property  as  Bank  Notes,  Bills  of  Exchange, 
the  Funds,  Shares  in  Commercial  Companies,  Copyrights,  Patents, 
&:c.,  &c. 

Thus  Homer  says, 

oTkov  *OSv(r<rrjoSf  rhv  S^ovkcti  <f>a(rl  V€€(r0ai 

''''They  forcibly  devour  the  substance  of  Ulysses ^  who  they  say  will 
never  return^ 

Also,  ((rOierat  yuoi  oIkos 

*'''  My  Property  is  being  devoured, ^^ 

In  the  Odyssey,  oikos  is  used  in  numerous  passages  as  synony- 
mous with  XprjfJM  and  pioros. 

Herodotus  says  :  koI  oIkov  tov  irarphs  8ia<f>oprj6€VTa. 
'^And  the  Property  of  your  father  wasted  away^ 

Demosthenes  says — oIkoi  hnrXoxrioi  /cat  TpnrXnxrioi  y^yovaxri, 
"  Their  fortunes  have  doubled  and  tripled.^^ 

In  the  Economics  of  Xenophon,  Socrates  expressly  points  out 
the  distinction  between  oIkos  and  oiKta,  the  latter  being  the  house 
only,  and  the  former  all  a  man's  substance,  or  estate.  But  in  later 
times,  oLKia  also  acquired  this  extended  meaning,  it  occurs  so  in  the 
New  Testament 


1 66         On  the  Nature  and  History  of  Economics         [Bk.  I. 

So  Ammonius  says  :  oficos  Acycrai  i^  voura  oiVtmi. 
"  oficos  means  ail  Property J^ 

ofKos  was  the  technical  term  in  Attic  Law,  to  denote  a  man's 
whole  substance  or  estate. 

Hence  Economics  is  the  most  apt  and  fitting  term  which  could 
be  chosen  to  denote  the  science  which  treats  of  the  Exchanges 
of  property.  Moreover,  the  Economists  called  their  science 
"  Economical  Philosophy " :  and  Condillac  expressly  defined 
"Economic  Science"  or  "Economics"  to  be  the  science  of 
commerce. 

Hence  we  do  not  propose  to  make  any  change  at  all  in  the  name 
of  the  science.  Both  of  the  terms,  "Political  Economy"  and 
"Economic  Science,"  are  in  common  use,  and  it  is  better  to 
discontinue  that  name  which  is  liable  to  misconstruction,  and 
which  seems  to  relate  to  politics,  and  to  adhere  to  that  one  which 
most  clearly  defines  its  nature  and  extent,  as  relating  only  to 
Property,  and  is  most  analogous  to  the  nature  of  other  sciences. 
Long  ago  we  suggested  that  Economics  is  the  most  suitable 
name  of  the  science,  and  this  name  has  now  been  very  generally 
adopted. 

Economics  is,  then,  simply  the  Science  of  Exchanges,  or 
of  commerce,  in  its  widest  extent,  and  in  all  its  forms  and 
varieties,  it  treats  of  Exchanges — all  Exchanges — and  nothing  but 
Exchanges. 

The  definition  of  the  Science  which  we  offer  is  : 

Economics  is  the  science  which  treats  of  the  Laws  which  govern 
the  relations  of  Exchangeable  Quantities. 

And  the  late  distinguished  Economist,  M.  Michel  Chevalier,  did 
us  the  honour  to  say  that  in  his  opinion  this  is  the  best  definition  of 
the  Science  which  has  been  proposed. 

Economics  as  a  Liberal  Science. 

Some  idiot  nick-named   Economics  the   "dismal  science."    It 

uld   be   impossible  to    conceive  a   more    complete    misnomer. 

onomics  is  the  Queen  of  all  sciences,  it  is  in  itself  a  complete 

.oeral  education. 

To  comprehend  Economics  it  is  indispensable  to  have : 

I.    An  adequate  knowledge  of  Latin  and  Greek,  so  as  to  read 

the  classical  writers  in  the  original :  because  they  abound  in  notices 

of  ^  <U  questions,  and  they  contain  most  of  the  fundamental 

onomics. 
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:.  Rut  a  mere  knowledge  of  classical  latin  and  (ireek  is  not 
.r?'<  K-nt.  it  i»  necessary  to  have  a  knowledge  of  Juridical  Latin  and 
•rtvk.  Ut:ause  in  the  PatuUcts  of  Justinian  and  the  Basilica^  which 
.'-  the  sources  of  our  Mercantile  law,  there  is  a  cbss  of  words 
«t:i*h.  in  classical  Latin  and  Greek,  mean  material  commodities, 
%.:  in  Juridical  latin  and  Greek,  and  in  modem  Mercantile  Law, 
:iLan  t>nly  abstract  Rights  and  Duties. 

5.    A  general    knowledge    of   the    Law    of    Property,   because 
:/Y»numic^  deals  with  property  of  every  description. 

\.  Hut  modem  Commerce  is  carried  on  almost  exclusively  by 
Credit,  amse^iuently  it  is  necessary  to  have  a  thorough  knowledge 
4  the  juridical  principles  of  Credit,  the  most  abstmse  and  profound 
orx'h  of  Mercantile  Law. 

5    A  thorough  knowledge  of  the  principles  and  mechanism  of 
'  •mmcrre,  lioth  agricultural  and  mercantile. 

'-  .\  thorough  knowledge  of  the  principles  of  Natural  Philosophy 
.:-i  nitxlem  Algebra,  and  the  ca|xicity  of  seeing  how  they  are  to 
'  applied  to  the  |)hcnomena  of  Economics. 

;   A  knowkxige  of  the  history  of  all  nations,  l)ecause  it  supplies 
■'  mati-ruU  for  Economics. 

Iht-ri-  arc  numberless  Mercantile  lawyers  who  are  i)erfectly  well 

■  "^d  in  sf)e<'ial  points  of  Mercantile  law,  Iml  very  few  have  any 

•  ■   *".Mi*;i'  f»f  thi*  actual  nurhanism  of  Commenv. 

r-  vTt   art-  multitudes  of  llankcrs  who  liavt-  a  j)ert\t*t  knowledge 
I'artuji   business,  but  who  were  never  trained  in  the  attstmse 

'  •  I'lt.N  of  Mercantile  law  on  which  their  Imsiness  is  Uised. 
^■*Ti'-  Mathematicians  liave  attempted  to  apply  mathematics  to 
•  \\\\\  H .  liut  as  they  never  had  the  slightest  knowle<lge  of  Mer- 

at;'-     I-iw    nor   of    practical    business,   their   attempts   are    mere 

■  \<.r.i\\*x  madness. 

\- 'I   th'iv*   who  !ia\e   undertaken    to   write  general   treatises  on 

•:-:i;:i  -  \\%\vx  had  the  slightest  knowledge  of  Men*antile  Law, 

'  •    -r   ;irart;ial   business,  nor  had   the  faintest    knowledge  of  the 

.'•uni'Tttal   prineiples  of  Natural    Philosophy,  nor  how  to  apply 

*■  "    !o  the  phenomena  (jf  Economicv 

\.\»r\  wunre  is  greater  than  any  of  its  cultivators.     Astronomy 

.rrater  than  Hip|urchus,  than    Ptolemy,  than  ('o|Hrni<'us,   than 

^':  i«T.  ^n-aler  even  than  Newton  himself.    So  K**»nomics  is  greater 

a-    Turgo!,  than  C^>uesnay,  than  Smith,  than   Ricardo,  than  Say, 

-.*.■.  M::i. 

T  ■  c\ef)   one  who  has  done  go^nl   Mr\Mf  Ut  us  j>ay  rational 
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respect,  but  not  abject  idolatry.  He  who  studies  Philosophy 
must  be  a  freeman  in  mind.  No  one,  however  eminent,  is  now 
{permitted  to  be  a  despot  in  science,  and  chain  up  the  human 
intellect,  or  arrest  the  progress  of  thought. 

Economics  is  the  noblest  and  grandest  creation  of  the  human 
intellect.  It  is  the  crown  and  the  glory  of  the  Baconian  Philosophy. 
No  one  can  thoroughly  realise  the  awful  sublimity  of  the  genius 
of  Bacon  until  he  studies  Economics,  because  it  is  the  literal 
realisation  of  his  matchless  discovery  that  the  same  principles  of 
Mathematical  and  Physical  Science  which  govern  the  phenomena 
of  nature  equally  govern  the  practical  business  of  life. 

Time's  noblest  offspring  is  its  last. 


Book  II. 

THE  FUNDAMENTAL  CONCEPTS  AND  AXIOMS 

OF  ECONOMICS 


ACCEPTILATION-Rfxkase. 

Acceptilation  is  the  Release  or  Discharge  from  a  debt 

Id  Roman  lav,  when  a  debtor  came  to  repay  a  loan,  he  brought 

^*  money  to  his  creditor  and  said  something  of  this  sort  to  him  : 
**  Quod  ego  tibi  promisi,  habesne  acceptum  Y* 
•*  Hax^  pm  recmtd  wkai  I  promised  you  f  " 

To  which  the  creditor  replied  : 

**  Habes  acceptumque  tuli." 

"  )«»jii  Aat^,  amd  /  katt  entered  it  as  received,^ 

In  this  case  the  Debtor  made  an  entry  of  money  paid  in  hit 
«tifer.  termed  ExpeilsiUtio :  and  the  Creditor  made  an  entry  of 
"^■^  received  in  his  ledger,  termed  Acceptilatio. 

n:rse  entries  of  Expensilatic  and  Acceptilatio^  when  once  made  in 

c:r  rn^ioctive  ledgers  by  the  parties,  were  final  and  conclusive,  and 

^  not  be  questioned. 

^  1  I  oDtracts,  or  Obligations,  created  by  the  muttial  consent  of 

<itin.  may  be  cancelled,  extinguished,  dissolved,  and  annihilated 

*  :hc  viroc  mutual  consent  of  the  parties  by  which  they  were 

Viied. 

\\  iiiius  says  (Dig.  50,  17.  100),  **  Omnia  quae  jure  contrahunter 

'VThno  jure  pereunt." 
•^-*  w^'tf/  ct^n tracts  are  destroyed  by  a  rex'erst  process.^ 
•^jfjuently,  if  for  any  reason  whatever  the  Creditor  chose  to 
'  <3se  the  r>ebtor  from  his  Debt  without  the  actual  payment  of 
=«*iCT,  It  «as  done  by  the  solemn  form  of  Acceptilatio. 

TV  [debtor  went  through  the  legal  form  of  question,  and  the 
'  'niiuiT  went  through  the  legal  form  of  answer,  and  then  made  the 

'aaj  entry  of  Acceptilatio  in  his  leilger :  it  was  then  a  valid  and 
"ol  release,  and  it  could  not  be  ()uestioned  or  dispute<l. 

>o  It  {iresent,  if  a  Ocditor  gives  his  Debtor  a  formal  written 
'^apt  for  money  due,  or  hands  back  to  him  his  Promissory  Note, 
'  4  I  TnUd  and  6nal  release  of  the  debt. 
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The  Release  of  a  Debt  is  in  all  cases  EquiucUent  to  a  Qift  or 

Payment  of  Honey. 

Euler  says  that  if  a  person  has  nothing  and  owes  50  crowns,  his 
property  is  50  crowns  less  than  nothing.  His  property  is -50 
crowns,  />.,  he  is  under  the  duty  to  pay  50  crowns,  and  he  has 
nothing  to  pay  them  with.  He  then  says  that  if  any  person  made 
the  Debtor  a  present  of  50  crowns  to  pay  his  Debt  with,  he  woold 
be  50  crowns  richer  than  he  was  before,  though  his  property  would 
then  be  o. 

Euler  is  right  so  far  as  he  goes ;  but  he  has  only  stated  one  half 
of  the  case,  because  the  same  result  may  be  attained  in  another  way. 

As  the  same  result  follows  whoever  gives  him  the  money,  we  may 
suppose  that  his  Creditor  makes  him  a  gift  of  50  crowns ;  and  so  he 
discharges  his  Debt.  The  Debtor  is  now  50  crowns  richer  than  he 
was  before,  and  his  property  is  now  o. 

But  the  same  result  may  be  attained  in  another  way. 

Suppose  that  instead  of  the  double  operation  of  the  Creditor 
giving  his  Debtor  50  crowns,  and  then  receiving  them  back  again 
in  discharge  of  his  Debt,  he  simply  Releases  the  Debtor  from  kis 
Debt^  then  the  Debtor  would  be  50  crowns  richer  than  before,  and 
his  property  would  be  o. 

This  example  shows  that  the  Release  of  a  Debt  is  in  all  cases 
whatever  equivalent  to  the  Gift^  or  Payment^  of  Money^  a  principle 
of  the  most  momentous  consequence  in  modem  commerce. 

Now,  if  Money  be  Positive,  +,  a  Gift,  or  Payment,  is  also  +  . 
and  the  Gift  or  Payment  of  Money  is  +  x  4- ,  which  equals  + . 

And  if  a  Debt  be  Negative,  -,  to  take  away  or  Release  is 
also-.  Hence,  Releasing  or  Cancelling  a  Debt  is  -  x  -,  which 
also  equals  + . 

Hence  Releasing  a  Debt  is  absolutely  equivalent  to  making  a 
Gift  of  Money. 

The  doctrine  that  -x-  =  +x+is  absolutely  true  in  Economics 
as  it  is  in  all  branches  of  Science,  both  mathematical  and  physical ; 
and  its  interpretation  in  Economics  is  this  : 

The  Release  of  a  Debt  is  in  all  cases  7fhateifer  Eguiuaient  to  the 
Qift  or  Payment  of  Money, 

So  Paulus  says  {Dig.  50,  17,  115):  "Si  quis  obligatione  liberatus 
notest  videri  cepissc.'* 

lica^  II.,  3,  115  :    **o  cAci'^c/Joiyicro?  lvo\?i'i  SoK€i  Tt  €iX)/</>€rai." 

yho  is  Released  from  an  Obligation  has  gained,'' 
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>o  also :  **  Per  accqpti  quoque  ladonem  egens  debitor  edam  emm 
CI  -jnuin  (]ua  liberatus  est,  cepisse  videtur." 

"  Ex^tn  an  imsahtnt  Dtbtor^  bang  freed  by  a  Release^  has  gained  the 
*..'*«/ ./  what  he  is  released  fremy 

xi  Pothier  says  (TVaAf^  da  Obligqtions) \  "A  Release  is  a 
Muiion." 

So  Ortolan  says  (Explication  historigue  des  Inst,  Just,  liv.  iL  tit 

^543,  547):  *'The  Release  from  a  Debt  is  always  classed  as  a 
joation  in  Roman  Law." 

N>  Von  Savigny  says  (Traiii  de  droit  Remain^  liv.  iL  ch.  3, 
142):  "A  simple  contract,  or  the  Release  from  a  Debt,  may  be 
<  subject  of  a  donation." 

AlikO  iibiJ.  S'SS)*  "The  increase  of  wealth  may  result  from 
X  Credit  given  to  the  Debtor,  or  the  Release  of  a  Debt" 

"  Kvcr>-  Release  of  a  Debt  enriches  a  Debtor.  The  amount  of 
c  donation  is  always  equal  to  that  of  the  Debt,  even  though  the 
^btor  is  insolvent  Although  the  Release  from  a  Debt  destined 
n^r  to  be  paid  seems  a  thing  of  no  consequence,  the  increase  of 
'.;<rty  does  not  the  less  exist  In  effect,  not  only  does  Property 
7f cNent  a  (juantity  always  indeterminate,  but  its  total  value  may 
si>  be  either  Posittic  or  Xegative.  [Negative  property  is  the 
Tcrsc  of  a  Right;  i.e.  a  Debt  or  a  Duty.]  If,  then,  property  is 
riu^  cd  to  a  Negative  Value,  the  diminution  of  minus  is  in  law  a 
-ir.jTC  uicntical  with  the  increase  of  plus  for  a  Positive  Value " 
m:  14.  -  X  -  -  +  X  + ). 

'  Pic  Release  of  a  Debt  always  constitutes  a  Gift  et^ual  to  the 
-  -r.t  oi  the  Debt,  even  though  the  Debtor  b  insolvent"    (Ibiii. 


» 


>^  the  Release  of  a  Debt  to  a  Debtor  may  be  a  I..egacy. 
•V    ;4,  5.  3) 

^o'ication  »/  the  Principles  of  Algebra  and  KercanWe  Law  to 

Commerce. 

I:  has  now  to  t>c  shown  how  the  Algebraical  doctrine  that 
•  -  -f  •  +,  and  its  legal  interpretation  that  the  Release  of 
I»eU  u  in  all  cases  etiuivalent  to  a    Payment  in   .Money,  are 

>;>^-l.cd  m  commerce. 
^;.;;>'j»c  that  I  owe  ^i^o  to  a  banker,  in  how  many  ways  can 

■  .4)  hiro? 
:    I  may  pay  him  in  actual  money  ^  that  is,  +  x  + . 
:    If  1  happen  to  possess  /.  100  in  his  Notes,  I  may  tender  him 

^  own  Notes ;  or  if  I  have  an  account  with  him,  I  may  give  him  x 
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Cheque  on  my  account;  that  i8|  in  either  case  I  rdease  him  6011 
his  Debt  to  me ;  that  is,  -  x  — . 

That  is,  releasing  him  fipom  his  Debt  to  me  is  paying  my  Deb 
to  him. 

3.  I  may  pay  him  ^50  in  Money  and  ^^50  in  his  own  Notes, 
or  give  him  a  Cheque  for  ^50  on  my  account,  and  the  combined 
effect  of  the  two  is  to  disdiaxge  and  extinguish  my  Debt  of  £1^ 
to  him. 

Thus  I  may  pay  a  Debt  to  my  banker  wholly  in  Monej,  01 
wholly  by  releasing  him  from  hii  Debt  to  me,  or  pardy  in 
Money  and  partly  by  releasmg  him  from  his  Debt  to  me,  and 
the  effect  of  these  several  modes  of  payment  is  absolntdy 
identical 

Thus  it  is  seen  that  the  doctrine  that  taking  away  a  N^g^tive 
Quantity  is  equivalent  to  adding  a  Positive  Quantity  is  absolntdy 
true  in  all  branches  of  science. 

Thus,  in  all  sciences  whatever,  -  x  ~  »  +  x  +,  and  in  Mercan- 
tile Algebra  it  is  to  be  interpreted  thus  - . 

The  Rdease  of  a  Debt  ts,  in  all  cases  whatever^  equivalent  to  tki 
Gift  or  Payment  in  Money, 

The  Release  of  a  Debt  may  be  held  to  extinguish  an  Obligation 

in  Three  different  ways. 

There  are  three  different  methods  in  which  the  Release  of  a  Deb 
may  be  held  to  extinguish  an  Obligation. 

First  Method,  —  As  the  Obligation  was  created  by  the  mutua 
consent  of  the  parties,  so  it  may  be  cancelled  and  extinguishei 
by  the  same  mutual  consent  which  called  it  into  existence. 

Now,  by  the  general  principles  of  the  theory  of  Algebraical  Signs 

to  create  an  Obligation  is  denoted  by  +   <      ^^°°  \ 

I  -^looJ 

So  to  cancel,  extinguish,  or  annihilate  an  Obligation  is  denote< 

Now  let  us  observe  the  effect  of  the  Negative  Sign  on  each  c 
the  parties  to  the  Obligation. 

The  Creditor's  property  becomes  ~  ( +  ;;^ioo). 

Bot   -(  +  ;£l00)=  -;^IOO. 

That  is,  the  Creditor  has  lost  jCioo, 

The  Debtor's  property  becomes  -  ( -  ;^ioo). 

-But  -(-;^ioo)=  +;£lOO. 
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That  is,  the  Debtor  has  gained  ;^ioo.  Which  shows  that  to 
Cancel,  or  Release,  a  Debt  is  exactly  equivalent  to  making  a  Gift 
of  Money. 

Second  Method — As  the  Creditor's  Right  of  Action  is  simply  a 
piece  of  Merchandise,  Goods,  and  Chattels,  or  a  Commodity,  it 
may  be  the  subject  of  a  Donation  or  Gift  exactly  like  any  other 
Commodity. 

The  Creditor  may  present  his  Right  of  Action  as  a  Donation  or 
Gift  to  the  Debtor  himself. 

Then  the  Debtor  has  the  Right  to  demand  ( +  ;^ioo)  from 
himself,  and  also  the  Duty  to  pay  (-;;^ioo)  to  himsel£ 

Then  his  property  will  be  +;£^ioo  — ;^ioo. 

These  two  quantities  cancel  and  extinguish  each  other,  like  +a 
and  -  a  on  the  same  side  of  an  equation.  They  vanish  together;  the 
Right  is  not  suspended  or  in  abeyance,  it  is  absolutely  extinguished. 
The  (  +  ;£'ioo)  ceases  to  exist  as  well  as  the  (  — ;^ioo),  and  thus 
the  Obligation  is  absolutely  extinguished. 

The  Creditor  has  lost  ;;^ioo,  and  the  Debtor  has  gained  ;^ioo. 

Thus,  if  a  person  makes  another  a  Gift  of  ;^ioo,  and  also 
releases  him  from  a  Debt  of  ;£^ioo,  the  Donee  has  received  a 
Gift  of  ;^200. 

When  Sir  Joshua  Reynolds  died,  he  held  a  Bond  of  Burke's  for 
;^2ooo.  By  his  will,  he  bequeathed  Burke  ;£'2ooo  in  Money,  and 
also  released  Burke  from  his  Bond  for  ;;^2ooo.  Consequently, 
Reynolds  bequeathed  ;^4ooo  to  Burke. 

Third  Method, — There  is  still  a  third  method  by  which  it  can  be 
explained. 

When  a  Debtor  is  presented  with  a  Right  of  Action  against  him- 
self, he  fulfils  two  persona,  or  characters.  He  is,  at  the  same  time. 
Creditor  to  himself  and  Debtor  to  himself. 

In  his  persona  of  Creditor  he  presents  his  Right  of  Action  for 
payment  to  himself  in  his  persona  of  Debtor.  In  his  persona  of 
Debtor  he  pays  the  Right  of  Action  to  himself  in  his  persona  of 
Creditor.  He  has  thus  fulfilled  and  discharged  his  duty  just 
as  much  as  if  he  had  paid  it  to  another  individual. 

Or  in  his  persona  of  Creditor  he  agrees  with  himself  in  his 
persona  of  Debtor  to  cancel  and  extinguish  the  Obligation.  The 
Obligation  is  then  extinguished  and  annihilated,  exactly  in  the 
same  manner  as  if  the  Creditor  and  the  Debtor  had  been  separate 
individuals. 

Thus  the  Obligation  is  not  merely  suspended  or  in  abeyance ;  it  is 
absolutely  cancelled  and  extinguished,  and  ceases  to  exist. 
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When  +  ;^ioo  Cancds  and  ExHnguishis  -  j^ioo,  and  wkm  U 

does  not 

It  must,  however,  be  carefully  observed  that  (  +  ;^ioo)  and 
(-';^ioo)  in  the  same  person  do  not  always  and  necessarily  caned 
and  extinguish  each  other  in  Economics. 

A  person's  property  may  be  (+^^100)  and  (-j^iooX  and,  tbcw- 
fore,  for  practical  purposes,  equal  o;  and  yet  these  two  quantitiei 
will  not  cancel  and  extinguish  each  other. 

It  is  only  when  the  Right  to  demand  (+;f  100)  from  MmseffvA 
the  Duty  to  pay  ( -^100)  to  himsdf  unite  in  the  same  pers(»i,  thit 
these  two  quantities  cancel  and  extinguish  each  other  and  vanislv 
and  the  Contract,  or  Obligation,  is  extinguished. 

Suppose  that  a  person  has  ^100  in  gold  or  notes,  and  at  the  same 
time  owes  ;f  100  to  someone  else. 

Then  his  property  will  be  (  +  ;^ioo)  and  (  — j^ioo),  and  in  sub- 
stance =  0. 

But  in  this  case  the  ( +  £io6)  will  not  cancel  the  ( -  ^100),  and 
the  ( +  ;£ioo)  is  not  extinguished  as  an  Economic  Quantity. 

The  reason  of  this  is  obvious,  because  his  possession  of  ;;^ioo  in 
gold,  or  his  Right  of  action  against  A,  is  no  fulfilment  of  his  Duty 
to  pay  B. 

The  Debtor  may  pay  away  his  gold  or  the  ;^ioo  in  notes,  and 
leave  his  own  Debt  to  B  unpaid. 

Suppose  that  two  bankers  each  hold  ;^ioo  of  each  other's  notes. 
Then,  so  far  as  regards  these  notes,  the  property  of  each  banker  is 
( +;£'ioo)  and  ( -  ;^ioo),  and  in  substance  =  o. 

But  in  this  case  the  (  +  ;;^ioo)  and  the  (  — ;^ioo)  held  by  eacfc 
banker  do  not  cancel  each  other,  because  each  banker  may  pa) 
away  the  notes  of  the  other  in  commerce,  and  there  are  ;^20o  0 
Economic  Quantities  in  existence.  Each  banker  has  the  positivi 
absolute  Right  to  demand  ;;^ioo,  which  is  his  actual  property 
but  he  is  only  under  the  contingent  Duty  to  pay  J[i\oo  i 
demanded. 

If,  however,  they  exchange  notes,  each  banker  will  then  have  th 
Right  to  demand  ;;^ioo  from  himself^  and  the  Duty  to  pay  ;^ioo  t 
himself.  And  each  of  the  Obligations  is  simultaneously  extinguishec 
because  each  banker  has  performed  his  Duty  of  paying  the  othc 
by  releasing  him  from  his  Debt.  Then  the  ;;^2oo  of  Economi 
Quantities  are  extinguished,  and  vanish  out  of  existence. 

Hence  it  is  only  when  the  Right  and  the  Duty  emanate  from  th 
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umc  penon,  and  arc  again  re-united  in  the  same  person  from  whom 
'Sn  (inanaied,  that  the  (+^^100)  and  the  (-^£"100)  cancel  each 
-■Her.  and  the  Obligation  is  extinguished. 


//.".  /*/«/  Siock  Banks  Increase  thiir  Capital  by  Acceptilation. 

^Vc  ihall  now  give  an  example  of  the  doctrine  that  the  Release 
o'  1  Debt  is  in  all  cases  equivalent  to  a  Payment  in  money,  which 
sjT  toqmse  some  of  our  readers,  and  of  which  we  have  not  seen 
:hc  lightest  notice  anywhere  else. 

Hlien  it  is  published  to  the  world  that  the  Bank  of  England  has 
I  psid-ap  Capital  of  ^14,000,000,  and  that  several  of  the  Joint 
N  ck  lUnks  have  paid-up  Capitals  of  several  millions,  most  persoiu 
^^  It  tor  granted  that  the  Banks  have  these  sums  paid-up  in  hard 
^K 

Nnerthcle&s,  this  is  a  profound  error.  Of  course,  it  is  im- 
:*.«ibic  for  any  outsider  to  have  any  precise  knowledge  as  to  how 
=xh  of  these  amounts  was  ever  paid-up  in  actual  money.  But  it 
tuY  pfohibly  l>e  said  with  safety,  that  not  so  much  as  one-half  of 
-^^  various  amounts  was  ever  paid-up  in  real  money,  but  by 
*:■  'thi-r  method,  which  we  have  now  to  describe.  And  it  will  be 
ffr-  that  probably  the  greater  portion  of  these  millions  of  Capital 
*!'  nc\cr  anything  more  than  the  Bank's  own  Credit  turned  into 
'  1;  ::al 

I  •  explain  this,  we  may  obser\'e  that  the  first  subscription  to  the 
ijr.k  ('i  Kngland  was  j{^  1,200,000,  nhich  was,  of  course,  paid  up 

*  T'^ncy       It  was  advancetl  to  Government,  and  the  Bank  was 
^  «cii  :«>  issue  an  ec]ual  amount  in  Notes,  which  were,  of  course, 

•  ^.fomentation  of  the  Currency. 

>.    I'o''  the   liank  stopped  payment,  and  its  Notes  fell  to  a 

-v -xjnt  i»f  20  \K'T  cent. 

Ic  i^>w7  Parliament  undertook  the  restoration  of  public  credit, 
^  ::  was  determined  to  increase  its  Capital  by  j{]^  1,000, 000.  Bui 
*f  :n€  ftnmj  0/  this  tfas  faiJ  up  in  actual  money. 

Tbc  Act  directed  that  ^800,000  of  the  subscription  should  be 
:«id«ip  m  Kxchequer  tallies  or  Kxrhe(|uer  bills,  and  the  rrmainin^* 
£:>i.z<rZ  tn  the  Kanks  orcn  depreciated  .\ «'//•/,  u*hich  were  recetx*ed  at 
■  4flr  f^i  J  ^ue  as  Cash, 

Tiuv  of  its  first  increase  of  Capital,  ^£"200.000  consisted  of  its 

«n  depreciated   Notes.      The   Bank   was  authorised  to  issue  an 

^iiuoaal  amount  of  Notes  equal  to  its  increase  of  Capital.     At 

v.b«(*iuent  increases  of  Capiul,  the  subscribers  might  always  ^y 

s 
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up  any  amount  they  pleased  in  the  Bank's  own  Notes,  which  wen 
held  as  equivalent  to  a  payment  in  money,  and  an  increase  oi 
Capital  Thus,  the  release  of  the  Bank  from  payment  of  its  Notes 
was  held  to  be  an  increase  of  its  Capital. 

In  1727  the  Bank  of  Scotland  increased  its  CapitaL  The  sab- 
scription  was  partly  paid-up  in  the  Bank's  own  Notes.  An  oatay 
was  raised  against  this.  But  the  Directors  justly  answered :  "Bot 
the  objectors  do  not  all  consider  this  point,  for  the  payments  are 
many  of  them  made  in  specie ;  and  Bank  Notes  are  justly  reckoned 
the  same  as  specie  when  paid  in  on  a  call  of  stock,  becauu  when 
paid  in  it  Itssms  the  demand  on  the  BanhJ^ 

Hence,  the  Directors  clearly  understood  that  the  Release  of  a  Ddii 
is  in  all  respects  equivalent  to  a  Payment  in  money. 

The  Bank  had  issued  its  Notes,  and  was,  of  course,  Debtor  to 
the  holders  of  them.  These  Debts  were  Negative  Quantities,  01 
Liabilities  to  pay.  The  subscribers  might  either  pay  in  specie,  thai 
was  +  X  + ,  or  Release  the  Bank  from  its  Debt  to  them,  that  was 
-  X  ~,  and. the  effect  of  either  transaction  was  exacdy  the  same. 
At  every  increase  of  Capital  the  same  operations  would  be  repeated ; 
payments  in  Money  and  in  the  Bank's  own  Notes  would  always  b( 
treated  as  equivalent  And  hence  at  every  increase  of  Capital,  a 
certain  amount  of  the  Bank's  own  Temporary  Credit  would  tx 
turned  into  Permanent  Capital. 

Thus  we  see  that  the  Parliament  of  England,  and  the  Directon 
of  the  Bank  of  Scotland,  who  were  probably  equally  innocent  oi 
Roman  Law  and  Algebra,  simply  from  their  own  mercantile  instioci 
treated  the  Release  of  a  Debt  as  in  all  respects  equivalent  to  a  Pay 
ment  in  Money^  or  they  recognised  that  in  Commerce  -  x  -  =  + 
X  +. 

Banks,  therefore,  which  issue  Notes  may  increase  their  Capital  bj 
receiving  them  in  payment.  But  Banks  which  do  not  issue  Note 
may  increase  their  Capital  exactly  in  the  same  way.  A  customer  0 
the  Bank  who  has  a  balance  at  his  Credit,  is  in  exactly  the  sani< 
position  as  a  noteholder.  If  he  wishes  to  subscribe  to  an  inaeas 
of  Capital,  he  simply  gives  the  Bank  a  cheque  on  his  account 
That  is  equally  a  Release  to  the  Bank  from  a  Debt  as  a  payment  i; 
the  Bank's  own  Notes,  and  an  increase  of  Capital. 

If  the  customer  has  not  sufficient  funds  on  his  account  to  pay  fc 
the  stock  he  requires,  he  may  bring  the  Bank  bills  to  discount  Th 
Bank  discounts  these  bills  by  creating  a  Credit  or  Deposit  in  h 
favour,  which  is,  of  course,  a  Negative  Quantity,  or  a  Debt,  exact! 
like  a  Bank-note.    The  customer  then  gives  the  Bank  a  cheque  0 
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ra  account ;  that  is,  he  Releases  the  Bank  from  the  Debt  which  it 
Ui  just  created  in  his  favour,  and  that  Debt  released,  then  becomes 
io  oicTcase  of  Capital. 

This  IS  the  way  in  which  the  Capital  of  all  Joint  Stock  Banks  is 
lacrcatcd.  And  it  may  go  on  to  any  extent  without  any  payment 
r.  money.  And,  consequently,  it  is  wholly  impossible  for  anyone 
«ho  Has  not  had  access  to  the  books  of  the  Bank  to  ascertain  what 
|4o;crtion  of  its  Capital  consists  of  pa>'ment  in  Money,  and  what 
(foportion  consists  of  the  Bank's  own  Temporary  Credit  turned 
r.:  >  Permanent 


ACCOMMODATION   PAPER 

i>\U  uf  Fxchange  are  usually  considered  to  have  arisen  out  of 
;4«:  transactions.  The  merchant  having  sold  his  goods  to  the 
t.'^ict  for  a  Right  of  Action,  Credit,  or  Debt,  he  may  sell  this 
Wa  to  his  banker.  If  the  banker  discounts  the  bill,  he  has  two 
U3m:<»  jis  securities :  first,  the  acceptor  of  the  bill,  or  the  buyer  of 
'*:  (jods,  who  is  the  Debtor  primarily  responsible,  or  the  principal 
i?x .:.  as  he^is  called  ;  and,  secondly,  his  own  customer,  who  indorses 
"c  b.il  ti/him,  and  so  becomes  security  that  if  the  principal  debtor 
j  -n  n-  »l jay  the  bill,  he  will. 

:  .!  lar.k'.n^ 'Credits  may  be  created  to  effect  future  transactions, 

•  «c.i  .i>  :■>  )>uy  Debts  created  by  |xist  transactiuns. 

^.:  >.sc^  trui  a   merchant  wishes  to  effect  a  purchase,  he  may 

'    .  «:  ':.:s  I  anker  to  liist  ount  his  Promissory  Note,  so  as  to  obtain 

<  ::•: :  :•'  ctU*tt  his  purchase.     But  the  banker  may  say  to  him 

.'    *.  .<•  u^air.Nt  his  rules  to  discount  any  instrument  containing 

I     :.c  name  ;   I'Ut  that  if  he  can  get  any  responsible  friend  to 

.-vl  -.t'..r.!\  for^him   by  indorsing  liis   Note,   he  will  discount  it 

•   .  r:;       S  :|»]k»sc,   then,  that  his  friend  joins  with   him,  without 

.•  r.^  riicivid  any  consideration  in  indorsing  the  Note,  such  an 

t.-:r.c:it  w>uld  Ik  aw  Accommodation  Note. 

\tA  «:.'-n  .iny  (lerson  |.uts  his  name  on  a  bill,  either  as  drawer, 

•  icj.t.r.    or    mdor^er,    .md    so    stands    security   for   its    {>ayment, 
*■••.•-!    hA>mg    rt<cived    any   consideration    for    so   doing,    it    I-* 

:  r.txl  xu  Accommodation  Bill. 

r*T  *u:;ktr,  now  having  two  names  on  the  instrument,  discounts 
•'.  j-vi  iJ:c  nur«  hant,  having  now  a  Credit  on  his  acci>unt.  jmrchases 
I'^ii,  the  pr<M.eeds  trom  the  sale  of  whicli  are  intended  to  meet  the 
^-  «r.cn  It  becomes  due. 
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Now,  it  is  evident  that  the  security  of  this  bill,  which  is  an 
Accommodation  Bill,  is  exactly  the  same  as  if  it  had  been  a  real 
bill,  or  one  founded  on  a  preceding  transaction. 

What  difference  can  it  make  whether  a  bill,  which  arose  out  of 
a  past  transaction,  is  sold  for  a  Banking  Credit,  and  the  goods 
are  sold  to  meet  the  bill,  or  a  bill  is  sold  for  a  Banking  Credit, 
and  goods  are  purchased  with  it  to  meet  the  bill?  The  practiol 
effect  is  that  B  stands  security  to  the  Bank  for  the  advance  made 
to  A,  and  what  is  there  in  the  nature  of  such  a  transactioo 
anything  worse  than  for  one  man  to  stand  security  for  another  in 
any  commercial  transaction? 

A  great  deal  has  been  said  and  written  about  the  difference 
between  Real  and  Accommodation  Bills;  and  while  no  terms  of 
admiration  are  too  strong  for  the  first,  no  terms  of  vituperation 
are  too  strong  for  the  latter.  Thus  Mr.  Bell  says,  "The  difference 
between  a  genuine  commercial  bill  and  an  accommodation  bill  is 
something  similar  to  the  difference  between  a  genuine  coin  and  a 
counterfeit  one  " ;  as  if  the  fact  of  negotiating  an  AccommodatioD 
Bill  were  in  itself  one  of  moral  turpitude. 

It  is  generally  assumed  that  real  bills  possess  some  sort  of 
security,  because  it  is  supposed  that  there  is  Property  to  represent 
them.  Such  an  idea  is  not  uncommon  among  scholastic  Economists, 
but  it  is  utterly  fallacious.  As  we  have  pointed  out  (ffill  of 
Exchange),  Real  and  Accommodation  Bills  have  exactly  the 
same  security ;  they  are  simply  claims  against  the  persons  of  the 
obligants,  which  they  are  liable  to  make  good  out  of  their  whole 
estates.  The  bills  are  no  title  or  claim  to  the  goods  which  have 
been  purchased  with  them.  The  objection,  therefore,  to  Accom- 
modation Bills  on  that  ground  is  futile. 

The  essential  distinction  between  Real  and  Accommodation  Bills 
is  that  one  represents  past  transactions  and  the  other  future  trans- 
actions. In  a  Real  Bill,  goods  have  been  purchased  to  meet  the  bill; 
in  an  Accommodation  Bill,  goods  are  to  be  purchased  to  meet  the 
bill.  But  this  is  no  ground  of  preference  of  one  over  the  other.  A 
transaction  which  has  been  done  may  be  just  as  wild,  foolish,  and 
absurd  as  one  which  has  to  be  done.  The  intention  of  engaging  in 
any  mercantile  transaction  is  that  the  result  should  repay  the  outlay 
with  a  profit.  There  is  no  other  test  but  this  of  its  propriety  in  a 
mercantile  sense. 

The  common  objections  against  Accommodation  Paper  are,  there- 
fore, quite  futile,  and  wide  of  the  mark ;  and  the  proof  of  it  is  that 
what  was,  until  quite  recently,  the  largest,  safest,  and  most  pzolBtable 


.\\  Acconnnoiialion  Paper  iSl 

|4n  of  Scoirh  banking  i*  entirely  of  the  nature  of  Accommodation 

lite  tpletn  of  Accommodation  Paper  is  one  of  immense  iroport- 
ucf  in  modern  commerce,  and  the  abuses  of  one  kind  of  it  have 
(mmbutcd  to  produce  the  greatest  caUinities.  We  mutt,  therefore, 
tumine  more  ctotely  this  species  of  Accommodation  Paper,  whidi, 
Kinog  been  abused  by  unscrupulous  persons  for  fraudulent  pur- 
(4KL  has  produced  the  most  frightful  mercantile  convulsions  i 
Lid  we  must  point  out  wherein  the  danger  and  the  fraud  of  this 
jiL'TiruUt  species  of  Accommodation  Paper  consist. 

CtplaiiatioB  f/  tkt  Real  Danger  of  Aacommodation  Paper. 

.rnUfi  h  Mr.  Ctmmiiaemr  IUIr»yJ  in  kii  jujgmml  \a  n  Laurmir,  Mtrtimtr, 
mmi  S^knJtT.—"  StamUrJr  Martk  Vf^     iS^') 

i>e  have  now  to  explain  wherein  the  difference  between  Real  and 
-Vcommodation  Paper  consists,  and  wherein  the  danger  of  Accom- 
Eoditioo  Paper  lies. 

^.[■lusc  that  a  manufacturer  or  wholesale  dealer  has  sold  goods 

■  icn  customers,  and  received  ten  bonafide  trade  bills  for  them ;  he 

"■ea  discounts  these  ten  bills  with  his  tunker.     The  ten  acceptors 

' '  lhe%c  bills,  having  received  value  for  them,  are  the  principal 

i'\n<n  to  the  tiank,  and  are  bound  to  meet  them  under  the  penalty 

'  'ummcrrial  ruin.     11)0  lunk  has  their  names  as  acceptors,  or 

'';i  ;  rir.cial  debtors,  on  the  bills,  and  its  own  customer  as  security 

''-  tach  i-f  thi-m.      The  bank  also  keeps  a  certain  balance  of  its 

.1!  .mcr\  in  its  hands,  pro)>ortionatc  to  the  discount  allowed. 

f\cr.  under  the  best  of  circumstances,  an  acci-ptur  may  fail  to 

:  ;■.;  im  bill.     The  liankei  then  debits  his  customers  account  with 

•'•  Ui:.  and  cives  it  to  him  l>ack.     The  drawer  has  an  action 

^-i  £kt  the  aicc|it'ir,  l>«.-<'aus(.'  it  is  a  real  debt  due  to  him.     If  there 

I'  .^M  no!  U-  enough  on  his  account,  the  lusiomcr  is  called  upon 

*     fdjr  the  thtfcrcnce.     If  thv  woT>t  conies  to  the  worst,  and  its 

'-.tiocnct  f«ils,  the  tiank  can  punue  its  remedy  a^ain>t  the  estates 

•Ji  I^Kfa  |ianK-«,  without  in  any  way  affecting  the  jMisiiion  of  the 

^.Sa  Bine  aircjitors,  who,  of  luursc,  are  still  bound  to  meet  their 

.•o  hiHs. 

L  niaicrul 
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In  Accommodation  Bills,  the  person  for  whose  accommodaticm 
the  drawing,  indorsing,  or  accepting,  as  the  case  may  be,  is  done,  is 
bound  to  provide  funds  to  meet  the  bill,  or  to  indemnify  the  penon 
who  lends  his  name.  In  a  Real  Bill,  the  acceptor  is  the  prindpsl 
debtor,  who  is  bound  to  provide  fiinds  to  meet  the  bill,  and  the 
drawer  is  a  mere  surety.  In  the  most  usual  form  of  Accommodatioir 
— that  of  an  acceptance — the  drawer  is  the  real  principal  debtor, 
who  has  to  provide  funds  to  meet  the  bill,  and  the  acceptor  is  a 
mere  surety ;  and  if  he  is  called  upon  to  meet  the  bill,  he  is  entided 
to  sue  the  drawer,  as  the  principal  debtor,  for  the  amount 

Now  suppose,  as  before,  A  gets  ten  of  his  friends  to  accommodate 
him  with  their  names  as  acceptors,  and  discounts  these  bills  with  his 
banker,  it  is  A's  duty  to  provide  funds  to  meet  every  one  of  the  ten 
bills.  There  is,  in  fact,  only  one  real  principal  debtor  and  ten 
sureties.  Now,  these  ten  Accommodation  acceptors  are  ignorant  of 
each  other's  proceedings.  They  only  gave  their  names  to  the 
drawer  on  the  express  understanding  that  they  were  not  to  be  called 
upon  to  meet  their  bill,  and  accordingly  they  make  no  provision  to 
do  so.  If  any  one  of  them  is  called  upon  to  meet  his  bill,  he  has 
an  immediate  remedy  against  the  drawer.  In  the  case  of  Real 
Bills,  then,  the  bank  has  ten  real  principal  debtors,  who  would  each 
take  care  to  meet  his  own  acceptance,  and  only  one  surety.  In  the 
case  of  Accommodation  Bills,  the  bank  has  only  one  real  principal 
debtor  to  meet  the  acceptances  of  ten.  Thus,  there  is  only  one  real 
principal  debtor  and  ten  sureties. 

Furthermore,  if  one  of  ten  real  acceptors  fails  to  meet  his  bill, 
the  bank  can  safely  press  the  drawer,  because  it  will  not  affect 
the  position  of  the  nine  other  acceptors.  But  if  the  drawer 
of  the  Accommodation  Bill  fails  to  meet  any  one  of  the  ten 
acceptances,  and  the  bank  suddenly  discovers  that  it  is  an  Accom- 
modation Bill,  and  it  is  under  large  advances  to  the  drawer,  it  dare 
not,  for  its  own  safety,  press  the  acceptor,  because  he  will,  of  course, 
have  immediate  recourse  against  the  drawer  as  his  debtor,  and  the 
whole  fabric  will  probably  tumble  down  like  a  house  of  cards. 
Hence,  the  chances  of  disaster  are  much  greater  when  there  is  only 
one  person  to  meet  the  engagements  of  ten,  than  when  there  are  ten 
persons,  each  bound  to  meet  his  own  acceptance. 

The  real  danger,  then,  to  a  bank  in  being  led  into  discountinj 
Accommodation  Paper,  is  that  the  position  of  principal  and  suret] 
is  reversed.  It  is  deceived  as  to  who  the  real  debtor  is,  and  wfac 
the  surety  is,  being  precisely  the  reverse  to  what  they  appear  to  be 
which  makes  a  very  great  difference  in  the  security  of  the  holder  o 


A.]  Accommodation  Paper  183 

the  bills.  In  fact,  the  parties  are  not  governed  by  the  contract 
Visible  on  the  face  of  the  bills,  which  the  banker  believes  in,  but 
by  a  Latent  contract  collateral  to  the  bills,  of  which  he  knows 
nothing. 

To  advance  Money  by  way  of  Cash  Credit,  or  by  loan  with 
security,  is  quite  a  different  affair,  because  the  bank  then  knows 
exactly  what  it  is  doing,  and  as  soon  as  anything  occurs  amiss,  it 
knows  the  remedy  to  be  adopted.  Moreover,  it  never  permits  the 
advance  to  exceed  a  certain  definite  limit ;  but  it  never  can  tell  to 
what  lengths  it  may  be  inveigled  into  discounting  Accommodation 
Paper,  until  some  commercial  reverse  happens,  when  it  may  discover 
that  its  customer  has  been  carrying  on  some  great  speculative  opera- 
tion with  capital  borrowed  from  it  alone. 

This  is  the  rationale  of  Accommodation  Paper,  pure  and  simple. 

We  have  now  to  examine  a  species  of  Accommodation  Paper 
still  more  subtle  and  still  more  dangerous,  and  this  because  though 
it  is  really  and  in  its  very  nature  Accommodation  Paper,  yet  it  is 
not  so  in  technical  jurisprudence. 

On  Mutual  Accommodation  Paper,  and  its  danger  to  a  Bank, 

The  Accommodation  Paper  just  described  may  be  termed  Simple 
Accommodation  Paper,  and  that  which  we  have  now  to  describe 
may  not  inaptly  be  designated  as  Compound  Accommodation 
Paper. 

We  have  shown  that  the  real  and  genuine  distinction  between 
Real  and  Accommodation  Paper  is  that  Real  Paper  is  based  upon 
a  simultaneous  transfer  of  goods,  the  proceeds  of  which  are  expected 
to  redeem  the  bill  at  maturity ;  and  in  Accommodation  Paper,  bills 
are  created,  not  based  upon  any  past  or  simultaneous  transfer  of 
goods,  but  for  the  express  purpose  of  purchasing  goods  in  the  future 
to  redeem  the  bills.  If  these  two  species  of  transactions  are  done 
with  equal  care  and  judgment,  and  with  the  full  knowledge  of  all 
parties  of  the  real  nature  of  the  transaction,  there  is  nothing  more 
dangerous  or  improper  in  one  species  of  paper  than  in  the  other. 

We  have  now  to  deal  with  a  species  of  paper  which  is,  in  its  real 
nature.  Accommodation  Paper,  because  it  consists  of  Paper  not 
founded  upon  any  past  or  simultaneous  transfer  of  goods,  but 
consists  of  Paper  created  for  the  express  purpose  of  purchasing 
goods  after  it  has  been  created.  But  yet  in  jurisprudence  it  is  not 
Accommodation  Paper,  because  it  is  held  to  be  given  for  good  and 
valuable  consideration ;  and,  therefore,  though  in  very  many  cases  it 
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is  a  moral  fraud,  yet  it  is  not  a  legal  fraud,  and  it  is  to  this  species 
of  Paper  that  most  of  the  great  Commercial  Crises  are  due. 

We  have  now  to  explain  how  very  much  more  dangerous  to  a 
bank  this  species  of  Paper  is  than  the  worst  calamities  which  cm 
happen  from  Real  Paper. 

We  have  elsewhere  pointed  out  the  very  common  error  that  all 
Bills  of  Exchange  are  paid  in  money.  Bills  in  modern  usage  are 
very  seldom  paid  in  actual  money,  and  only  in  a  very  few  isolated 
instances  \  they  are  paid  by  discounting  fresh  bills.  ThuS|  in 
ordinary  times,  Debts  are  always  paid  by  creating  new  Ddits. 
No  doubt,  if  the  banker  refuses  to  discount  the  new  bills,  die 
customer  must  discharge  his  bills  in  money.  But,  then,  no  trader 
ever  expects  to  have  to  do  that  He  has  usually  a  fixed  discount 
limit,  and  if  he  brings  good  bills,  he  has  little  less  than  an  absohite 
right  to  have  them  discounted.  And  if  the  banker  suddenly  caOs 
upon  him  to  meet  his  bills  in  money,  it  might  oblige  him  to  sdl 
his  bills  at  a  great  sacrifice,  or  might  cause  his  ruin. 

However,  it  is  always  supposed  that  the  bills  discounted  aie  good 
ones;  that  is,  they  could  be  paid  in  money  if  required.  Tboi^ 
though  in  common  practice  very  few  bills  are  really  ever  paid  in 
money,  it  is  manifest  that  the  whole  stability  of  the  bank  depends 
upon  the  last  bills  discounted  being  good  ones. 

Now  suppose  that  a  customer  for  a  considerable  time  brings  good 
bills  to  his  banker,  and  acquires  a  good  character  with  him,  and  ao 
throws  him  oflf  his  guard.      Owing,  perhaps,  to  some  temporary 
embarrassment,  or  wishing  to  push  his  speculations,  he  goes  to 
some  of  his  friends,  and  gets  them  to  accept  bills  without  having 
any  property  to  meet  them.     He  then  takes  these  accommodation 
bills  to  his  banker.     The  banker,  trusting  to  his  good  character, 
discounts  the  bills.     In  course  of  time  these  accommodation  bills 
must  be  met,  and  the  way  he  does  it  is  to  create  fresh  similar  bills. 
The  drawer  may  be  speculating  in  trade,  and  losing  money  every 
day ;    but  his  bills  must  be  met,  and  there  is  no  other  way  oi 
meeting   them   but  by  constantly  creating   fresh   bills.      By  this 
means  he  may  extract  indefinite  sums  from  his  banker,  and  give 
him  in  return — so  many  bits  of  paper.     Now,  when  discounts  are 
low,  and  times  are  prosperous,  this  system  may  go  on  for  many 
years.      But  at  last  a  crisis  comes.      The  Money,  i.e,  the  Credit, 
Market  becomes    ''tight''      Bankers  not  only  raise  the  rate  of 
discount,  but  they  refuse  to  discount  so  freely  as  before.      Tk€y 
contract  their  issues.     The  accommodation  bills  are  in  the  bank, 
and  must  be  met      But  if  the  banker  refuses  to  discount  fresh 
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huii,  thqr  roust  be  met  in  money.  But  all  the  property  the 
ii<cubtan  may  have  had  may  have  been  lost  twenty  times  over ; 
to.  vhen  the  crisis  comes,  they  have  nothing  to  turn  into 
aooey.  I>irectly  the  banker  refuses  to  meet  his  customers'  bills 
b)  his  own  Credit,  he  wakes  to  the  pleasant  discovery  that, 
m  return  for  the  money  he  has  paid,  he  has  got  so  many  pieces 
01  paper! 

This  is  the  raiwmUt  of  Accommodation  Paper,  and  we  see  how 
aurdy  it  differs  from  Real  Paper.  Because  with  Real  Paper  and 
>mAfLU  sales,  though  losses  may  come,  yet,  directly  the  loss  occurs, 
there  IS  an  end  of  it ;  but  with  Accommodation  Paper,  the  prospect 
i  a  loss  is  the  very  cause  of  a  greater  one  being  made,  and  so 
OD  m  an  ever-widening  circle,  until  the  canker  may  eat  into  the 
tanker's  assets  to  any  extent 

I:  ts  also  clear  that  if  a  trader,  having  got  a  good  character  and  a 
'o^'^^  ;*i»ition  in  commerce,  may  do  so  much  mischief  to  a  single 
ar.'icr.  hts  capacity  for  mischief  is  vastly  increased  if,  from  his 
t;h  ^iosition  and  old  standing,  he  is  able  to  discount  with  several 
^anis,  for  then  he  is  able  to  diminish  greatly  the  chances  of 
i(*.ectK«. 

I  he  history  of  the  most  notorious  instances  of  failure  caused  by 
'^c  Hjmda!i>us  abuse  of  Accommodation  Paper  would  illustrate 
V:oc  remarks :  but  their  analysis  would  be  too  long  for  a  work  of 
*•'.*  iLind,  which  is  mainly  concerned  with  the  exposition  of  prin- 
■ ;  cs,  without  l(K>  cLiborate  an  account  of  details. 

from  these  accommodation  bills  to  forged  bills  there  is  but  one 
^'t\  It  1^  but  a  thin  line  of  division  between  drawing  upon  a  man 
»'  IS  notoriously  unable  to  fiay,  and  drawing  upon  a  person  who 
C  <.s  :.'>t  exist  at  all,  or  forging  an  acceptance.  In  practical  morality 
i:^  :n  Its  {iractical  eficcts  there  is  none.  Traders  do  not  even  take 
\^x  :rv>uble  to  get  a  l>eggar  to  write  his  name  on  their  bills,  but  they 
rt*.:.!  one.  The  cast'  of  traders  in  a  large  way  of  business  dealing 
r,\y,  a  va^t  numbi-r  of  small  country  connections  affords  great 
AC.  .:;cs  for  such  rogueries.  They  begin  by  establishing  a  good 
roractcr  (or  their  bills.  Their  business  gradiully  increases.  Their 
(/f.nections,  as  they  say,  gradually  extend  all  over  the  kingdom, 
rr.e  banker.  satist)e<l  with  the  regularity  of  the  account,  cannot  take 
^c  trouble  to  send  down  to  every  small  country  town  to  inquire 
:;£o  t.Ke  acceptor  of  every  small  bill.  The  circle  gradually  enlarges, 
r.!.'.  lome  fine  morning  the  whole  affair  blows  up.  The  ins^ 
•vcactime^  exercised  by  traders  in  carrying  out  such 
bv>«uteiy  marvellous. 
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It  is  in  times  of  speculation  in  large  commodities  that  Accommo- 
dation Paper  is  peculiarly  rife.  In  a  great  failure  of  the  harvest, 
when  great  importations  were  required,  and  it  was  expected  that 
prices  would  rise  very  high,  every  com  merchant  wanted  to  buy  as 
much  as  possible.  But  if  no  real  sales  had  taken  place,  there  conU 
be  no  real  trade  bills.  They  therefore  proceeded  to  manu&ctoie 
accommodation  bills  in  order  to  extract  funds  from  bankers  to 
speculate  with.  No  banker  in  his  senses  would  actually  advaoce 
money  for  them  to  speculate  with  with  his  eyes  open.  Neverthdess^ 
they  must  have  funds.  This  they  did  by  cross  acceptances.  One 
merchant  drew  bills  upon  another  merchant,  who  accepted  them; 
he  then  drew  in  turn  upon  his  drawer,  who  accepted  in  his  tura. 
They  then  went  and  discounted  these  cross  acceptances  wi6i  as 
many  bankers  as  possible,  in  as  many  different  parts  of  the  couDtiy 
as  possible,  so  that  their  proceedings  might  not  come  too  much 
under  the  notice  of  any  particular  bank. 

Such  proceedings  can  never  take  place  again  in  the  com  trade  as 
they  used  to,  because,  with  the  area  of  supply  so  extended,  and  the 
means  of  transport  so  accelerated  and  cheapened  as  they  have  been 
during  the  last  forty  years,  no  failure  of  the  harvest  in  this  country 
can  ever  cause  com  to  rise  to  such  a  price  as  it  did  in  1847;  though 
what  it  might  do  in  time  of  war  we  cannot  say,  and  it  is  to  be  hoped 
that  such  an  experience  may  not  occur. 

In  the  Crimean  War,  there  was  a  great  and  sudden  demand  for 
shipping;  an  enormous  amount  of  Accommodation  Paper  was 
manufactured  by  the  Liverpool  shipowners,  and  discounted  all  over 
the  kingdom. 

Whenever  great  speculation  in  commodities  may  take  place  again, 
the  same  things  will  recur.  And  the  quantities  of  Accommodation 
Paper  manufactured  on  such  occasions  is  something  astonishing. 
This  Accommodation  Paper  is  discounted  by  banks  creating  fresh 
credits  in  the  form  of  Deposits.  So  these  deposits  swell  up,  and 
they  are  only  so  many  Bank-notes  in  disguise,  and  then  the  public 
holds  up  its  hands  in  astonishment  at  the  vast  sums  the  banks  hav( 
to  trade  with,  whereas  it  is  not  solid  money  at  all,  but  only  paper 
But  this  immense  augmentation  of  the  Circulating  Medium,  0; 
Currency,  raises  prices  all  round 

The  insurmountable  objection,  therefore,  to  this  species  of  pape 
is  the  dangerous  and  boundless  facility  it  affords  for  raising  mone] 
for  speculative  purposes.  And  there  is  much  reason  to  fear  tha 
this  pernicious  system  prevails  to  a  much  greater  extent  than  i 
commonly  supposed.     Even  in  quiet  tiroes  it  has  been  said  thfl 
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::  A  ^unnised  that  one-fourth  of  the  paper  in  circulation  is  Accom- 
aodition  Paper ;  and  in  times  of  great  speculation  the  proportion 
-'  £tf  greater  than  that 

The  Legislature  has  imposed  rigid  limits  on  the  issues  of  notes 
br  binks.  and  many  persons  think  that  it  might  be  possible  to  curb 
vt  creation  of  this  pestilent  kind  of  paper  by  law. 
Rut  unfonunately,  such  a  thing  is  not  possible.  The  difficulty 
•«i«sts  in  determining  what  is  really  Accommodation  Paper.  As  a 
mitter  of  txonomics,  all  these  cross  acceptances  are  pure  Accom- 
aodition  Pa|<r ;  but  they  are  not  so  in  jurisprudence. 

The  whole  <iuestion  turns  on  the  Consideration,  An  accommoda- 
'  or.  bill  in  law  is  a  bill  to  which  the  drawer,  acceptor,  or  indorser, 
i-  the  case  may  be,  puts  his  name,  without  consideration,  for  the 
''^r,o«e  c>f  benefiting  or  accommodating  some  other  party,  who  is 
-  ;»roTide  funds  to  meet  the  bill  when  due.  But  the  consideration 
'^  iv  be  of  many  sorts.  It  does  not  by  any  means  necessarily  imply 
:  ^e  of  goods  at  the  time.  Moreover,  a  bill  may  be  an  accom- 
rr-xiation  bill  at  the  time  it  is  created,  but  if  any  consideration  it 
;icQ  fur  it  during  the  period  of  its  currency,  it  ceases  to  be  ao 
\  ^«iniodation  bill. 

Moreover,  the  consideration  may  be  of  many  sorts.     If  A  draws 

"   i\  u{on  |{,  who  accepts  it  for  A's  accommodation  for  the  express 

.'>''^  of  enabling  him  to  get  it  discounted  by  a  bank,  that  is  a 

r?  aci  ommodation  bill.     Hut  if  B  draws  an  exactly  similar  bill 

■>::  A.  «ho  accepts  it  for  the  accommodation  of  B,  to  enable  him 

'    ^r!   :i  discounted  by  a  bank,   then  neither  of  the  hills  is  an 

.    'ommodation  bill,  but  they  arc  each  of  them  given  for  a  good 

'^.licratiun.      The   liability  which  each   incurs  by  accepting  the 

".er  s  Sill  is  the  consideration  for  his  own  accejitance. 

I  o  an  unlearned  reader  this  may  seem  somewhat  strange  doctrine, 

•.  r.c*er!hcles*.  it  is  firmlv  esiablisht»d  law. 

:r.  kjiff  r.  Cation  (2  H.  Blacks.  571),  A  and  B  being  desirous  to 
1-' commodate  each  other,  each  drew  a  bill  u)>on  the  other,  and 
A  epcei*  one  in  return,  the  two  hills  being  precisely  alike  in  date, 
iu-aount.  and  time  of  {uyment.  neither  party  having  any  otfects  of 
•-'•  other  in  his  hands.  The  Court  was  clearly  of  opinion  that  the 
«o  bills  were  mutual  engagements,  constituting  on  each  part  a 
\h\a,  the  one  being  the  consideration  for  the  other. 

In  an^Khcr  case,  Cxnvlty  :-.  Dunlof  (7  T R.  5^>5).  (irose,  J.,  said, 
'  The  instant  the  bills  were  ex''*  »tcd  to  the  other 

r  the  sum  which  was  the  '^icct; 

'  t  the  countcr-acccpi' 
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Debt  upon  either  side  respectively.  In  the  case  of  a  single 
accommodation  acceptance,  there  is  no  debt  to  the  acceptor;  the 
Debt  only  accrues  by  the  payment  of  the  money.  The  acceptor 
4juh  acceptor  can  never  be  a  creditor,  his  acceptance  imports  the 
admission  of  a  debt  from  him  to  another;  and  when  he  has  paid 
as  acceptor,  if  he  paid  for  any  other  person,  in  consequence  of 
any  request  from  that  other,  he  becomes  a  creditor,  m^  on  ikefaa 
of  the  bill^  but  by  a  contract  collateral  to  the  bill.  When  two  penoni 
exchange  acceptances,  each  becomes  the  debtor  of  the  other  upon 
his  accepted  bill  But  when  a  man  accepts  without  considenUioD, 
he  is  never  a  creditor  of  the  person  for  whom  he  accepts  till  be 
pays  —  from  that  payment  arises  the  Debt  But  when  the  ac- 
ceptances were  exchanged,  the  debts  arise  from  these  acceptances.' 

These  doctrines  were  repeated  and  confirmed  by  the  whole  Court 
of  King's  Bench,  in  the  subsequent  cases  of  Rosev,  Sims  (i  B.  and 
Aid.  521),  and  Buckler  v.  Buttroani  (3  East,  72). 

This  doctrine,  which  is  quite  unanswerable,  shows  how  impowbie 
it  is  to  deal  legislatively  with  this  kind  of  Accommodation  Fqxr. 
At  least,  they  must  be  very  poor  rogues  indeed  who  cannot  main- 
facture  any  amount  of  bond-fide  bills  they  please.  Two  raganniffiiii 
have  only  to  get  as  many  bills  as  they  fancy — if  they  can  onlj 
pay  for  the  stamps.  One  engages  to  pay  ^^looo  to  the  oider  of 
the  other;  that  would  be  an  Accommodation  Bill  The  second 
then  engages  to  pay  ^^looo  to  the  order  of  the  first  These  are 
no  longer  Accommodation  Bills,  but  are  two  good  bonafide  bills, 
each  given  for  a  good  consideration.  If  two  such  bills  are  good, 
then  two  thousand,  or  any  larger  number  of  similar  bills,  are 
equally  good.  Bankers  would  look  askance  at  such  paper;  but 
jurisprudence  declares  them  all  to  be  good  bonafide  bills,  given 
for  a  good  consideration. 

Stated  in  the  above  form,  the  doctrine  may  seem  somewhat 
startling  to  some  persons;  but  when  we  consider  the  principle  of 
the  case,  and  not  the  accidental  circumstance  that  the  two  persons 
who  may  do  it  are  insolvent,  the  difficulty  disappears,  for  it  is  just 
what  happens  every  day  in  banking.  It  is  quite  common  for  a 
banker  to  discount  the  simple  promissory  note  of  a  well-to^o 
customer.  The  note  given  by  the  customer  constitutes  the  con- 
sideration for  the  Deposit,  Credit,  or  Right  of  Action  created  by  the 
banker;  and  the  Right  of  Action  or  the  Deposit  created  by  the 
banker  is  the  consideration  given  to  purchase  the  note  of  the  cur 
tomer.  Each,  therefore,  is  the  consideration  for  the  other — each 
party  gives  value  to  the  other. 


\ 
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I:  is  precisely  the  tame  principle  in  the  other  case.  If  the  issuers 
^<  ;lk*  bills  are  able  to  [)urchase  goods  with  them,  they  may  be  paid 
otf  at  nuturity.  If  they  cannot  do  so,  the  re-exchange  of  the 
knxhtkrs  is  the  mutual  payment  of  each  debt,  precisely  in  the  same 
BiDDcr  as  when  two  bankers  exchange  notes,  or  when  a  merchant 
pin  hts  acceptance  to  a  banker  in  the  banker's  own  notes.  The 
:«o  ( (jotracts  are  extinguished  by  Compensation,  The  accident  that 
U)(b  the  creators  of  the  bills  are  insolvent  does  not  affect  the 
.ndical  principles  of  the  case. 

In  times  of  great  speculation,  these  cross  acceptances  are  manu- 
U'tured  to  an  enormous  extent  among  merchants;  and  the  more 
r^  acceptances  they  can  manufacture  and  get  discounted  by 
'or.kcrv  the  more  funds  the  adventurers  have  to  speculate  with. 
i .:  suih  things  are  always  sure  to  be  overdone.  As  soon  as  any 
*c«  and  extensive  market  is  suddenly  opened  up,  multitudes  of 
>;<tuUtors  are  sure  to  rush  in,  and  create  vast  amounts  of  paper 
«  y  K  <  an  never  be  redeemed.     And  when  this  is  done  on  a  suffi- 

.^.*Jy  brge  scale,  a  commercial  crisis  is  produced ;  and  if  this 

mmerrial  crisis  is  not  properly  and  judiciously  met,  and  it  reaches 
•  ccr^in  degree  of  intensity,  it  produces  a  monetary  panic,  in  which 

:rc  :iants  and  bankers  (all  together. 


ANNUITY. 
\n  Annuity  is  the  Right  to  demand  and  receive  a  scries  of 

Pr.c  .j«cst  form  of  an  Annuity  is  the  Right  to  receive  one  future 

4iT.cr.!,  ftU4  h  as  a  liank-note  or  a  Hill  of  Kxchange.     The  highest 

T..  oi  an  .\nnuity  is  to  receive  a  series  of  future  payments  for 

t'7.   luch  as  an  estate  in   land  or  the   Funds.      .\n  Annuity  to 

'.  c:^e  a  series  of  |>ayments  intemunliate  between   these  extreme 

?7m%  :ft  called  a  Terminable  Annuity. 

Wc  shall  now  show  the  gre.it  practical  imixirtance  of  applying 
•'<  Positive  ami  Negative  sii;ns  to  rro|Krty  (Property),  and  of 
ieaoting  the  Right  to  l*r()|>erty  in  things  which  have  already  come 
.1:0  ;o«»esiion  as  /c>////;r,  and  the  Right  or  l'ro{K:rty  to  things 
«iiKh    will    only  come   into  ''uture   time   as 

AVjftf/x:^.      because    many  1  ~  «    mixed 

nxtasz .  that  is,  the  entire 
Corporeal  Property  and  pai 
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Property  in  Land  is  the  highest  of  all,  and  to  understaiid  the 
nature  of  Property  in  Land  is  the  grammar  of  Property  in  gencEd 

Suppose  that  we  saw  a  piece  of  Land,  on  which  there  woe 
actually  existing  products  of  the  value  of  ;f  3000.  Suppose  that 
we  wished  to  purchase  that  piece  of  Land.  Would  the  owner  of 
the  Land  be  content  to  sell  it  to  us  for  ^^3000?  Most  assuredly 
he  would  not.  He  would  say  that«  though  there  were  only  piodocts 
of  the  value  of  ^^3000  on  the  Land  in  actual  existence  at  the 
present  time,  yet  the  Land  would  produce  a  similar  amount  of 
products  to  the  end  of  time.  He  would  say  that  we  must  purchase 
not  only  the  right  to  the  existing  products  of  the  land,  but  also  the 
Right  to  the  annual  products  of  the  land  to  the  end  of  time;  that 
is,  an  infinite  series  of  future  products,  which  will  only  come  into 
existence  year  by  year. 

Thus,  Property  in  Land  consists  of  two  perfectly  distinct  parts— 
the  Right  to  the  products  which  have  already  come  into  existence, 
and  the  Right  to  the  products  which  will  only  come  into  existence 
\n  future. 

Thus,  Property  in  I^nd  may  be  conveniently  denoted  thus : 

Existing  products  of  the  land  ( +  ^^3000),  together  with  ( —  ;^300o, 
-  jC^ooo,  —  ;£^3ooo  ...  for  ever). 

Where  the  Positive  Sign  denotes  the  products  which  have  already 
come  into  existence,  and  the  Negative  Sign  denotes  the  products 
which  will  only  come  into  existence  year  by  year  for  ever. 

But  though  the  yearly  products  of  the  land  will  only  come  into 
existence  at  future  intervals  of  time,  the  Right,  or  Property,  to  them 
when  they  do  come  into  existence  is  Present,  and  it  may  be 
bought  and  sold  like  any  material  chattel — like  a  watch  or  a  horse. 
That  is  to  say,  each  of  these  annual  products  has  a  Present 
Value,  and  the  purchase  money  of  the  land  is  simply  the  Sum  of 
the  Present  Values  of  this  infinite  series  of  future  products. 

Again,  although  this  series  of  future  products  is  infinite,  a  simple 
Algebraical  formula  shows  that  it  has  a  finite  limit ;  and  that  finite 
limit  depends  chiefly  on  the  usual  average  Rate  of  Interest.  When 
the  usual  average  Rate  of  Interest  is  3  per  cent,  the  theoretical 
value  of  the  land  would  be  about  33  times  its  annual  value. 
Consequently,  of  the  total  value  of  land,  one  part  only  is  Corporeal, 
the  remaining  32  parts  are  Incorporeal. 

Now,  when  a  purchaser  has  bought  an  estate  in  land,  it  may  be 
said,  without  any  great  metaphor,  that  it  Owes  him  a  series  of 
annual  payments  for  ever ;  because  he  only  bought  it  in  the  belief, 
or  expectation,  that  it  would  yield  these  profits.     Hence,  we  may 
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call  the  Right  to  receive  the  future  profits  of  the  land  the  Credit 
of  the  land,  and  hy  the  notation  we  have  adopted,  it  is  a  Negative 
Economic  Quantity. 

Thus  the  purchase  of  an  estate  in  land  is  simply  the  purchase  of 
a  Perpetual  Annuity. 

Every  Sum  of  Money  is  Equivalent  to  the  Sum  of  the  Present  Values 

of  an  Infinite  Series  of  Future  Payments, 

The  investigation  of  the  Theory  of  the  Value  of  Land  demon- 
strates a  proposition  of  great  importance  in  Economics. 

It  is  seen  that  the  ^^i 00,000  given  to  purchase  the  estate  in 
land,  expected  to  produce  ^^3000  a  year,  is,  in  reality,  the  sum 
of  the  Rights  to  its  future  products  for  ever.  Every  annual  product 
has  a  Present  Value,  and  the  value  of  the  land  is  simply  the  Sum 
of  this  infinite  series  of  Present  Values. 

But  the  same  is  evidently  true  of  every  sum  of  money.  Hence, 
€very  sum  of  money  is  not  only  equal  in  value  to  a  certain  quantity 
of  material  goods,  or  to  a  certain  quantity  of  services,  hut  also  to  a 

Perpetual  Annuity. 

Hence,  an  Annuity,  or  the  Right  to  receive  a  series  of  future 
payments,  is  an  Economic  Quantity,  which  may  be  bought  and 
sold,  or  exchanged,  or  whose  value  may  be  measured  in  money, 
like  any  material  chattel. 

As  when  a  sum  of  Money  is  given  to  purchase  Land,  or  the 
Funds,  or  Municipal  or  other  Obligations,  such  as  Railway 
Debentures. 

So  an  Annuity  may  be  paid  to  secure  a  certain  sum  of  money 
at  a  given  time,  or  on  a  given  contingency,  such  as  a  Life  or  Fire 
Insurance. 

It  is  thus  seen  that  Economics  comprehends  Three  great  depart- 
ments—  (i)  Material  Things;  (2)  Personal  Qualities,  both  in  the 
form  of  Labour  and  Credit;  (3)  Annuities. 

The  first  school  of  Economists  restricted  their  attention  to  the 
first  of  these  departments,  and  refused  to  take  any  notice  of  the 
other  two.  Adam  Smith,  J.  B.  Say,  and  J.  S.  Mill  have  given 
much  attention  to  the  second,  and  treated  Labour  as  a  marketable 
commodity.  They  have  also  noticed  the  existence  of  the  third 
department,  but  they  never  made  any  attempt  to  exhibit  the 
commerce  in  Rights.  And  yet,  at  the  present  day,  it  is  the  most 
extensive  of  any. 

Hence,  it  is  seen  that  all  Annuities,  or  Rights  to  receive  a  series 
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of  future  payments,  whether  the  Right  be  to  receive  a  single  future 
payment,  or  a  limited,  or  an  infinite  number  of  them,  are  Neg'ative 
Economic  Quantities. 

These  Negative  Economic  Quantities  comprehend  all  Mercantile 
and  Banking  Credit,  such  as  Bank  -  notes.  Cheques,  Bills  of 
Exchange,  and  all  Instruments  of  Credit;  Exchequer  Bills,  Navy 
Bills,  Dividend  Warrants,  &c. ;  the  Land,  the  Funds,  Terminable 
Annuities,  Shares  in  Commercial  Companies,  the  Goodwill  of  a 
Business,  a  Professional  Practice,  Copyrights,  Patents,  Tolls,  Ferries, 
Market  Rights,  Advowsons,  Benefices,  Shootings,  Fisheries,  Lease- 
holds, Policies  of  Insurance  of  different  kinds,  and  many  other 
valuable  Rights,  amounting  in  value  to  scores  of  thousands  of 
millions  in  this  country,  of  which  there  is  scarcely  any  notice  in  the 
common  text-books  on  Economics. 

By  introducing  all  this  class  of  Incorporeal  Property,  I  have 
doubled  the  field  of  Economics. 


ASSIGNABLE  INSTRUMENTS. 

There  are  two  classes  of  paper  documents  which  circulate  in  com- 
merce, and  are  transferable  by  indorsement,  which  are  of  two 
distinct  natures — (i)  those  which  arise  out  of  a  Bailment,  and 
(2;  those  which  arise  out  of  a  Debt. 

When  goods  are  bailed,  or  entrusted  to  the  care  of  a  person, 
either  to  keep  in  safe  custody  for  the  owner,  or  to  transport  them 
from  one  place  to  another,  the  bailee,  or  trustee,  gives  the  owner  a 
paper  document  acknowledging  their  receipt,  and  promising  to 
deliver  them  to  the  person  to  whom  the  paper  document  is  duly 
indorsed. 

In  this  case  the  bailee,  or  trustee,  acquires  no  property  in  the 
goods.  If  he  used  them  for  his  own  purposes  or  for  his  own  profit  it 
would  be  a  felony.  The  property  in  the  goods  resides  in  the  bailor, 
and  remains  in  him  till  they  are  duly  and  lawfully  transferred  to  the 
indorsee.  This  paper,  therefore,  is  a  title  to  those  specific  goods 
and  to  no  others.  It  is  one  property  with  the  goods,  and  cannot 
circulate  separately  from  them,  and  the  law  of  its  transfer  follows 
the  law  of  goods.  It  is  transferable  by  indorsement,  but  the 
validity  of  the  transfer  depends  on  the  validity  of  the  title  of  the 
transferor.  If  the  transferor  is  not  lawfully  possessed  of  the  goods 
he  cannot  transfer  the  property  in  them,  which  he  does  not  possess, 
to  anyone  else.     The  property  in  them  remains  in  the   rightful 
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ono;  who  can  recover  them  if  he  finds  them  in  the  unlawful 
poaorion  of  anyone  else.  This  right  of  recovery  is  termed  the 
htt  mdiMm/i    Such  documents  are  M/ura  in  re. 

The  clan  of  Assignable  Instruments  comprehends  Bills  of  Lading, 
I^  Warrants,  and  others. 

These  documents  are  termed  in  law,  Documents  of  Title. 


BAILMENT  AND  DEBT. 

Om  the  Distifutwn  behvtm  a  Bailment  and  a  Debt 

There  is  a  very  common  and  most  important  misconception 
*bch  roust  be  cleared  away. 

There  are  three  classes  of  Paper  Documents  which  circulate  in 

'Qmerce.  and  have  a  superficial  resemblance;  that  is,  they  are  all 

'ansfenblc.      Many  writers,  seeing  this  superficial  resemblance, 

^onsder  them  all  to  be  of  the  same  nature,  and  include  them  under 

•y  title  of  Credit    This,  however,  is  a  profound  and  most  vital 


These  three  classes  of  instruments,  though  they  have  one  point 
-.  common,  namely,  being  transferable,  are  yet  fundamentally 
<itAinct  in  their  nature  and  effects. 

Thete  three  ${)ccies  of  Paper  Documents  are : 

i  lUnknotes,  Cheques,  Bills  of  Exchange,  Exchequer  Bills, 
^arr  idlU,  Dividend  Warrants,  and  all  other  Securities  for  Money. 
^-  these  are  Instruments  of  Crediti  and  are  termed  Valuable 
Sectirities  in  I^w.  They  are  all  Jura  in  personam^  and  are 
^f^ublc  Instruments. 

:  I{:!ls  of  lading,  Dock  Warrants,  and  all  other  Titles  to  specific 
no^i  lliey  are  termed  Documents  of  Title  in  Law.  They 
i-*t  h\/ura  in  rr,  and  are  Assig^nable  Instruments. 

>  I>nfts,  or  ( >rdcrs  for  the  {uyment  of  Money. 

Is  order  to  understand  clearly  the  fundamental  distinction 
^vcen  these  three  classes  of  documents,  we  shall  explain  how 
'^  trues. 

fisak-notes,  Cheiiues,  Bills  of  Exchange,  and  all  Securities  for 
^c«ep  arise  out  of  the  Sale,  or  Exchange,  of  the  MutUUIIL 
^H«r  Credit  always  arises  out  of  a  Sale  or  Exchange.  The  goods, 
'  monry  given  in  exchange  for  the  Credit,  become  the  actual 
'^'^spmy  of  the  buyer,  and  the  seller  has  nothing  but  a  Right  of 
^QioB  agamst  the  buyer.     It  is  the  absolute  fundamental  requisite 

o 
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of  all  forms  of  Paper  Credit,  that  they  shall  be  absolutely  severed 
from  any  specific  money.  They  are  even  forbidden  to  be  paid  out 
of  any  specific  fund.  They  must  be  nothing  but  pure  abstract 
Rights  against  a  Persoil|  who  is  bound  to  pay  them  without  any 
condition.  That  is  the  very  circumstance  from  which  they  dedve 
their  name  of  Credit,  because  they  are  only  accepted  in  commerce 
on  the  faith,  confidence,  and  belief  that  the  Debtor  can  redeem 
them  when  due.  Hence,  they  are  independent  Economic  Quantities. 
They  are  a  mass  of  Exchangeable  Property,  just  like  any  other 
merchandise.  They  do  not  npresent  money,  but  they  are  exchange 
able  for  money.  They  are  all  part  of  the  Circulating  Medium, 
or  Currency.  They  all  affect  prices,  and  produce  exactly  the  same 
effects  as  an  equal  quantity  of  money.  All  these  securities  for 
Money  arise  out  of  a  Debt 

But  Bills  of  Lading  and  Dock  Warrants  arise  out  of  a 
transaction  of  a  totally  different  nature. 

When  a  person  ships  goods  on  board  a  vessel,  he  receives  from 
the  master  a  Paper  Document,  acknowledging  the  receipt  of  the 
goods,  and  promising  to  deliver  the  goods  to  another  person,  the 
consignee,  or  to  anyone  else  to  whom  the  consignee  may  have 
transferred  the  document  by  indorsement  And  so  it  may  be 
sold,  transferred,  and  assigned  any  number  of  times,  exactly  like 
a  Bill  of  Exchange.  And  the  person  to  whom  the  Bill  is  last 
indorsed  may  go  to  the  master  and  demand  the  goods  from  him, 
like  the  payee  of  a  Bill  of  Exchange.  And  the  master  is  bound 
to  deliver  the  goods  to  the  last  indorsee,  because  they  are  his 
Property. 

Similarly,  when  goods  are  deposited  in  a  dock  warehouse,  the 
dock  master  gives  a  Paper  Document,  or  Receipt,  for  them,  of  a 
similar  nature  to  a  Bill  of  Lading,  which  document  is  termed 
a  Dock  Warrant.  This  may  be  sold  and  transferred  any 
number  of  times,  by  indorsement,  like  a  Bill  of  Lading  or  a  Bill 
of  Exchange,  and  whoever  buys  the  Dock  Warrant  becomes  the 
owner  of  the  goods  described  in  it,  and  is  entitled  to  demand 
and  receive  them  from  the  dock  master. 

And  there  are  other  Paper  Documents  of  a  similar  nature. 

The  delivery  of  such  goods,  in  these  cases,  is  termed  a  Bail- 
ment. The  master,  or  the  dock  master,  is  merely  the  Bailee  or 
lYustee  of  the  goods,  and  he  acquires  no  Property  in  them.  He 
receives  merely  the  Right  of  Possession  of  them  for  a  limited  time, 
and  for  a  specific  purpose.     He  has  no  right  to  convert  them  to 

or  to  deal  with  them  in  any  way,  except  the  one  for 


I 
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f  thich  they  arc  bailed  to  him ;  if  he  did  so,  it  would  be  a  robbery, 

^  ud  he  vould  be  indictable  as  a  thie£     In  such  cases  no  new 

Property  b  created     The  property  in  the  goods  remains  with  the 

liupper  or  depositor,  and  is  transferred  by  him  along  with  the  Bill 

«  Uding,  or  Dock  Warrant 

From  this  it  follows  that  Bills  of  Lading  and  Dock  Warrants 
m  titles  to  specific  goods,  and  to  no  others.  They  form  one 
Property  with  the  goods,  and  cannot  be  separated  from  them. 
Hlwctrer  ac^iuires  the  property  in  the  Bill  of  Lading,  or  Dock 
Winant,  acquires  the  property  in  the  very  goods  described  in 
*jietn.  Thus  these  Paper  Documents  may  be  said  to  repnsmi 
t  lods,  and  they  travel  along  with  the  goods.  In  every  case  where 
A  B;l!  of  Lading,  or  Dock  Warrant,  is  offered  for  sale  or  pledge, 
'*':;c  must  l>e  some  specific  goods  to  which  it  is  a  title.  If  there 
vrre  not,  it  would  be  a  fraud,  and  an  indictable  offence.  Every 
^rvTi.  thcri-t'ore,  who  buys  or  takes  such  an  instrument  in  pledge, 
ir^:«i  that  he  has  acquired  a  title  to  certain  specific  goods. 
't^y.Ti^  the  ilocumcnt  is  only  a  convenient  way  of  buying  the 
\.\jtLs  themselves. 

In  this  cose,  therefore,  there  is  no  exchange,  and,  therefore,  no 
:-*  of  commerce  or  Fxonomic  phenomenon.  These  documents 
*.ic  ;.o  \aIuc  in  themselves;  />.,  they  cannot  be  bought  and  sold 

•  ar*:c!v  frum  the  goods  themselves.     No  one  ever  spoke  of  the 
Value  ■  i  ^  Hill  uf  I^din^,  or  a  Dock  Warrant.     Such  documents 

:.  :  Credit,  Inrcausc  the  owner  does  not  simply  Mir^e  that  he 

'.  .c!  K^^.xis  in  exchange  for  them;  he  knows  that  he  has  acciuired 

■:    r.-j-crty  m  certain  s|)ecific  goods.      These  PajH^r  Documents 

.-  :-.crc;'»re,  nothing  in  themselves;  they  are  no  addition  to  the 

.-r'i'  m.i%s  of  Kxchangeable  Quantities;  they  arc  no  part  of  the 

■  •  -.j!i::^   Medium,  or  Currency  ;   and  they  do  not  affect  prices 

■  •:,*  mav. 

\-  i  )::r.:Lir  uay,  uhen  a  i)erson  mortgages  his  house  or  land,  he 

•  '^\\  vc*.i>  the  house  or  land  to  the  mortgagee.     The  Mortgage 
'■7t\!  .>  the  deed  of  sale,  and  is  the  title  to  the  house  or  land,  and 

-vuA  r*c  MTparatcd  from  them. 

:icr.ce.  all  these  documents.    Hills  of  lading,   Dock  Warrants, 

••.•r.lc'jker-"  Tickets,  Hills  of  Sale,  Mortgage  Deeds,  vVc,  l)elon>; 

"c  iUi»  of  Jura  in  re,  and  arc  Real  Rights,  or  (*or|)oreal 

.*•..^  of  I.admg  and  Dock  Warrants  circulate  m  commerce  equally 

* '-".  !u:ik   Notrt  and   Hills  of  Kxchange,  but  they  circulate  in  a 

*^ii  'l;!icrcnt  way.      Hills  of  lading  and  Dock  W.i runts  always 
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travel  along  with  the  goods  they  represent,  and  if  they  are  trans- 
ferred any  number  of  times,  it  shows  that  the  goods  have  been 
transferred  that  number  of  times.  But  Bills  of  Exchange  and  Bank- 
notes are  exchanged  against  goods  like  money,  and  if  they  are 
transferred  any  number  of  times,  they  circulate  an  equal  amount  of 
goods  to  themselves  at  each  transfer. 

Moreover,  the  law  affecting  the  transfer  of  these  documents  is 
different.  All  Rights  to  demand  Money  follow  the  law  of  Money; 
/.^.,  when  they  have  once  been  passed  away  to  an  innocent  holder  in 
commerce,  he  has  acquired  a  good  title  to  them,  and  the  original 
owner  has  lost  his  Jus  vindicandi. 

But  Bills  of  Lading  and  Dock  Warrants,  being  in  fact  identical 
with  the  goods,  follow  the  law  of  goods.  If  they  have  been  stolen, 
and  sold  or  pledged,  the  owner  retains  his  Jus  vindicandi^  and  the 
person  who  has  bought  them,  or  taken  them  in  pledge,  however 
honestly,  must  render  them  up  to  the  true  owner. 

Hence,  it  will  be  seen  that  it  is  a  vital  economical  error  to  con- 
found  the  distinction  between  Bank-notes  or  Bills  of  ExchangCi  and 
Bills  of  Lading  and  Dock  Warrants. 

3.  The  third  class  of  Paper  Documents,  termed  Drafts,  or  Orders 
for  the  Payment  of  Money,  also  arise  out  of  a  Bailment ;  but  we 
have  treated  of  them  in  a  separate  section  (Drait). 


BALANCE  OF  TRADE. 

The  doctrine  of  the  Balance  of  Trade  exercised  such  a  powerful 
influence  over  legislation  and  national  fortunes  for  two  centuries. 
and  its  overthrow,  together  with  the  catastrophe  of  Law's  system  of 
Paper  Money,  or  the  Mississippi   scheme,  were  the  causes  froin 
which  the  science  of  Economics  originated  in  modem  times,  tha^ 
we  must  explain  the  phrase. 

The  expression  Balance  of  Trade  is  a  pregnant  example  o 
Bacon's  aphorism  that  the  fallacies  of  language  are  the  mod 
troublesome  of  all,  and  of  the  extreme  difficulty  of  eradicating 
those  which  have  some  portion  of  truth  in  them.  It  is  also  * 
conclusive  reply  to  those  persons  who  think  that  the  meaning  0 
words  is  of  no  consequence  in  Economics. 

As  this  error,  however  extensively  it  prevailed  in  former  times,  i 
almost  exploded  now,  we  do  not  care  to  decide  where  it  arose 
England,  France,  and  Italy  all  contend  for  the  honour  of  the  ca; 
and  bells;  nor  is  it  worth  while  to  settle  the  priority  of  foil) 
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though  Spain  may  probably  be  really  entitled  to  it.  In  the  conquest 
of  the  New  World,  gold  was  the  chief  object  of  their  ambition,  and 
their  new  acquisitions  were  estimated  chiefly  as  they  were  capable 
of  producing  the  precious  metals.  The  object  of  all  trade  was  to 
acquire  the  precious  metals,  and  the  profits  of  commerce  were 
estimated  just  as  they  brought  in  gold  and  silver. 

As  gold  and  silver  only  were  reckoned  as  Wealth,  because  they 
outlasted  everything  else,  and  other  commodities  as  nothing, 
because  for  the  most  part  they  perished  in  more  or  less  time,  the 
idea  very  naturally  grew  up  that  what  one  side  gained  the  other  lost, 
Montaigne  was  one  of  the  first  to  formulate  this  unhappy  doctrine, 
and  for  a  long  period  it  was  believed  in  by  the  most  eminent  states- 
men.    Bacon  even  believed  in  it. 

Having,  then,  adopted  the  dogma  that  gold  and  silver  only  are 
Wealth,  and  that  what  one  side  gained  the  other  lost,  they  estimated 
the  gain  and  loss  to  a  country  in  this  way.  They  said  that  if  the 
exports  of  a  country  exceeded  the  imports  in  value,  the  balance 
must  be  received  in  money;  and  that  if  the  imports  exceeded 
the  exports  in  value,  the  balance  must  be  paid  in  money.  The 
difference  in  value  between  the  exports  and  the  imports  was  called 
the  Balance  of  Trade,  which  it  was  assumed  must  be  paid  in 
money ;  and  the  trade  of  the  country  was  held  to  be  favourable  or 
the  reverse,  according  as  the  Balance  of  Trade  was  for  it  or  against 
it.  That  is,  the  Profit  was  held  to  consist  in  the  quantity  by  which 
the  Value  of  the  exports  exceeded  the  Value  of  the  imports,  and 
the  Loss  was  held  to  consist  in  the  quantity  by  which  the  Value  of 
the  imports  exceeded  the  Value  of  the  exports. 

Let  us  take  a  very  simple  example  of  the  rudest  description  of 
trading,  which  will  illustrate  the  point  as  well  as  the  most  elaborate. 

When  our  ships  first  traded  to  the  South  Sea  Islands,  they  took 
out  with  them  axes,  beads,  and  other  trifles,  which  were  of  very 
little  value  in  this  country,  and  bartered  them  for  all  sorts  of 
curiosities,  such  as  shells,  &c,  which  were  very  valuable  in  England. 
A  pair  of  fine  shells  from  the  South  Sea  Islands,  in  many  cases,  is 
worth  ten  guineas  in  England,  which,  perhaps,  an  English  sailor 
obtained  in  exchange  for  an  axe  which  cost  half-a-crown  in  England. 
The  English  sailors,  perhaps,  thought  the  natives  very  simple  to 
give  away  so  many  valuable  curiosities  for  such  common  things. 
We  cannot  doubt  that  the  natives  had  exactly  the  same  opinion  of 
the  English  sailors;  they  thought  them  very  simple  to  give  away 
such  valuable  things  as  axes,  beads,  &c.,  for  such  common  things  as 
a  few  shells.     Each  party,  however,  exchanged  what  was  common 
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and  cheap  in  ius  own  countxy  for  what  was  scarce  and  valuable. 
The  axes  were  many  times  more  valuable  in  Fiji  than  the  shells ; 
the  shells  were  many  times  more  valuable  in  England  than  the 
axes.  Thus  an  EngUsh  sailor,  by  giving  away  what,  perhaps,  cost 
half-a-crown,  gained  what  was  worth  ten  guineas  in  London,  and 
the  difference  was  his  profit  And  thus  both  parties  gained  by  the 
exchange.  And  this  is  the  genuine  spirit  of  commerce.  This 
simple  transaction  is  a  type  of  all  commerce.  The  value  of  the 
sheUs  in  London  arises  from  the  desire  of  the  people  to  possess 
them,  and  their  scarcity,  fht  value  of  the  axes  in  Fiji  arose  from 
the  desire  of  the  people  to  possess  them,  and  their  scarcity.  The 
coloured  beads  were  just  as  valuable  to  the  poor  untutored  savages 
as  precious  stones  are  to  dvilised  Europeans.  The  commerce  of  all 
nations  is  exacdy  similar  in  principle  to  that  between  the  sailors 
and  the  savages.  It  all  consists  in  exchanging  things  which  are 
comparatively  cheap  and  common  in  two  countries,  for  what  is 
dear  and  scarce  in  them  reciprocally.  And,  of  course,  both  parties 
must  gain  by  the  very  nature  of  the  transaction. 

But  according  to  the  old  doctrine  of  the  Balance  of  Trade, 
England,  having  exported  an  axe  worth  half-a-crown,  and  having 
imported  shells  worth  ten  guineas,  still  owed  the  balance,  which 
required  to  be  paid  in  gold ! 

We  observe,  from  this  simple  example,  that  the  profit  is  measured 
by  the  excess  of  the  value  of  the  imports  over  that  of  the  value  of 
the  exports,  because  the  imports  were  the  payment  for  the  exports ; 
and  as  all  the  expenses  of  conveying  the  exports  to  the  foreign 
country,  and  of  bringing  the  imports  from  the  foreign  country,  must 
come  out  of  the  difference,  and  as  there  must  be,  in  addition,  the 
merchant's  profit,  the  value  of  the  imports  must  considerably  exceed 
the  value  of  the  exports,  if  the  commerce  is  to  be  carried  on. 

The  supporters  of  the  Mercantile  System  quite  overlooked  the 
fact  that  the  imports  were,  in  general,  the  payment  of  the  exports, 
and,  therefore,  the  profits  were  the  greater  by  just  so  much  as  the 
value  of  the  imports  exceeded  the  value  of  the  exports. 

In  the  simple  case  of  exchange  described  above,  both  sides 
gained.  But  it  is  evident  that  this  process  could  not  go  on 
indefinitely;  because,  if  too  many  shells  were  imported  into 
England,  their  value  woilld  diminish  so  much  that  it  would  cease 
to  defray  the  cost  of  the  trade.  So  if  too  many  axes  were  imported 
into  Fiji,  their  value  wobld  &11  so  much  that  they  would  not  be 
able  to  buy  shells  enoiigh  to  defiray  (he  cost  of  the  trafiic,  and 
then,  of  course,  the  traffic  would  cease. 
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As  a  general  rule,  therefore,  both  sides  must  gain  in  commerce 
For  why  should  anyone  voluntarily  continue  to  make  exchanges  to 
his  own  loss?  No  doubt  there  may  be  individual  cases  where 
traders  are  unfortunate  and  make  losses.  But  as  a  general  rule 
while  commerce  goes  on,  the  necessary  inference  is  that  it  is 
mutually  profitable,  and  when  profit  ceases  commerce  must  cease. 

It  is  clear,  therefore,  that  the  real  truth  is  the  exact  reverse  of  the 
doctrine  of  the  Balance  of  Trade. 

For  more  than  two  hundred  years  this  extraordinary  delusion  kept 
possession  of  the  minds  of  nations,  and  all  commerce  between  them 
was  reduced  to  a  general  scramble  to  obtain  possession  of  the 
greatest  amount  of  gold  and  silver.  Every  effort  was  made  by  war 
and  legislation  to  obtain  money,  and  nothing  but  money.  Every- 
thing was  sacrificed  to  the  endeavour  to  force  foreign  trade. 
Exportation  was  encouraged  in  every  way,  and  importation  was 
discouraged  and  impeded.  Each  nation  supposed  that  it  was 
benefited  by  and  interested  in  the  destruction  of  its  neighbours. 
Montaigne  and  Bacon  repeated  the  doctrine  that  the  gain  of  one 
must  be  the  loss  of  the  other.  Even  Voltaire  repeated  this  fatal  dogma. 

J.  B.  Say  says  that  in  the  space  of  two  hundred  years,  during 
which  Statesmen  were  blinded  with  this  horrible  delusion,  no  less 
than  fifty  years  were  spent  in  commercial  wars  directly  arising  out 
of  this  stupendous  folly.  Fifty  years  of  war,  with  all  its  horrors, 
waged  for  a  chimera — a  pure  fiction — a  thing  which  had  actually  no 
existence  at  all.  Do  we  not  say  truly  that  true  views  in  Economics 
are  of  the  utmost  importance  to  mankind  ?  True  Economics  turned 
the  light  of  science  on  a  single  expression,  and  the  result  was  to 
destroy  for  ever  a  fallacy  which  let  loose  upon  the  earth  the  demon 
of  war  for  fifty  years  ! 

The  overthrow  of  this  fatal  fallacy  was  due  to  the  Economists, 
who  laid  the  foundations  of  modem  Economics.  Nevertheless, 
they  only  achieved  half  the  truth. 

They  maintained  that  in  an  exchange  neither  side  gained  or  lost. 

Adam  Smith  completed  the  work  by  his  immortal  demonstration 
that  both  sides  gain  in  an  exchange,  although  that  clear-sighted 
Ex:onomist,  Boisguillebert,  in  the  beginning  of  the  century,  main- 
tained the  same  truth.  But  this  was  merely  a  passing  observation, 
and  attracted  no  attention. 

By  this  single  demonstration  Adam  Smith  revolutionised  the 
ideas  and  policy  of  nations,  and  showed  that  instead  of  injuring 
and  destroying  each  other,  it  was  their  true  policy  to  promote  and 
encourage  each  other's  prosperity. 
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BANK. 

We  have  now  to  explain  the  meaning  of  the  word  Bank|  as  great 
misconception  prevails  r^arding  it 

If  we  take  up  the  most  common  works  on  Banking,  such  as 
GUbart  on  Bankings  we  find  it  stated  that  the  word  Bank  comes 
from  the  Italian  banco^  which  means  a  bench, 'because  it  is  alleged 
that  the  Italian  money-dealers,  or  money-changers,  kept  their  money 
on  a  bench,  or  counter,  whence  they  were  said  to  have  been  called 
Banchieri. 

This  notion,  however,  is  entirely  erroneous. 

The  Italian  money-changers,  as  such,  were  never  called  Banchieri 
in  the  middle  ages,  nor  are  persons  whose  sole  business  is  money- 
changing  ever  called  Bankers  in  any  language. 

So  long  as  they  confined  their  business  to  money-changing  and 
money-lending  they  were  called  Cambiatores^  Cambiiores^  Campsores^ 
Spedarii^  Argentariiy  Nummularii^  TrapezUaey  Dcmistae^  CoUybistae^ 
and  Mutuatores;  and  their  places  of  business  were  called  Casanc^ 
and  not  Banchu 

At  one  time  there  was  considerable  discussion  in  Italy  as  to  the 
origin  of  the  word  Banco,  Many  writers  maintained  that  it  came 
from  abacus^  a,  calculating  machine.  But  Muratori  entirely  dis- 
approves of  such  a  derivation.  He  says  (Antig,  Ital,  Med,  y£vi. 
vol.  ii.  p.  1 148) :  "To  me,  on  the  contrary,  the  word  seems  to  have 
come  from  the  German  word  Banck,  which  was  a  very  ancient 
word  in  that  language";  and  he  says  that  the  word  was  first  used 
for  a  store  of  goods  in  the  town  of  Brescia. 

Ducange  also  says  {Med.  et  Infim,  Lat  Lex,^  s.v.  Bancus)\  "Bank 
is  of  Franco-German  or  Saxon  origin ;  no  other  is  to  be  sought  for." 

There  is  no  doubt  whatever  that  these  learned  authors  are  right. 

The  word  Banck  in  German  has  two  meanings : 

1.  A  heap,  or  mound,  like  a  sandbank;  hence  a  store,  like  the 
goods  in  a  shop. 

2.  A  bench,  or  a  seat ;  because  the  surface  of  a  sandbank  was 
usually  smooth  and  level. 

Many  writers,  who  are  not  acquainted  with  the  technicalities  of 
business,  suppose  that  the  word  Bank  comes  from  the  second  of 
these  meanings,  because  they  suppose  that  the  banco  was  the  counter 
upon  which  the  money-changers  kept  their  money. 

But  the  technical  meaning  of  the  word  Banking^,  and  the  in- 
variable meaning  of  the  word  as  used  by  the  Italian  Economists,  and 
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the  amirertal  meaning  given  to  the  word  when  it  was  first  intro' 
ductd  into  English,  conclusively  prove  that  the  preceding  opinion  is 
cfTooeons,  and  that,  as  a  technical  term  in  commerce,  it  is  derived 
ttOB  the  first  of  the  meanings  given  above,  Le.  a  mound,  or  heap. 

The  word  Bank  originated  in  this  way : 

The  Roman  State  made  it  a  cardinal  maxim  of  their  policy  ix>t 
10  cany  on  more  than  one  war  at  a  time.  In  1171  the  City  of 
Vcnioe  was  at  war  both  with  the  Empires  of  the  East  and  the  West 
In  6oaoccs  were  in  a  state  of  great  disorder,  and  the  Great  Council 
bicd  a  fiorced  loan  of  i  per  cent  on  all  the  property  of  the  citizens, 
^  promised  them  interest  at  the  rate  of  5  per  cent  Commis- 
uoQCfi  were  appointed  to  manage  the  loan,  who  were  called  the 
Cm^«  dtf^ii  ImfratUi,  Such  a  loan  has  several  names  in  Italian, 
uKh  at  C^mfa^  Mutm^  &c ;  but  the  most  usual  name  is  Monte, 
A  loutt  stock  fimd.  This  first  loan  was  called  the  MonU  Veahio^  the 
^  loan.  Subsequently  two  similar  loans  were  contracted,  and 
oBed  the  M0mU  Nwtfo  and  MonU  Nucvissimo.  In  exchange  for 
*Jbe  aooey,  which  became  the  absolute  property  of  the  Government, 
u»  be  employed  for  public  purposes,  the  citizens  received  Stock 
Certificates,  or  Credits,  which  they  might  transfer  to  anyone 
che .  and  the  Commissioners  kept  an  office  for  the  transfer  of  the 
aocks  and  the  payment  of  the  dividends. 

At  this  time  the  Germans  were  masters  of  a  great  part  of  Italy, 
ttd  the  German  word  Banck,  meaning  a  heap,  or  mound,  came 
u>  be  used  S3monymously  with  Monte,  and  was  Italianised  into 
Banco ;  and  the  public  loans  were  called  indifiercntly  Monti,  or 
BanchL 

I:  vas  this  office — the  Chamber  of  Loans — which  multitudes  of 
«r.:crs  have  supposed  was  the  famous  Bank  of  Venice.  But  this  is 
1  oooplcte  mistake.  It  was  in  no  sense  a  Bank  in  the  modem 
^M.  of  the  word ;  it  was  simply  the  National  Debt  Office ;  it  was 
liBuar  to  the  National  Debt  Office  of  the  Bank  of  England ;  it  was 
'^  origin  of  the  Funding  System. 

rhtti,  m  the  Vi^pont  of  Ben  Jonson,  the  scene  of  which  is  Uid 
a  Venice,  Volpone  says : 

**!  tarn  no  monies  in  the  public  Bank.** 

Meaning,  **  I  do  not  dabble  in  the  Venetian  Funds.'* 

^  tn  Enghsh  writer,  Bcnbriggc,  in  1646,  spdiks  of  the  **  three 
l^uikcs"  at  Venice,  meaning  the  three  public  loans,  or  MontL 

^  la  Florian  and  Torriano's  Ilahan  Dictionary^  published  in 
''^\%  It  lays,  *'  Monte,  a  standing  Bank,  or  Mount  of  money,  as 
^  Ittvc  m  divers  cities  of  Italy.*' 
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That  the  word  Banco  in  Italian  means  a  Public  Debt  mig^t  be 
proved  by  numberless  quotations. 

Thus  a  recent  writer,  Cibrario,  s^ljs  {Economia  PolUica  del  Mtdk 
Evo) :  "  Regarding  the  Theory  of  Credit,  which  I  have  said  was 
invented  by  the  Italian  cities,  it  is  known  that  the  first  Bank,  or 
Public  Debt  (il  primo  Banco,  o  Debito  Pubblico),  was  erected 
in  Venice  in  117 1.  In  the  thirteenth  century  paper  money  is  men- 
tioned at  Milan ;  the  Credit  was  paid  off.  A  Monte,  or  Publk 
Debt  (un  Monte,  o  Debito  Pubblico),  was  founded  in  Florence 
in  1336." 

This  passage  shows  that  Banco  =  Monte = a  Public  Debt 

At  Genoa,  during  the  wars  of  the  fourteenth  century,  the  Bank  of 
St.  George  was  formed  of  the  Creditors  of  the  State. 

Every  Economist  in  the  South  of  Europe  knows  that  the  word 
Bank  means  a  Public  Debt 

Thus  the  distinguished  Spanish  Economist  Olozaga,  speaking  of 
the  Venetian  Loans,  says  (Tratado  de  Economia  Politico^  voL  i 
p.  loi):  "El  Monte  Vecchio  (Banco  Viejo)  ...  el  Monte  Nucvo 
(Banco  Nuevo)." 

So  in  Baretti's  Italian  Dictionary^  1839,  it  says :  "  Monte,  » 
Bank,  where  they  lend  or  take  money  at  interest." 

So  Evelyn  {Diary ^  vol.  i.  p.  loi)  speaks  of  the  Monte  di  Pietiit 
Padua,  where  there  is  a  continual  Bank  of  Money  to  assist  the  poor. 

So  Blackstone  says  (vol.  i.  p.  322,  Kerr's  edit):  "At  Florence  in 
1344,  Government  owed  ^^60,000,  and,  being  unable  to  pay  it» 
formed  the  principal  into  an  aggregate  sum  called  metaphorically  a 
Mount,  or  Bank." 

Everyone  acquainted  with  the  writings  of  the  Italian  Economists 
knows  perfectly  well  that  they  invariably  use  the  words  Monti  and 
Banc  hi  as  absolutely  synonymous ;  and  in  the  reports  published  by 
the  Statistical  Office  of  Italy,  I  have  sometimes  seen  the  words  used 
as  synonymous ;  but  I  am  informed  by  my  friend  Professor  Loria, 
of  the  University  of  Siena,  that  the  word  Monte  is  not  now 
generally  used  in  Italian  for  a  bank. 

This  was  also  the  meaning  of  the  word  Bank  when  it  was  first 
introduced  into  English. 

Thus,  Bacon  says  {Essay  on  Usury)-,  "Let  it  be  no  Bank  or 
common  stock.*' 

So  Gerard  Malymes  says  {Lex  Mercatoria,  Part  II.  ch.  13): 
"  Mons  Pieiatis^  or  Bank  of  Charity.  In  Italy  there  are  Monies 
Pietaiis ;  that  is  to  say,  Mounts^  or  Banks  of  Charity." 

Benbrigge,  in  his    Usura  Accommodata^  1646,  says:   "For  their 
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rescue  may  be  collected  Mons  Pietatis  sive  Charitatis^  or  Banke  of 
Piety,  or  Charity,  as  they  of  Trent  fitly  call  it." 

Also :  "  For  borrowers  in  trade  for  their  supply  as  their  occasion 
shall  require,  may  be  created  Mons  Negptiatianis^  or  Banke  of 
Trade." 

Tolet  says:  " Mons fidei,  a  Banke  of  Trust,  which  Clement  XII. 
instituted  at  Rome.  He  that  put  his  money  into  this  Banke  was 
never  to  take  it  out  again,"  for  which  the  lender  received  7  per 
cent  interest,  like  the  subscribers  to  the  original  Bank  of  England 
stock.  He  also  speaks  of  Mons  RecupercUioniSy  or  Banke  of 
Recovery,  in  which  the  interest  was  12  per  cent 

The  difference  between  these  two,  which  were  Public  Debts,  was 
that  the  first  was  a  perpetual  annuity,  and  the  second  a  terminable 
annuity,  in  which  the  higher  rate  of  interest  was  repayment  of  the 
principal  by  instalments. 

In  the  time  of  Cromwell,  several  proposals  were  made  for  erecting 
public  Banks.  Samuel  Lambe,  a  London  merchant  in  1658,  recom- 
mending them  says :  "  A  Bank  is  a  certain  number  of  sufficient  men 
of  Estates  and  Credit  joined  together  in  Joint  Stock,  being,  as  it 
were,  the  general  cash  keepers,  or  treasurers,  of  that  place  where 
they  are  settled,  letting  out  Imaginary  Money  (i>.  Credit),  at 
interest  at  2J  or  3  per  cent.,  to  tradesmen,  or  others  that  agree  with 
them  for  the  same,  and  making  payment  thereof  by  assignation,  and 
passing  each  man's  account  from  one  to  another  with  much  facility 
and  ease." 

So  Francis  Cradocke,  a  London  merchant,  who  was  appointed  a 

member  of  the  Board  of  Trade  by  Charles  II.,  strongly  advocated 

the  introduction  of  Banks  into  England,  and  says :  '*  A  Banke  is  a 

certain  number  of  sufficient  men  of  Credit,  joined  together  in  a 

stock,  as  it  were,  for  keeping  several  men's  cash  in  one  Treasury, 

and  letting  out  Imaginary  Money  (i>.  Credit)i  at  interest  for  three 

or  more  in  the  hundred  per  annum,  to  tradesmen  or  others  that 

agree  with  them  for  the  same,   and  making  payment  thereof  by 

assignation,  passing  each  man's  account  from  one  to  another,  yet 

paying  little  money."      And  he  says  that  "the  aforesaid  bankers 

may  furnish  another  petty  Bank  (or  Mount)  of  Charity." 

Thus  these  writers  perfectly  well  understood  the  nature  and  con- 
stitution of  a  Bank.  They  knew  well  that  the  function  of  a  Bank 
is  to  advance  Imaginary  Money — or  Credit — and  not  Metallic 
Money,  as  is  the  popular  delusion  of  the  present  day. 

In  a  little  tract  entitled  A  Discourse  Concerning  Banks^  and 
supposed  to  be  by  a  Director  of  the  Bank  of  England,  it  says, 
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"  There  are  three  kinds  of  Banks :  the  first  for  the  mere  depoA 
of  Money  [like  those  of  Venice,  Amsterdam,  Hambuiig,  &c.];  Ae 
second  for  Profit  The  Banks  of  the  second  kind,  called,  in  Italy, 
Monti  [i.^.  Public  Debts],  which  are  for  the  benefit  of  die  income 
only,  are  the  Banks  of  Rome,  Bolonia,  and  Milan.  These  Baoh  | 
were  made  up  of  a  number  of  persons  who,  in  time  of  war,  or  otber  j 
exigencies  of  State,  advanced  sums  of  money  upon  fiinds  granted  »  ' 
perpetuum^  but  redeemable.  .  .  .  The  third  kind  of  Banks,  wfaidi 
are  both  for  the  convenience  of  the  public  and  the  advantage  of 
the  undertakers,  are  the  several  Banks  of  Naples,  the  Bank  of 
St  George  at  Genoa,  and  one  of  the  Banks  of  Bolonia.  These 
Banks,  having  advanced  sums  of  money  at  their  establishment, 
did  not  only  agree  for  a  fimd  of  perpetual  interest,  but  were 
allowed  the  privilege  of  keeping  cash.** 

The  Bank  of  England  was  of  this  last  kind.  It  was  a  company 
of  persons  who  advanced  a  sum  of  money  to  the  Government,  and 
received,  in  exchange  for  it,  a  perpetual  annuity,  or  a  Ri^t  to 
receive  for  ever  a  series  of  annual  payments  fi'om  the  State.  This 
annuity  is,  in  legal  phrase,  termed  a  Bank  Annuity — in  popular 
language,  the  Funds. 

There  has  only  been  one  instance,  in  this  country,  of  a  Bank 
which  did  not  receive  cash  from  the  public.  Some  time  after  the 
foundation  of  the  Bank  of  England,  a  company  of  persons  united 
to  advance  a  million  to  the  Government.  They  were  incorporated 
as  the  "  Million  Bank."  This  company  existed  till  nearly  the  end 
of  the  last  century,  and  thus  it  resembled  the  original  Bank  of 
Venice. 

Thus,  from  these  passages — and  many  more  might  be  cited,  if 
necessary — it  is  perfectly  clear  that  the  word  Bank,  as  a  term 
in  commerce,  is  the  equivalent  of  MontC,  and  it  meant  a  joint- 
stock  fund,  contributed  by  a  number  of  persons. 

So  when  the  word  Bank  was  introduced  into  our  Americar^ 
colonies,  before  the  Revolutionary  War,  Professor  Sumner  say^ 
(History  of  American  Currency ^  p.  6,  n.),  "Bank,  as  the  word  was 
used  before  the  Revolutionary  War,  meant  only  a  batch  of  Paper 
Money,  issued  either  by  the  Government,  or  a  Corporation.  The: 
impression  seems  to  have  remained  popular,  that  the  essential  idea, 
of  a  'Bank'  is  the  issuing  of  Notes.  .  .  .  The  notes  issued  in 
'Banks,'  or  masses,  as  Loans,  were  pure  Paper  Money." 

So  in  a  valuable  history  of  the  Notes  issued  in  the  United  States 

{United  States  Notes,     By  John  Gay  Knox^  late  Cotnptroller  of  the 

"^ncyy   1885),  it  says  that  an   issue  of  Paper  Money  to  the 
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''^^'^^  ^  yCs^oo^t  authorised  to  be  issued  by  the  Treasury,  was 
jicd  a  «'  Bank/* 

The  essential  feature  of  all  these  **  Banks  *  was  this :  the  sub- 
nben  advanced  the  money  as  a  I>oan,  or  Mutuum;  it  dius 
icame  the  actual  property  of  the  borrowers,  and  in  exchange  for 
csr  Money  the  lenders  received  a  Credit,  Lt,  a  certificate,  or 
onise  to  pay  interest,  which  they  might  transfer  to  anjrone  else. 
And  those  persons  whose  business  it  was  to  trade  like  these 
inks,  f./.  to  buy  money,  and  in  exchange  for  it  to  issue  Credit  of 
inoos  softs,  were  termed  BankerSi  and  only  those. 
Thus,  as  a  technical  term  in  business,  to  ''Bank"  means  to 
»Qc  Credit 


BANKING. 

The  nature  of  Banking  is  entirely  misunderstood  and  misrepre- 
-ntcd  in  the  common  books  on  the  subject 
('•iltan  says  (Prindpla  of  Bamkit^^  p.  1) :  '^\  banker  is  a  dealer 

Ciptul,  or,  more  properly,  a  dealer  in  Monej.  He  is  an  inter* 
wdiAtc  party  between  the  borrower  and  the  lender.  He  borrows 
f  one  party  and  lends  to  another ;  and  the  difference  between  the 
mnt  at  which  he  borrows,  and  those  at  which  he  lends,  forms  the 
x;rcc  i^  his  profit." 

>••  a  Re|K>rt  of  the  House  of  Commons  (an  Commerciai  Distress^ 
';<'•  says  :  **  The  use  of  Money,  and  that  only,  they  regard  as  the 
'j^.acc  of  a  Rank,  whether  of  a  pn\'ate  person  or  incorporation,  or 
'<  hankinji  I>c|>artmcnt  of  the  Rank  of  England." 

N'  •(Vithstanding  the  apiurently  high  authority  of  these  passages, 
>'^*'  have  misled  so  many  unwary  persons,  these  descriptions  of 
*-<  rjture  of  the  business  of  Ranking  arc  entirely  erroneous. 

There  can  be  no  more  striking  instance  of  Racon's  Idola  fori^  or 
'ilicics  of  Common  Discourse,  than  this  description  of  Ranking 
^^Qe  }ears  ago  I  gave  some  lectures  on  Credit  and  Ranking  at  the 
f  ,ocst  of  the  Council  of  the  Institute  of  Bankers  in  Scotland,  and 

ohicrved  that  I  never  knew  a  banker  yet  who  could  describe  his 
^^  (luftiness. 

In  former  times,  there  were  many  persons  who  acted  as  inter- 
^cviunn  t>etwem  persons  who  wanted  to  lend  and  those  who 
'»nied  to  borrow.  They  were  called  Money  Scriveners.  The 
k-Vt  of  John  Nfilton  was  a  Money  Scrivener.  Rut  no  one  ever 
^M  a  Money  Scrivener  a  Banker. 
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At  the  present  day,  many  firms  of  solicitors  act  as  intermediaries 
between  persons  who  wish  to  lend  and  others  who  want  to  borrow. 
They  may  have  some  clients  who  wish  to  lend,  and  other  clients 
who  wish  to  borrow,  and  they  act  as  agents  between  them.  The 
first  set  of  clients  may  entrust  their  money  to  the  firm  to  lend  to  the 
second  set;  and  the  solicitors  receive  a  commission  on  the  sums 
which  pass  through  their  hands. 

But  no  one  ever  called  a  firm  of  solicitors  who  transact  such 
business  '*  Bankers,"  which  shows  that  there  is  an  essential  dis- 
tinction between  the  business  of  Money  Scriveners,  and  of  such  a 
firm  of  solicitors,  and  the  business  of  "  Bankers." 

Solicitors  who  transact  such  agency  business  do  not  acquire  any 
Property  in  the  money  which  passes  through  their  hands.  They 
receive  it  merely  as  a  Depositum  or  Bailment.  They  are  only 
the  custodians,  or  the  Trustees,  of  the  money ;  and  it  is  only 
entrusted  to  their  custody  for  the  express  purpose  of  being 
applied  in  a  certain  way.  The  actual  property  in  the  money 
passes  directly  from  the  lender  to  the  borrower,  through  the 
medium  of  the  Trustees,  or  Bailees ;  and  if  the  latter  appropriated 
the  money,  in  any  way,  to  their  own  purposes,  it  would  be  a  felony, 
and  they  would  be  liable  to  be  punished  for  embezzlement,  as  there 
have  been  too  many  melancholy  instances. 

But  the  case  of  a  Banker  is  wholly  different.  When  his 
customers  pay  in  money  to  their  account,  they  cede  the  Property 
in  the  money  to  the  Banker.  The  money  placed  with  him  is  not 
a  Depositum,  or  a  Bailment,  it  is  a  Mutuum,  or  a  Creditum ; 
it  is  a  **  loan,"  or  sale,  of  the  money  directly  to  himself.  The 
banker  is  not  the  Trustee,  or  Bailee,  of  the  money,  but  it  is  his 
actual  Property.  He  may  trade  with  it,  or  employ  it  in  any 
way  he  pleases,  for  his  own  profit  or  advantage.  The  banker  buys 
the  money  from  his  customer,  and  in  exchange  for  it  he  gives  his 
customer  a  Credit  in  his  books,  which  is  simply  a  Right  of  Action 
to  demand  back  an  equivalent  amount  of  money  from  his  banker, 
at  any  time  he  pleases,  and  the  customer  may  transfer  this  Right  of 
Action  to  anyone  he  pleases,  just  like  so  much  money.  Thus  a 
"banker"  is  a  person  who  acts  in  the  same  way  as  those  States 
did  who  contracted  a  Banco  or  Monte,  or  Public  Debt ;  the  money 
they  raised  became  their  own  property,  and  in  exchange  for  it  they 
granted  the  subscribers  Credits,  or  Rig^htS,  to  demand  periodical 
payments  of  interest  for  it. 

When  the  client  of  a  solicitor  entrusts  money  to  him  to  lend 
to  someone  else,  he  retains  the  Property  in  it  until  the  arrangement 
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voh  the  borrower  is  completed.  The  Property  in  the  money  is 
tin  transferred  directly  from  the  lender  to  the  borrower,  without 
n  iny  way  vesting  in  the  solicitor.  But  when  a  customer  pays  m 
nxmcy  to  his  bankers,  the  Property  in  it,  instantly  and  if  so  foih^ 
mts  in  the  banker,  and  the  customer  has  nothing  but  a  Right  of 
.^tKm  against  the  Person  of  the  banker  to  denund  back  an 
c^unalcnt  sum.  So  long  as  the  money  remains  in  the  possession 
01  the  customer,  it  is  a  Jus  in  rem ;  but  when  he  has  paid  it  into 

-  4  xcount.  he  has  nothing  but  a  Jus  in  personam, 

Uiluni  says  (Deila  Moneia^  p.  323),  ''Banks  began  when  men 
uv  from  experience  that  there  was  not  sufficient  money  in  specie 
lor  intat  commerce  and  great  enterprises. 

"The  first  Hanks  were  in  the  hands  of  private  persons,  with 
viMD  persons  deposited  money,  and  from  whom  they  received 
Bills  of  Credit  (Jedi  di  iredito\  and  who  were  governed  by  the 
use  rules  as  the  Public  Hanks  now  are.  And  thus  the  Italians 
Mvc  been  not  only  the  fathers  and  the  masters  and  the  arbiters 
'i  commerce ;  so  that,  in  all  Europe,  they  have  been  the  de- 
;«vtAnc4  of  money,  and  are  called  Bankers. ** 

>o  (K-novc^i  says  (Deile  l^zioni  di  Economia  Cit*iie^  part  iL 
<:.  5  ;5i,  **  These  Monti  were  first  administered  with  scrupulous 
'Cc.it).  x%  were  all  human  institutions  made  in  the  heat  of  virtue. 
i*7.«i  which  It  came  to  pass  that  many  placed  their  money  on 
-i.«  vt.  ami,  j>  a  security,  received  Paper,  which  was  called, 
•■ :  .'  ^i;II  calU-d,  Hills  of  Credit 

i'r.us  private  Tanks  (Jiamhi)  were  established  among  us,  whose 
-'  (t  Credit  acquired  a  great  circulation,  and  increased  the 
-ifit;:\  kA  bigns,  and  the  velocity  of  commerce.*' 

\\.\   l^.t&   was   always    recognised   as   the    essential    feature    of 

*'■ '.I  .Marquardus  says  (De  Jure  MerciUorum^  Lib.  ii.  ch.  12,  J^  13) : 

\  ^  )j\   *  Banking '   is   meant  a  certain  species  of  trading  in 

'-•-Qci.  under  the  sanction  of  public  authority,  in  which  money  is 

'-'•^f^  viih    bankers   (who  arc  also  cashiers  an  J   de|)ositaries   of 

=«-r.ct>  lor  the  sei  urity  of  Creditors,  and  the  convenience  of  Debtors, 

-  loth  a  way  that  the  Profit ty  in  the  money  fasus  to  them,  but 
^*iu  »t:h  the  condition  umierstood,  that  anyone  who  places  his 
^■OcT  »;th  I  hem  may  have  it  luck  whenever  he  pleases." 

A  "  Kankcr  '  is,  therefore,  a  person  who  trades  in  the  s;imc  way 

-^  t:.c   Puliiic    lUnks  did.       1  hey  ai  quired  the    I'ro|>erty  in  the 

^-ocy  \ixA  in.  and  in  exchange  lor  it  they  gave  iWlls  of  Credit, 

"•Aw  iircalated  in  commerce  exactly  like  inuiity,  and  produced  all 
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the  effects  of  money.  And,  moreovery  when  they  booght,  or 
discounted,  Bills  of  Exchange,  they  did  it  exactly  in  die  suae  vtj 
— they  bought  them  by  issamg  their  own  Credit,  and  net  iritfa 
Money.  And  experience  showed  that  they  might  multiply  their 
Bills  of  Credit  sereral  times,  exceeding  the  quantity  of  money  tbejr 
held,  and  thus,  for  all  practical  purposes^  multiply  the  quantity  of 
Money  in  circulation. 

Thus  the  essential  business  of  a  ''banker"  is  to  create  and 
issue  Credit  to  circulate  as  Money. 

In  the  neighbourhood  of  the  Royal  Exchange,  many  finns 
announce  themselves  as  "  Money  Changers  and  Foreign  Bankers" 
Thus  they  show  that  they  know  that  Money  Chao^g  is  not 
"  Banking.  **  By  Foreign  Bankers  they  mean  that,  in  exchange  for 
Money,  they  will  give  their  customers  Bills  of  Credit  on  their 
foreign  correspondents. 

The  following  is  the  true  definition  of  a  "Banker^ : 

"  A  Banker  is  a  Trader  who  buys  Money  and  Credits^  DeUs^  or 
Rights  of  Action^  payable  at  a  future  time  by  creating  and  issurng 
Credits,  Debts,  or  Rights  of  Action,  payable  on  demand**  as  will  be 
explained  more  fully  shortly. 

The  issuing  of  Bills  is  so  essentially  the  essence  of  "  Banking,' 
that  I>ord  Overstone  and  Mr.  Norman  even  termed  the  issue 
of  Hills  of  Exchange  by  merchants  ''banking  expedients'*  and 
"banking  operations." 


The  Mechanism  of  Banking, 

We  must  now  explain  how  a  Banker  makes  a  profit  by  the  money 
his  Customers  sell  to  him. 

Suppose  that  customers  pay  in  ^10,000  to  their  accounts,  the) 
cede  the  absolute  property  in  the  money  to  the  banker.  It  is  J 
Mutuum,  or  Creditum.  The  banker  buys  the  Money  from  hi 
customers,  and  in  exchange  for  it  he  gives  them  an  equal  amour 
of  Credit  in  his  books ;  that  is,  he  creates  Rights  of  Action  againf 
himself  to  an  equal  amount,  giving  his  customers  the  right  t 
demand  back  an  equal  amount  of  money  at  any  time  they  pleas* 
and  also  the  right  to  transfer  their  Rights  of  Action  to  anyone  elf 
they  please,  exactly  as  if  they  were  money ;  and  the  hanker  agret 
to  pay  the  Transferee  the  same  as  his  own  customer. 

This  Right  of  Action,  Credit,  or  Debt,  entered  in  the  banker 
l>ooks,   is,   in  banking   language,   technically  termed  a   Deposi 

"^posit). 
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After  such  an  operation^  his  accounts  would  stand  thus : 


LIABILITIES. 

Deposits  .        ,        .    ;£  1 0,000 


ASSETS. 

Cash        .        .        .    ;£"!  0,000 


Now,  though  his  customers  have  Rights  of  Action  against  the 
banker  to  demand  an  exactly  equal  sum  of  money  to  what  they 
have  paid  in,  yet  persons  would  not  pay  money  to  their  banker  if 
they  meant  to  draw  it  out  immediately,  just  as  no  one  would  spend 
aU  the  money  he  has  at  once. 

Nevertheless,  some  will  want  to  draw  out  part  of  their  funds; 
but  if  some  customers  want  to  draw  out  money,  others  will, 
probably,  pay  in  about  an  equal  sum.  Observation  shows  that  in 
ordinary  and  quiet  times  a  banker's  balance  will  seldom  dififer  by 
more  than  one  thirty-sixth  part  from  day  to  day. 

The  banker's  cash  is,  therefore,  like  a  column  of  gold  with  a 
slight  ripple  on  the  surface;  and  if  he  retains  ;;^iooo  in  cash  to 
meet  any  demands  which  may  be  made  upon  him,  he  has  ^£^9000 
to  trade  with  and  make  a  profit  by,  and  it  is  just  in  the  method  in 
which  bankers  trade  that  so  much  misconception  exists. 

It  is  commonly  supposed  that  when  a  banker  has  the  ;;£^9ooo  to 
trade  with,  he  employs  it  in  purchasing  Bills  of  Exchange  to  that 
amount,  and  that  he  receives  a  profit  only  on  the  ^9000 ;  but  that 
is  a  complete  misconception  of  the  nature  of  Banking^. 

A  ** Banker**  never  buys  Bills  of  Eouhange  with  Money ;  that  is 
the  business  of  a  bill-discounter,  or  a  money-lender. 

The  way  in  which  a  "banker''  trades  is  this.  He  sees  that 
^1000  in  cash  is  sufficient  to  support  ;^io,ooo  of  liabilities  in 
Credit,  consequently  he  argues  that  ;^i  0,000  in  cash  will  bear 
liabilities  to  several  times  that  amount  in  Credit. 

One  of  the  most  eligible  methods  of  trading  for  a  banker  is  to 
buy,  or  discount,  good  commercial  bills.  And  he  buys  these  bills 
exactly  in  the  same  way  as  he  bought  the  Cash ;  that  is,  by  creating 
Credits  in  his  books,  or  Debts,  or  Rights  of  Action  against  himself 
to  the  amount  of  the  bills,  at  the  same  time  deducting  the  Interest, 
or  Profit,  agreed  upon,  which  is  called  the  Discount 

A  "banker,"  therefore,  invariably  buys  a  Bill  of  Exchange  with 
his  own  Credit,  and  never  with  cash — exactly  in  the  same  way  as 
he  bought  the  cash.  That  is,  he  buys  a  Right  of  Action,  payable 
at  a  future  time,  by  creating  and  issuing  a  Right  of  Action,  payable 
on  demand ;  and  this  Right  of  Action,  or  Credit,  is  also,  in  banking 
language,  termed  a  Deposit,  as  the  Right  of  Action  created  and 
issued  to  buy  the  cash. 

p 
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Suppose  that  the  banker  bays  ;^4o,ooo  of  BQls  of  Ezchai^  at 
three  months,  and  that  the  agreed  upon  profit  is  4  per  cent,  then 
the  sum  to  be  retained  on  the  bills  is  ;^40o.  Consequently,  in 
exchange  for  bills  to  the  amount  of  ^40,000,  he  would  create  and 
issue  Credits,  Debts,  or  Rights  of  Action  —  technically  termed 
Deposits — to  the  amount  of  ^£^391600. 

Hence,  just  after  discounting  these  bills,  and  before  his  customen 
began  to  operate  upon  them,  his  accounts  wotild  stand  thus : 


LIABILITIES. 

Deposits  .        .  ^499600 


ASSETS. 

Cash 

Bills  of  Exchange 

Balance  of  Profit 


;flO,000 

;£400 


the  balance  of  ;^4oo  being  his  own  Property,  or  Profit 

By  this  process,  the  "banker"  has  added  ;f39»6oo,  in  Credit, 
to  the  previously-existing  cash,  and  his  profit  is  clear ;  he  has  not 
gained  ;^4oo  on  the  ;;£^9ooo  in  cash,  but  4  per  cent  on  the 
;^40,ooo  of  bills  he  has  bought 

This  is  what  the  business  of  banking  essentially  consists  in, 
and  thus  the  correctness  of  the  definition  of  a  "banker"  given 
above  is  manifest. 

Thus  a  banker  does  not  make  advances  out  of  his  Deposits,  as 
is  so  commonly  supposed ;  but  he  makes  all  advances  by  creating 
Deposits. 

Thus  the  error  of  Gilbart's  allegation  is  also  seen,  that  his  profits 
consist  in  the  diflference  between  the  interest  he  pays  for  the  money 
he  borrows,  and  the  interest  he  charges  on  the  money  he  lends. 
His  profits  depend  upon  the  amount  of  Credit  he  can  maintain 
in  circulation  in  excess  of  the  cash  he  holds  in  reserve. 

Thus  we  see  that  the  very  nature  and  essence  of  a  Bank  and 
Banker  is  to  create  and  issue  Credit,  payable  on  demand;  and 
this  Credit  is  intended  to  circulate,  and  perform  all  the  functions 
of  Money. 

A  Bank  is,  therefore,  not  an  office  for  "borrowing"  and 
•* lending"  Money,  but  it  is  a  Manufactory  of  Credit  As 
Mr.  Cazenove  well  said,  "It  is  the  Banking  Credits  which 
are  the  Loanable  Capital;  and,  as  Bishop  Berkeley  said,  "A 
Bank  is  a  Gold  Mine." 

It  is  usual  to  speak  of  the  Money  Market,  and  people  suppose 
that  Money  is  lent ;  but  this  is  wholly  erroneous,  it  should  be 
caUed  the  Credit  Market 
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Om  the  L%gal  Motion  Mwtm  Banker  and  Customer. 

It  must  be  carefully  observed  that  the  Legal  Relation  between 
Anker  and  Customer  is  simply  that  of  Debtor  and  Creditor. 

Hlien  a  customer  pays  in  money  to  his  account  with  his  banker, 
t  cedes  the  absolute  property  in  the  money  to  the  banker,  and 
rcct%-es  in  exchange  for  it  a  Right  of  Action,  or  Credit,  or  Debt, 
r>  demand  an  equivalent  sum  of  money,  at  any  time  he  pleases, 
K\  not  the  identical  money. 

In  speaking  of  banking,  it  is  too  often  implied  that  the  money 
'Uced  with  the  banker  still  belongs  to  the  customer.  But  this 
ris  decisively  refuted  by  Lx)rd  Cottenham,  in  Fa/zy  v.  Jfi//, 
\  H.L  cas.  aS. 

It  roust,  therefore,  be  carefully  observed  that  a  banker  in  no 
rzT  resembles  the  treasurer  of  a  public  fund,  or  a  solicitor,  or  a 
soncT  scrivener,  who  are  only  trustees,  or  bailees,  of  the  money 
uccd  with  them  by  their  clients.  If  a  banker  were  the  mere 
r.ktct  of  the  money  placed  with  him,  he  would  have  no  right  to 
.K  It  for  his  own  profit 

I'enons  often  say  that  they  have  so  much  money  at  their 
^kcr's :  but  such  an  expression  is  wholly  misleading  and 
fTToncous.  They  have  no  money  at  their  banker's.  They  have 
i>Ah:ng  but  an  abstract  Right  of  Action  to  demand  so  much 
c  --fT  from  their  banker,  which  Right  of  Action,  being  exchangc- 
iVic  for  money  on  demand,  is  of  the  value  of  money. 

Another  conse«iucnce  of  this  relation  is,  that  a  Cheque  is  a  Bill 
0'  Fxchange,  and  not  a  Draft  It  is  an  order  addressed  by  a 
Lv^i:t...r  to  his  Debtor,  and  not  one  addressed  by  a  person  to  his 
^-i!?c,  or  bailee.  To  call  a  Cheque  a  Draft  is  to  mistake  Xhv 
rir:"n  Utween  Banker  and  Customer. 

( >/i  M/  Method  of  Utilising  Banking  Credits. 

fbc  tunker,  then,  having  issued  these  Credits,  Deposits,  or 
.^htt  of  Action  against  himself,  to  his  customers,  they  cannot. 
i  course,  transfer  them  by  manual  delivery,  in  that  form,  to 
",f  jik  clsie.  In  order  to  be  cai)ablc  of  manual  delivery,  they 
.«:  tie  recorded  on  some  material,  such  as  pa{>er. 

Vnd  this  might  lie  done  in  two  forms : — 

X.  Tne  banker  might  give  his  customer  his  own  Promissory 
At\.  ;/romiMng  to  pay  a  certain  sum  to  his  lUbtomer,  or  to  hih 
(Scr,  or  to  bearer,  on  demand. 


2.   Tht  CZSZ.ZCDSZ  =3£^  vnBc  a  Xole  to  liii  bantrr,  dEredag 
vo  paj  &  osrsun  sbb  id  a  cBttna  pcDoa.  or  lo  fak  order,  or 
to  beazcr,  oc  casaad.     TSaese  ovden  were  famaly  cdlcd  Cadi 


■^*a*      ■  i^>>      Sm<C 


TT^ese  paper  (V,« ;  ■■4i  r*  tJ%  do  not  cicuc  nev  InMitirs;  tbey 
mcrd J  reconf  cc  paper.  &e  OnSa^  Ddiis»  or  Dqnsits  vticli 
have  already  beea  aeiacd  in  dae  bankci's  booki^  and  AA  lole 
use  is  to  ZTxudes  vxst  Rigjiis  of  Actiaa  lo  odicr  pcwoiw 

There  is  ooe  jmx&cal  diuim linii  ba»een  Bank-notes  and 
Cbeqaes.  A  Baxik-note  is  dae  afafiolnte  oWjptinn  of  die  banker 
to  pay  h :  a  Cbei^oe  is  oolj  dae  contingent  obGjgition  of  the 
banker  to  pay  it,  pvorided  diat  dae  cnaomer  has  liinds  on  his 
accoos:  to  meet  iL  If  he  has,  dae  ohl^tinn  of  die  banker  if 
absolute.  The  holder  of  a  Cheque*  widi  lands  to  meet  it  on  the 
drawer's  accocct,  has  the  same  Right  of  Action  against  the  banker 
as  upon  one  of  his  own  Notes.  So  fitf  as  regards  Eoonomics, 
Bank-notes  and  Cheques  are  absolutely  idenfiral.  They  are  both 
equally  Circulating^  Medium,  or  Ciirrenqr. 

\Mien,  therefore,  a  banker  has  created  a  Credit,  or  Deposit,  in 
favour  of  his  customer,  he  can  put  this  Credit  into  drculation  either 
by  means  of  the  backer's  own  N'ote,  or  by  means  of  his  Cheque; 
and  when  he  does  so.  the  following  different  results  may  take 
place : 

1.  The  customer  himselfi  or  the  holder  of  the  Note,  or  Cheque, 
may  demand  payment  of  it :  if  they  do  so,  the  banker's  liability  is 
extinguished.  It  is  a  resale  of  money  to  the  holder  of  the  Note,  or 
Chei]ue,  and  the  banker  buys  up  the  Right  of  Action  against 
himself. 

2.  The  Note,  or  Cheque,  may  circulate  in  commerce,  and  effect 
any  number  of  transfers  of  commodities,  or  payments,  exacdy  Iik< 
an  equal  sum  of  money ;  and  it  may  ultimately  fall  into  the  hand 
of  a  customer  of  the  same  bank,  who  pays  it  into  his  own  account 
and  the  whole  series  of  transactions  is  finally  closed  by  the  mer 
transfer  of  Credit  from  the  account  of  the  drawer  to  that  of  th 
holder,  without  the  necessity  of  any  coin. 

3.  The  Note,  or  Cheque,  may,  after  performing  a  similar  series  < 
operations,  fall  into  the  hands  of  a  customer  of  another  bank;  : 
the  banker  becomes  debtor  to  the  customer  of  another  bank. 

But  if  the  bank  A  becomes  debtor  to  the  customers  of  bank  '. 
the  chances  are  that  about  an  equal  number  of  the  customers 
bank  A  will  have  about  equal  claims  against  bank  B;  and  so  < 
among  any  number  of  banks.    If  the  mutual  claims  of  the  customc 
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9f  cich  hank  are  exactly  equal,  the  respective  documents  are  inter- 
changed, and  the  Credits  are  readjusted  among  the  accounts  of  the 
difSrrcnt  customers  without  any  payment  in  money.  Thus,  if  the 
■utoal  cUims  among  any  number  of  bankers  exactly  balanced,  any 
■aouot  of  Credits,  however  large,  might  be  settled  without  the  use 
cf  1  single  coin. 

Formerly,  if  the  mutual  claims  did  not  balance,  the  differences 
coif  used  to  be  paid  in  Money  or  Bank-notes.  But  now,  by  the 
ioftnious  arrangements  of  the  Clearing  House,  described  elsewhere, 
the  use  of  Coin  and  liank-notes  is  entirely  dispensed  with  ;  and  all 
the  banks  which  join  in  the  clearing  are  really  and  practically 
fcvmcd  into  one  huge  banking  institution,  for  the  purpose  of  trans- 
iemng  Credits  among  each  other,  just  as  Credits  are  transferred 
from  one  account  to  another  in  the  same  bank,  without  a  single  Coin 
or  Hioknote  being  required. 

Error  of  the  Common  Deaoription  0/  Banking. 

}  torn  the  preceding  account  of  the  actual  mechanism  of  Banking, 
e  «ill  be  seen  what  a  complete  misconception  of  its  nature  it  is  to 
UT  that  liankers  are  merely  agents,  or  intermediaries,  between 
pcrv'Qs  mho  wish  to  lend  and  those  who  wish  to  borrow. 

This  »  entirely  untrue  in  the  ordinary  sense  of  " lending  "  and 
•y^roming,"  because,  in  the  ordinary  sense  of  'Mending,"  the 
'icr^itr'  deprives  himself  of  the  use  of  the  thing  "lent.*' 

r:.!  mhcn  a  |>i*rson  |ays  in  money  to  his  l>anker,  he  has  no  inten- 

*:or.  <<{  depriving  himself  of  the  use  of  it.      On  the  contrary,  he 

^^r  i  to  ha\  e  the  same  free  command  of  it  as  if  he  had  it  in  his 

«-  ri.>u>e.      The  customer,  therefore,  ** lends"  his  money  to  his 

^*icT.  but  at  the  same  time  has  the  free  use  of  it     Tlie  banker 

f=;!w}t  that  money  in  promoting  trade.     Ui>on  the  strength  of 

ui.r.|;  acquired  it,  he  buys  Debts  with  his  promises  to  {lay  several 

L«::f>  cit ceding   the  amount   of    money   he   possesses;    and   the 

;<ric::s  who  sell  him  their  Debts  have  the  free  use  of  the  very  same 

<:jiz^  which  the  lenders  have  the  very  same  right  to  demand.     Thus 

'.tk  "lenders**  and  the  ••borrowers"  have  the  same  rights  to  demand 

'.vc  ume  «.oin  at  the  same  time.     .\nd  all  hanking  de|)ends  on  the 

rax  uU:>^n  that  only  a  certain  {tortion  of  each  set  (>f  customers  will 

UT^ii'.i  the  actiul  cash,  but  that  the  majority  will  be  s.itiNhed  with 

;.*.c  mere  promise  to  |iay,  or  the  Credit. 

The  whole  of  this  mystery-  and  confusion  is  cleared  away  by 
.^;.ly  obMmng  that  a  Bank   is  merely  a  shop  for  the  sale  of 
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Credit ;  and  the  quantity  of  Credit  which  a  Bank  can  create  is 
determined  by  the  ratb  of  the  demand  for  pajonent  in  monejr 
compared  to  the  total  quantity  of  Credit  created. 

Bankmg  entirely  depends  on  the  doctrine  of  chances ;  it  is  a 
species  of  insurance ;  it  is  practically  possible  that  a  banker  may  be 
called  upon  to  pay  all  his  liabilities  on  demand  at  once ;  just  as  it  is 
theoretically  possible  that  all  the  lives  insured  in  an  office  may  drop 
at  the  same  instant,  and  it  is  theoretically  possible  that  all  the 
houses  insured  in  an  office  may  be  burned  down  at  the  same 
instant 

A  large  and  sudden  demand  for  money  on  a  bank  is  tenned  a 
Run,  and  a  Run  upon  a  Bank  is  analogous  to  a  pestilence,  or  a 
conflagration,  to  an  Insurance  Office.  But  all  Insorance  and 
Banking  is  based  upon  the  expectation  that  diese  contingencies  will 
not  happen.  A  banker  multiplies  his  liabilities  to  pay  on  demand, 
and  keeps  by  him  a  sufficient  amount  of  cash  to  insure  the  imlIl^ 
diate  payment  of  all  claims  which  are  likely  to  be  demanded  at  one 
time.  If  pressure  comes  upon  him,  he  must  sell  some  of  the 
securities  he  has  bought,  or  borrow  money  on  them. 

Contrast  between  the  Common  Notions  about  Banking  and  the 

Reality, 

Having  now  given  an  exposition  of  the  actual  fiacts  and  mechanism 
of  Banking,  it  will  be  as  well  to  contrast  the  Common  Notions 
respecting  it  and  the  Reality. 

I.  It  is  commonly  supposed  that  Bankers  are  dealers  in  Money 
only — that  they  borrow  Money  from  one  set  of  persons  and  lend  it 
to  another  set  of  persons. 

The  fact  is  that  Bankers  are  not  dealers  in  Money ;  they  never 
lend  Money.  The  sole  function  of  a  Banker  is  to  create  and  issue 
Credit,  and  to  buy  Money  and  Debts  by  creating  and  issuing  other 
Debts  in  exchange  for  them. 

II.  It  is  commonly  supposed  that  Bankers  act  only  as  agents,  or 
intermediaries,  between  persons  who  want  to  lend  and  those  who 
want  to  borrow. 

Bankers  never  act  as  agents  between  persons  who  want  to  lend 
and  those  who  want  to  borrow.  Bankers  buy  money  from  some 
I)ersons,  and  Rights  of  Action  from  others,  exclusively  with  their 
own  Credit,  or  by  creating  and  issuing  Rights  of  Action  against 
themselves. 

III.  It  is  commonly  supposed  that  a  Banker's  profit  consists  in 
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rv  difcrtDce  between  the  interest  he  ptys  for  the  Money  he 
orrovs  and  the  interest  he  charges  for  the  Money  he  lends^ 
The  fact  is  that  a  Banker's  profit  consists  exclusively  in  the  profit 
:«  can  make  by  creating  and  issuing  Credit  in  excess  of  the  specie 
le  holds  in  reserve.  His  whole  profit  consists  in  the  quantity  of 
>ebts  he  can  purchase  with  his  Credit 

Haw  Credit  is  Capital  to  a  Banker. 

It  is  now  seen  how  Credit  is  Capital  to  a  Banker. 

Capital  is  any  commodity  which  a  trader  deals  in  and  makes  a 
cofit  by.  And  what  is  the  commodity  which  a  banker  deals  in  and 
ukes  a  profit  by?  He  opens  his  place  of  business,  and  has  an 
'Tuf  of  clerks  with  their  desks,  ledgers,  &c  He  then  gives  notice 
*ut  he  IS  ready  to  buy  gold  from  anyone  who  has  it  to  sell  And 
'hit  IS  the  commodity  with  which  he  buys  the  gold,  and  what  does 
f  give  in  exchange  for  it?  His  own  Credit.  The  commodity  he 
:\n  in  exchange  is  a  Right  of  Action  to  pay  an  equivalent  of  gold 
-  demand,  i.e.  his  own  Credit. 

He  then  gives  notice  that  he  is  ready  to  buy  good  Commercial 
I^bes— which  are  Credits,  or  Rights  of  Action — which  anyone  has 
i  :  to  sell  And  what  does  he  buy  these  Credits,  Debts,  or  Rights 
>  Action  with?  Again  with  nothing  but  his  own  Credit — with 
K-^hti  «>f  Action  against  himself.  His  own  Credit  is  the  commodity 
» '.h  whit  h  he  buys  these  other  Credits. 

("he  tanker  charges  exactly  the  same  price  for  his  Credit  as  if 
'  vrre  Nfoney.  The  only  commodity  the  banker  has  to  sell  is  his 
>r.  (>ctiit.  for  which  he  charges  exactly  the  same  price  as  if  it  were 
V  rc\.  Ills  Credit  is,  therefore,  of  exactly  the  same  value  to  him 
'*  N!oney.  Hence,  he  makes  exactly  the  same  profit  by  selling 
'  * «  rcdit  as  if  he  were  selling  Money. 

N/«.  as  «c  have  seen,  Anything  which  gives  a  profit  is  Capital 
H«Tcc.  JLS  a  banker's  Credit  produces  him  exactly  the  same  profit 
'  Money  would,  it  is  evident  that  his  Credit  is  Capital  to  him, 
.*t  ai  rn'jch  as  Money  is. 

Aza:n.  Credits,  I>ebts,  or  Rights  of  .\ction,  are  (io<xls,  Chattels, 
-x&miiditics.  Merchandise. 

N  «.  under  the  term  Circulating  Ca|>ital,  .^niith  expressly 
<.*.jdci  the  (ioods,  or  Commodities,  m  sho|>s.  The  trader  buys 
?sr.  at  a  lower  price  from  one  {ktsoh,  and  sells  tlicm  at  a  higher 
•<c  :*j  another  {icrson,  and  so  makes  a  profit  by  them  ;  and  thus 
^  $;o'jd%  m  the  shop  are  Capital  to  him. 
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Adam  Smith  expressly  includes  Bank-notes,  or  Banking  Credits, 
and  Bills  of  Exchange,  mider  the  term  Circulating  C^>itaL 

So  a  banker  buys  the  Goods,  or  Commodities,  termed  Credits, 
Debts,  or  Rights  of  Action,  from  one  person — ^his  own  customer— 
and  sells  them  at  a  higher  price  to  another  person,  namely,  the 
Acceptor,  or  Debtor.  The  Debt  the  banker  buys  is  increasing  io 
value  every  day,  from  the  time  he  buys  it,  until  it  is  paid  o£ 
These  Goods,  or  Commodities,  termed  Debts  in  the  portfolio  of 
a  banker,  produce  him  a  pTo6t,  just  in  the  same  way  as  the  goods, 
commodities,  or  merchandise  in  the  shop  produce  profits  to  the 
trader. 

Hence  the  Bills  in  the  portfolio  of  a  banker  are  Circulatiilg 
Capital,  exactly  in  the  same  way  as  the  goods,  commoditiesi  or 
merchandise  in  the  shop  of  a  trader  are  Circulatiilg  Capital 

On  the  Economical  Effects  of  Banking. 

We  have  now  to  observe  the  Economical  effects  of  Banking. 

The  business  of  a  Bank  is  not  to  borrow  Money  from  one  set 
of  persons  to  lend  to  another — it  is  to  build  up  a  superstructure  of 
Credit  on  a  given  basis  of  bullion,  several  times  exceeding  its 
amount,  which  Credit  is  intended  to  circulate  and  produce  all  the 
effects  of  Money. 

And  ever)*one  who  has  understood  the  mechanism  of  Banking 
has  seen  that  it  practically  augments  the  Capital  of  the  country. 

Thus  John  Law,  who  was,  barring  his  unfortunate  and  fatal  ideas 
of  issuing  Paper  Money  based  upon  land,  the  ablest  financier  of 
his  age,  says  that  the  Bank  of  Scotland,  on  a  basis  of  ^10,000  in 
Money,  was  able  to  maintain  ^50,000  of  its  Notes  in  circulation, 
which,  he  says  {Money  ami  Trade  Considered),  was  equi\-alent  to  so 
much  additional  Money  to  the  country. 

He  also  says  {Lettres  sur  les  Banques\  "  The  introductioo  of 
Credit,  by  means  of  a  Bank,  augments  the  quantity  of  Money 
more  in  one  year  than  a  prosperous  commerce  would  do  in  tai"i 
#>„  by  creating  Circulating  Credit 

So  Bishop  Berkeley,  after  proposing  noany  wise  queries  on  lta9 
and  Credit,  says  that  a  Bank  is  a  Gold  Mine,  and  asks  idiete^j 
is  not  the  true  philosopher's  stone  ?  '^^"^ 

Adam  Smith,  who  never  had  the  least  experience  in  f 
business,  says  that  a  Bank  does  not   increase  the  Cap 
countr>\ 

But  Alexander  Hamilton,  the  celebrated  financier 
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States,  who  had  infinitely  more  knowledge  of  practical  business  than 
Smith,  in  presenting  a  Report  to  Congress  on  the  advantages  of 
founding  a  National  Bank,  says: 

The  following  are  among  the  advantages  of  a  Bank : 
First,  the  augmentation  of  the  active  or  Productive  Capital  of 
a  country.  ...  It  is  a  well-established  fact  that  Banks  in  good 
Credit  can  circulate  a  far  greater  sum  than  the  actual  quantum  of 
their  Capital  in  gold  and  silver.  .  .  .  This  faculty  is  produced  in 
various  ways. 

''(i)  A  great  portion  of  the  Notes  which  are  issued  and  pass 
current  as  Cash  are  indefinitely  suspended  in  circulation  from  the 
confidence  which  each  holder  has  that  he  can,  at  any  moment,  turn 
them  into  gold  and  silver. 

''(2)  Every  loan  which  a  Bank  makes  is,  in  its  first  shape,  a 
Credit  given  to  the  borrower  in  its  books,  the  amount  of  which  it 
stands  ready  to  pay,  either  in  its  own  Notes,  or  gold  or  silver  at  his 
option.  But  in  a  great  number  of  cases,  no  actual  payment  is  made 
in  either.  .  .  .  The  same  circumstances  illustrate  the  truth  of  the 
position  that  it  is  one  of  the  properties  of  banks  to  increase  the 
adrue  Capital  of  a  country.  This  additional  employment  given  to 
Money,  and  the  faculty  of  a  bank  to  lend  and  circulate  a  greater 
sum  than  the  amount  of  coin,  are,  to  all  the  purposes  of  trade  and 
industry,  an  absolute  Increase  of  Capital.  Purchases  and  under- 
takings in  general  can  be  carried  on  by  means  of  Bank  Paper,  or 
Credit,  as  effectually  as  by  an  equal  sum  of  gold  and  silver.  And 
thus,  by  contributing  to  enlarge  the  mass  of  industrious  and  com- 
mercial enterprises,  banks  became  nurseries  of  national  .wealth — a 
consequence  as  satisfactorily  verified  by  experience  as  it  is  clearly 
deducible  in  theory." 

So  J.  B.  Say  says :  "  If  Bills  of  Credit  could  replace  completely 
metallic  Money,  it  is  evident  that  a  Bank  of  Circulation  veritably 
augments  the  sum  of  National  Wealth,  because  in  this  case,  the 
metallic  wealth  becoming  superfluous  as  an  agent  of  circulation, 
and,  nevertheless,  preserving  its  own  value,  becomes  disposable,  and 
can  serve  other  purposes.  But  how  does  that  substitution  take 
place?  What  are  its  limits?  What  classes  of  society  make  their 
profit  of  this  interest  of  the  new  fund  added  to  the  Capital  of  the 
nation  ? 

*'  According  as  a  Bank  issues  its  Notes,  and  the  public  consents 
to  receive  them  on  the  same  footing  as  metallic  money,  the  number 
of  monetary  units  increases. 

**ir,  suppose,  it  issues  one  hundred  millions  in  Notes,  it  will 
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withdraw,  perhaps,  forty  miUioDS  in  specie,  which  it  wiU  pot  in 
reserve  to  meet  the  pajrments  which  may  be  demanded  of  it 
Therefore,  if  it  adds  one  hundred  millions  to  the  quantity  of  mo&qr 
in  circulation,  and  if  it  withdraws  forty  millions  from  circulatioD,  it 
is  as  if  it  added  only  sixty  millions. 

"  We  wish  now  to  leam  what  class  of  society  enjoys  the  use  of 
this  New  Capital" 

Say  then  goes  on  to  explain  how  this  New  Capital  is  employed, 
and  who  reaps  the  benefit  of  it. 

And  J.  B.  Say  is  the  writer  who  said  that  those  who  say  that 
Credit  is  Capital,  maintain  that  the  same  thing  can  be  in  two  plaoei 
at  once ! 

Gilbart  says:  "Bankers  also  employ  their  own  Credit  » 
Capital  They  issue  Notes  promising  to  pay  the  bearer  on 
demand.  As  long  as  the  public  are  willing  to  take  these  Notes  ai 
gold,  they  produce  the  same  effects  as  gold.  The  banker  wha 
makes  advances  to  the  agriculturist,  the  manufacturer,  or  the 
merchant,  in  his  own  Notes,  stimulates  as  much  the  producdre 
powers  of  the  country,  and  provides  employment  for  as  many 
labourers,  as  if,  by  means  of  the  philosopher's  stone,  he  had  created 
an  equal  amount  of  solid  gold.  It  is  this  feature  of  our  bankioi^ 
system  that  has  been  most  frequently  assailed.  It  has  been  called 
a  system  of  fictitious  Credit — a  raising  the  wind— a  system  of 
bubbles.  Call  it  what  you  please,  we  will  not  quarrel  with  names,* 
but  by  whatever  name  you  please  to  call  it,  it  is  a  powerful  instru- 
ment of  production.  If  it  be  on  a  fictitious  system,  its  effects  are 
not  fictitious,  for  it  leads  to  the  feeding,  the  clothing,  and  the 
employing  of  a  numerous  population.  If  it  be  a  raising  of  Ac 
wind,  it  is  the  wind  of  commerce,  that  bears  to  distant  markets 
the  produce  of  our  soil,  and  wafts  to  our  shores  the  productions  of 
every  climate.  If  it  be  a  system  of  bubbles,  they  are  bubbles 
which,  like  those  of  steam,  move  the  mighty  engines  that  promote  a 
nation's  greatness  and  a  nation's  Wealth." 

What  Gilbart  says  about  Notes  is  all  true;  but  he  omits  to 
mention  that  Banking  Credits  circulated  by  means  of  Cheques  hate 
exactly  the  same  effects  as  Banking  Credits  which  are  circulated  by 
Notes. 

On  John  Stuart  Mill's  notions  on  Banking  and  Currency, 

We  are  now  constrained  to  examine  the  dogmas  of  John  Stnait 
Mill  on  Banking  and  Currency,  not  from  any  love  of  controvenyi 
which  we  cordially  dislike,  but  simply  because  Mill's  work  is  the 
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»e  vhkh  is  idll  uiuallj  put  into  the  band*  of  unfortunate  ttodenta 
V  c^coQocnics. 

Mill  aj%  {PnHmimary  Rimurks) :  "  Ftitther  cooiideration  showed 
*.\i:  the  UMi  of  Monejr  are  in  no  retpect  promoted  by  increasing 
t.'Y  qnaniitjr  which  exists  and  circulatet  in  a  country,  the  serrice 
«htcb  it  pefforma  being  as  well  rendered  bjr  a  small  as  by  a  Urge 
■icregate  amount." 

This  certainly  is  somewhat  startling  doctrine.  If  only  a  certain 
i-oant  of  work  couM  be  done,  there  would  be  something  true  JD  it 
)tu!  in  ^moM  all  countHca,  is  it  not  possible  to  develop  new  work. 
irtd  new  industry  by  introducing  new  Capital?  According  to  this 
■  tma.  the  introduction  of  new  Capital  into  a  country  can  do  it 
>  (errice.  But  do  not  facts  everywhere  rise  up  in  contradiction 
r'  *-jch  a  d<^ros  ?  It  is  usually  supposed  that  the  very  thing  which 
:<wr  countries  want  is  the  introduction  of  new  Capital  Of  course, 
:  the  introduction  of  new  Capital  can  do  no  good,  the  withdrawal 
c  Capital  can  do  no  harm. 

How  could  the  colossal  commerce  of  England  be  carried  on 
•riiout  the  thousands  of  millions  of  Credit  in  the  form  of  Bills 
fi  ^^hange.  Bank  Credits,  and  Trade  Credits?  Does  any  sane 
UQ  I'jppose  that  the  present  commerce  of  England  could  be 
cL-ncd  on  if  all  the  forms  of  Credit,  which  every  Flconomist  of 
VM  knows  perfectly  well  is  equivalent  to  an  augmenUlion  of 
V.  !S'jch  mcHicy,  were  annihilated,  and  nothing  but  the  paltry 
is-NR*.  of  ^'old  and  silver  left  ? 

Hu  not  the  prodigious  increase  of  the  Wealth  of  Scoibnd, 
'-.'raf,  ;hc  b«    150  years,  been  mainly  due  10  the  Cash  Credits 

'  ^r.t  "^  ,it(  h  Itanks  ?  .And  the  same  is  true,  in  a  ksscr  degree,  of 
If4.-id  Have  not  most  of  ihc  Indian  railways  been  constructed 
=*a!>  *.y  tS.c  nipiilivs  of  Dritish  Capital  iKmreii  imn  the  country? 
■'  "K*  every  rountry  in  the  world  clamotirin);  for  Hrilish  Capital? 
^>'!^  !•;  t!ic  I'niiifl  Siatc*i,  have  not  vast  amounts  of  enterprise 

-s  di.-xc:'.i><:il  tiy  British  Capital  ?  If  the  Scottish  system  of 
Wbn^  could  l>c  gradually  and  cautiously  intriHtiired  into 
'■•ia,  It  would  give  a  prodigious  stimulus  to  the  ^^ealth  of 
'"•tii .    and.    perhaps,    even    render    her    indepenilcnt    of    Itritisb 

U;:i  ijrain  sa^s  lltk.  Ill    rh 
^«  •h:i  h    the   advor.irc*    nf    sn  I 
*r»e  lupi'irt,  is    the    n.ti    ri    that^ 
.'^nu  industry.      The  ulra  »i!  Mrl  I 
o  Money,  aiKl  has  had  many  dcvutol  a 
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Have  not  the  prodigious  creations  of  Credit  quickened  indnstr] 
in  Scotland  and  every  country? 

Anyone  who  had  the  least  experience  of  practical  business,  am 
will  study  the  practical  effects  of  Banking,  knows  that  it  is  m 
fallacy  at  all  that  an  increase  of  Capital,  either  by  the  introductioi 
of  fresh  Money,  or  by  the  creation  of  Credit  within  l^timati 
limits,  quickens  industry.  But,  of  course,  this  does  not'meai 
Credit  without  limit;  but  Credit  created  within  certain  strict 
defined  scientific  limits. 

MiU's  dogmas  would  certainly  not  meet  with  acceptance  fiooo 
statesmen,  nor  from  practical  men  of  business. 

Mill  further. says  (Bk.  III.  ch.  22,  §2),  "A  banker's  professior 
being  that  of  a  Money-lender,  his  issue  of  Notes  is  simply  ai 
Extension  of  his  ordinary  occupation." 

We  have  shown  that  it  is  a  total  misconception  of  the  naton 
of  the  business  of  Banking  to  say  that  it  consists  in  Lendili{ 
Money.  The  business  of  a  banker  consists  in  bujring  Modc] 
and  Debts  by  creating  other  Debts,  which  will  exceed  seven 
times  the  amount  of  Cash  he  holds;  which  may  be  circulate 
either  by  means  of  Notes,  or  Cheques,  and  are  equivalent,  in  al 
respects,  to  the  creation  of  an  equal  amount  of  Money. 

Issuing  Bank-notes,  therefore,  is  not  an  extension  of  a  banker': 
ordinary  business.  Formerly,  banking  was  defined  to  consist  ii 
issuing  Notes.  In  the  present  day  Cheques  have,  to  an  iromens( 
extent,  superseded  Notes.  The  very  essence  of  Banking  is  tc 
create  Credit ;  and  whether  these  Credits  are  circulated  by  meani 
of  Notes,  or  Cheques,  in  no  way  alters  the  nature  of  Banking,  bo 
is  a  pure  matter  of  convenience. 

Mill  then  says  (Bk.  II.  ch.  i3,§  i):  "But  if  the  Paper  Currency « 
convertible,  Coin  may  still  be  obtained  from  the  issuers  in  exchaog< 
for  Notes.  All  additional  NoteSy  therefore^  which  are  attempted  to  A 
forced  into  circulation  after  the  metals  have  been  completely  superseded 
will  return  upon  the  issuers  in  exchange  for  coin,^^ 

He  also  says  (Bk.  III.  ch.  22,  §  3) :  "  When  metallic  money  ba( 
been  entirely  superseded,  and  expelled  from  circulation  by  tb< 
substitution  of  an  equal  amount  of  Bank-notes,  any  attempt  to  kee] 
a  still  further  quantity  of  Paper  in  circulation  must,  if  the  Notes  b 
convertible,  be  a  complete  failure.  The  metals  would,  as  before,  l> 
required  for  exportation,  and  would,  for  that  purpose,  be  demanded 
from  the  Banks  to  the  full  extent  of  the  superfluous  Notes,  whicl 
thus  could  not  possibly  remain  in  circulation." 

The  preposterous  folly  of  these  dogmas  is  shown  by  the  fact  ths 
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then  the  Rank  of  Scotland  was  founded,  although  it  was  the  only 
iUnk  10  Scotland,  upon  a  deposit  of  ;^i 0,000  in  money  by  its 
(hirtholden,  it  was  able  to  maintain  ^^50,000  of  its  Notes  in 
:uniUtioo,  which  John  Law  says  justly  was  eiiuivalent  to  an 
uigmcoution  of  the  money  of  the  country. 

At  the  present  day,  the  English  Joint  Stock  Banks  usually  keep  a 
vscnre  of  about  one-tenth  in  cash  to  support  the  circulation  of  their 

redits,  and  they  have  about  ^800,000,000  of  Deposits,  or  Bank 
rredits. 

But  in  Scotland,  where  the  system  of  Credit  b  more  perfectly  and 
ighly  organised  than  in  EngUnd,  the  Bankers  only  find  it  necessary 
0  keep  cash  to  the  one  twenty-second  part  of  their  Credits  in  various 
vmi.  Upon  a  reserve  of  cash  of  about  ;^4t 500,000  they  mainuin 
a  circulation  Credits  exceeding  ^92,000,000. 

According  to  Mill's  dogmas,  such  a  state  of  things  would  be 
apossiblc ;  but  all  the  Credit  created  in  excess  of  the  cash  held 
rould  at  once  return  upon  the  Banks  for  payment !  This  shows 
He  folly  of  men  writing  books,  and  setting  themselves  up  as  guides 
:pon  matters  of  which  they  do  not  take  the  least  pains  to  inform 
iwniclves. 

Mill  then  says  (Bk.  III.  ch.  13,  §  5) :  **The  substitution  of  Paper 
jf  .Metallic  Currency  is  a  national  gain;  any  further  increase  of 
"i\<t  beyond  this  is  a  form  of  Robbery  I 

"An  issue  of  Notes  is  a  manifest  gain  to  the  issuers,  who,  until 
"e  Notes  are  returned  for  {xayment,  obtain  the  use  of  them  as  if 
-Vt  were  real  Capital,  and  so  long  as  the  Notes  are  no  pirmaneni 
'M'jicn  to  the  Currauy^  but  merely  supersede  gold  or  silver  to  the 
kUBc  amount,  the  gain  of  the  issuers  is  a  loss  to  no  one;  it  is 
^<aincd  by  saving  to  the  community  the  expense  of  the  more 
^'^wT  material.  Hut  if  there  is  no  gold  and  silver  to  be  super 
^c<ieil-  if  the  Notes  are  added  to  the  Currency,  instead  of  being 
('•'-uituted  for  the  metallic  portion  of  it— all  holders  of  Currency 
^  «c  by  the  depreciation  of  its  value  the  exact  equivalent  of  what  the 
wocn  gain." 

Nov,  how  is  it  possible  for  a  Banker  to  make  a  profit  by  issuing 
Votei  if  he  is  obliged  to  keep  an  exactly  e(]ual  (quantity  of  gold  ? 
icv.  on  such  a  system,  is  the  community  saved  the  cost  of  the 
acjrr  costly  material  ?  No  iUiik  ever  constructed  on  this  principle 
vcr  did.  or  by  any  possibility  could,  make  profits. 

Nov,  Mill  asserts  that  for  a  lianker  to  create  Credit  in  excess  of 
«  cash  he  holds  is  Robber)* ! 

Bot  all  pro6u   in    Banking  are   made  by   creating    Credit    in 
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excess  of   cash.     Therefore,   all   pro6ts   made   in   Bankiiig  are 
Robbery  1 

Therefore,  all  Bankers  are  Robbers  I  Certainly  Mill  it  in 
Economist  who  ought  to  be  very  popular  among  bankers. 

But  if  it  is  Robbery  for  bankers  to  create  Credit  in  excess  of  tbe 
gold  they  hold,  it  must  be  equally  robbery  for  merchants  to  cnate 
Credit  in  excess  of  the  gold  they  hold. 

Now  merchants  create  Credit,  not  because  they  have  gold  at  the 
time  they  create  it,  but  because  they  expect  to  be  in  possession  of 
gold,  or  its  equivalent,  at  the  time  the  UU  fidls  due. 

We  have  shown  that  John  Law,  Say,  Hamilton,  Gilbart,  and  all 
persons  practically  conversant  with  the  mechanism  of  banking, 
declare  that  a  Bank,  by  maintaining  in  circulation  a  quantitj  of 
Credit  in  excess  of  the  cash  it  holds,  creates  kx  all  practical 
purposes  *an  augmentation  of  the  Capital  of  the  country. 

But  Mill  declares  that  it  is  Robbery  I 

Such  is  the  beautiful  harmony  of  doctrine  among  Economists ! 


BILL  OF   EXCHANGE. 

A  written  Order  from  one  person  to  another  who  owes,  or 
appears  to  owe,  him  money  as  a  Debtor,  directing  him  to  pay 
absolutely  and  at  all  events :  (i)  a  certain  sum  of  money ;  (2)  to  a 
certain  person;  (3)  at  a  certain  event,  is,  in  modem  language, 
termed  a  Bill  of  Exchange,  or  shortly  a  Bill. 

It  is  one  form  of  Incorporeal  Property ;  it  is  a  Jus  in  personam^ 
and  is  termed  in  law  a  Valuable  Security. 

The  following  is  the  usual  form  of  a  Bill  of  Exchange : 

^250 :  10  : 6.  London^  May  4,  1895. 

Three  months  after  date  pay  to  A,  B.,  or  to  my  self ^  or  order^  i^^ 
sum  of  Two  hundred  and  fifty  pounds  ten  shillings  and  sixpence  Jor 
value  received. 

To  Mr,  John  Cox,  993,  Strand,  London,  William  Smith. 

Bills  of  Exchange  play  such  an  important  pyart  in  moden 
commerce  and  Economics,  and  are  so  little  understood  by  literar 
persons  who  write  on  Economics,  that  it  is  necessary  to  say  som< 
what  about  them. 

Bills  of  Exchange,  then,  like  all  other  forms  of  Credit,  are  mei 
abstract  Rights  of  action  against  a  person.     They  are  not  titles  1 
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inv  spcnfic  sums  of  money.  It  is  the  fundamental  requisite  of  a 
H..!  A  E\rhangc  that  it  should  not  be  made  payable  out  of  any 
pv!icuLir  fund.     An  order  payable  out  of  a  specified  fund  is  a  Draft 

«DnftL 

BiIU  of  Exchange,  then,  like  all  other  forms  of  Credit,  being 
purely  abstract  Rights  of  Action,  are  themselves  vendible  commo- 
dries  just  like  money  or  any  other  material  chattels.  They  are 
tcmcd  /Vtvir/Vi,  Bona^  Res^  Mcrx^  in  Roman  Law ;  xf"it*^Ta^ 
Tf^-^iMTo^  dyaSd^  oiVof,  oiVrta,  &c.,  in  Greek  Law ;  and  Incorporeal 
FrwTty,  Incorporeal  Wealth,  merchandise,  vendible  or  marketable 
o«im«iditics  in  English  I^w.  And  the  whole  aggregate  mass  of 
C.-ni:!*  in  every  form  have  value  for  exactly  the  same  reason  that 
ir.nhinf:  has  value,  liecause  they  are  exchangeable  for  money. 

A  mholc  series  of  writers  have  shown  that  Credits  of  all  forms 
r  fxai  tly  of  the  same  nature,  and  are  only  an  inferior  form  of 
'  "^^y  <  Money).  A  Credit  is  a  Right  of  action,  or  a  claim  agamst 
k  Tf  ^:ny:lc  individual,  while  money  is  a  general  claim  on  the  whole 
••;:i".^-  .  t.riHiuinity.  Credit,  then,  in  all  its  forms  is  an  integral  and 
♦*  m-..  us  |N»rtion  of  the  Circulating  Medium  or  Currency,  and  its 
'>•  ^  <n  i  in  ulation  and  pric^es  are  exactly  the  same  as  those  of  an 
•   —  .LurUity  (»f  money. 

V^r.'H  a  trader  has  l)ought  goods  on  Credit,  and  given  a  Bill  at 

"■••'  !:...ntMs  in  ex<  hange  for  them,  the  goods  IxTome  absolutely  his 

'  "TV..  ]\K  aN  \\  he  had  |>aid  for  them  in  money;  and  as  it  is  a 

'  "-*:-.' v.!.il  j»ruui[)Ie  of  merrantile  law  that  a  |)erson  who  is  only 

•  ." :  !-•  ]K\\  .1  ^uin  at  a  future  date  is  not  in  debt  at  the  present 

^  tr.iiUr  uhn  has  iMiught  gotnls  on  a  three  months*  Credit  is 
■  :•  s:  till  the  day  of  payment  has  eome. 
»  •'!   I-\«  han^e,  then,  iK'ing  vendible  eommcMlitieN,  there  arc 

•  -is^  >    <if    traders,   Uinkers   and    hill    dJM'ounters,    or   money 
"■-  r*,  »b.«»s«-  biisintss  it  i^  to  huv  them,  and  make  a  pnifit  bv  so 

•  '„.  ■>!  a^  I'niinarv  traders  huv  i:imhI>  from  merrhants  or  whole- 
''^'  -  -i^r-,  an«i  nuke  a  profit  by  selling  thi-ni  to  their  i  ustomers. 
■  '■  ii  :S  «*J  K\t  h.iD^i-  in  the  [H>rltolit>  (►!  a  lunker  are  <  irrulating 
-;  :-  ,    ..-:  in  ih*-  vinu-  \^ay  as  tiie  ^(mkIs  in  lh<-  shnp  o\  an  nrdinar)* 

"il'T  ar»   !«rni«il.  l»\  Atlani  Smith,  eireulatinj:  •  apilal. 

:  •  <:  L\«  li.in^f  thm,  as  wrll  as  all  »»tht  r  t««rniN  of  Credit, 
'•'"    w-,u:.i!'     afid    HuiijK  fuiefit    entities   or    nu  r*  h.miliM-.    .uul    are 

•  .^' '  \:u[  N.,l«i  ind(-|Mnd(-ntlv,  iu«»t  a**  any  «»llur  iiuTilKnuliM-  is. 

I'    *    .:-''i  tlu--  r«Kk  that  literary  M««»numiNts,  who  ar«    i;:norant  of 
'    :r  r^:  •  •  riit  (i!.ir\    prin<  iplrs  o|    Mt  reanlilr    I^iw,  toiin»ier  when 

•  .   ::.riM;.    u::ii  ili»    miImim  t  ot  HilK  ot   L\t  lun^e. 
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Thus  when  a  good  many  years  ago  I  said  that  Credit  may  be 
used  as  capital,  in  accordance  with  Adam  Smith,  J.  B.  Saj^ 
J.  S.  Mill,  and  hosts  of  other  writers,  Roscher,  Rector  of  the 
University  of  Leipsig,  applied  several  disparaging  epithets  to  me 
superficial,  and  kindly  pointed  out  to  me  that  Bills  of  F.Trhanp 
could  not  be  independent  commodities,  because  they  were  mod 
titles  to  a  sum  of  money,  which  statement  of  the  Rector 
be  saluted  with  rounds  of  merriment  from  any  junior  class 
students  in  Mercantile  Law. 

This  fundamental  .error  also  appears  conspicuously  in 
Jevons'  Investigations  in  Currewy  and  Finance^  P-  3i-  He  sxpi 
"  What  greatly  assists  a  rise  of  prices,  started  in  a  period  of  fiet 
investment,  is  the  system  of  Credit  on  which  trade  is  necessariljr 
conducted.  By  this  system  a  trader  is  not  od/iged  to  ^  the  nd 
owner  of  the  goods  in  which  he  trades  [how  could  he  trade  in  diem; 
if  he  were  not  their  real  owner?],  but  may  buy  freely  by  giving  die 
promise  of  payment  in,  perhaps,  three  months'  time.  Jltus  thegpot 
really  belong  to  the  holder  of  his  promissory  note^  or  bUL  .  .  .  Though 
the  merchant  does  not  own  the  goods,  there  must  be  some  one  if 
own  them,  to  advance  capital,  or,  as  it  is  said,  to  discount  the 
bills  arising  out  of  the  transaction." 

That  is,  Stanley  Jevons  implies  that  the  goods  really  belong 
to  the  banker  who  discounts  the  bills  arising  out  of  their  sale.  The 
fatuity  of  such  a  doctrine  is  patent,  and  its  error  was  long  ago 
pointed  out  by  Thornton.  Every  banker  would  laugh  at  such 
doctrine,  and  say  that  the  person  who  uttered  it  was  not  fit  to 
write  on  Economics.  How  could  the  trader  absolutely  sell  the 
goods  to  other  persons  if  he  were  not  their  actual  proprietor  ?  Now 
a  wholesale  trader  buys  goods  and  sells  them  to  a  multitude  of 
retail  dealers,  and  these  retail  dealers  sell  them  to  a  multitude  of 
customers.  How  can  the  banker,  who  holds  the  bills,  follow  the 
goods  into  the  hands  of  multitudes  of  customers  ?  Very  probably 
the  goods  have  been  consumed  long  before  the  bills  given  for  them 
become  due  and  payable.  And  how  can  the  banker  follow  the 
goods  after  they  have  been  annihilated? 

Thus  the  fatuity  of  the  doctrine  of  Stanley  Jevons,  and  of  many 
other  literary  dreamers,  is  apparent  at  once. 

We  have  said  enough  to  correct  the  ordinary  blunder  made  by 
literar)'  dreamers,  who  have  no  knowledge  of  the  subject  they 
write  about.  If  any  readers  are  curious  about  the  history  and 
principles  and  mechanism  of  the  system  of  Bills  of  Exchange, 
we  may  refer  them  to  our  Theory  of  Credit. 
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BILL  OF  LADING. 

A  Bill  of  Lading  is  ^Jus  in  rem.     When  a  person  ships  goods  on 

hoard  a  vessel,  the  captain  gives  him  a  written  receipt  for  the  goods, 

-vbich  is  entitled  a  Hill  of  Lading.     The  consignor  niay  send  this 

KIl  of  lading  to  the  consignee,  who  thereby  becomes  entitled  to 

idbcMc  spi*cific  goods.     The  Bill  of  lading  may  also  be  transferred 

hf  indorsement  any  number  of  times,  just  like  a  Bill  of  Exchange. 

Hie  tndi»rsce  of  the  Bill  becomes  the  actual  proprietor  of  the  goods 

md  may  sue  for  them.    Several  literar)*  Economists,  seeing  that  Bills 

«l  I.adm^  and  Bills  of  Exchange  may  be  transferred  by  indorsement 

cacti)    m   the   same  way,   have  considered   them   as  similar  in- 

,    tnmcnts,  and  cLa>sed  them  both  as  Credit.     Hut  this  is  a  vital 

I   ere      Bill^   of    lading   are   titles   to  specific  goods  and    to  no 

I    flKbrrv     The  (a|)tain  has  no  property  in  the  goods,  he  is  merely 

:    ihcir  bailee  or  trustee,  and  all  he  has  to  do  is  to  deliver  them  to 

•    ibcu  real  owner.     Bills  of  lading  are  not  Credit.     But   Bills  of 

J    El.  hon^c  are  not  titles  to  any  specific  sum  of  money.     They  are 

'    tkcrrl)  at>stract   Rights  to  demand  a  sum  of  money  from  some 

They  are,  therefore,  /uni  in  personam^  or  Credit 


CAPITAL. 

Adim  Smith's  use  of  the  word  Capital  strikingly  exemplifies  the 
drftc!  of  hii  definitions. 

He  enumerates  as  Capital  (i)  Material  things,  (2)  Personal 
V^^ilttics,  (3)  .Abstract  Rights,  such  as  Banknotes,  Bills  of 
F.i.hinjrc,  &:c.,  which  are  Credit.  That  is,  he  enumerates  all 
'V  ihrtt  orders  of  Economic  Quantities  as  Capital. 

Bu:  vhcn  we  are  told  that  all  these  things  are  Capital,  we  have 
»o  QKvc  notion  of  what  Capital  is  than  if  we  were  told  that  they 

i  9t  i.\  Abracadabra. 

I      ^t  do  Tint  want  an  enumeration  of  what  things  are  Capital,  but 
m  *c  Vint  a  Definitioo  of  what  Capital  is. 

Ihtword  (.'apital  is  derived  from  the  I-atin  Caput,  which  means 
1  ^  lourre  of  a  spring,  or  the  root  of  a  plant,  namely,  the  source 
•    >3it  which  any  increase  springs. 

^w  Horace  says,  (>d  L  i  :  **  lx?ne  caput  aqua\" 
\       ^  hautut  sa>t :  •*  O  icelerum  caput !  **    **  Ok,  sour.v  U^r  fi*ttnta$n) 
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"  Perjurii  caput ! "     "  Oh^  fountain  of  perjury^ 

Stephen,  in  his  Thesaurus,  thus  defines  the  word : 

''  Eci^Aaiov.    Caput  unde  fructus  et  reditus  manat" 

"  Capital     The  source  from  which  any  Profit  or  Revenue JkwsH* 

So  Senior  says :  "  Economists  are  agreed  that  Whatever  pves^ 

Profit  is  properly  termed  Capital." 
So  de  Fontenay  says :  "  Wherever  there  is  a  Revenue  you  percdit 

Capital." 

This  is  a  good  general  definition  of  Capital,  and  the  **  Whatever 
gives  a  Profit "  must  be  interpreted  in  as  wide  and  general  a  sense 
as  the  "Anything  whose  Value  can  be  measured  in  Money  "is  is 
the  general  definition  of  Wealth. 

The  definition  of  Capital  is,  therefore,  this : 

"  Capital  is  any  Eoonomio  Quantity  used  so  as  to  proim  i 
Profit 

Any  Economic  Quantity  whatever  may  be  used  as  Capital, 

Aristotle  pointed  out  that  any  Economic  Quantity  whatever  may 
be  used  in  two  different  ways. 

1.  The  proprietor  may  use  it  for  his  own  personal  enjoyment 

2.  He  may  trade  with  it,  or  he  may  use  it  so  as  to  produce  a 
Profit 

When  any  Economic  Quantity  whatever  is  traded  with,  i,e.  used 
so  as  to  produce  a  Profit,  it  is  termed  Capital. 

Economic  quantities,  it  has  been  shewn,  are  of  three  distinct 
orders  (Wealth):  (i)  Material  Things;  {2)  Personal  Qualities, 
both  in  the  form  of  Labour  and  Credit ;  (3)  Abstract  Rights. 

And  each  of  these  Quantities  may  be  used  in  either  of 
the  above  ways. 

Material  Things  used  as  Capital. 

Suppose  that  a  person  has  a  sum  of  money — if  he  expends  it 
on  his  own  personal  gratification,  or  on  household  expenses,  such 
Money  is  not  used  as  Capital,  because  he  makes  no  profit  by  it 

But  if  he  lends  it  out  at  interest,  or  if  he  buys  goods  with  it  for 
the  purpose  of  selling  them  again  at  a  profit,  or  if  he  buys  into  the 
Funds  or  the  Shares  of  any  commercial  company,  then  he  uses 
his  Money  as  Capital ;  and  the  goods  also  are  Capital,  because  he 
intends  to  sell  them  again  at  a  profit ;  and  the  Funds  and  the 
Shares  also  are  Capital,  because  they  produce  him  an  annual 
revenue. 
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So  if  the  owner  of  land  lives  on  it  himself,  and  uses  it  for  his 
own  personal  enjoyment,  he  does  not  use  the  land  as  Capital. 

But  if  he  lets  it  out  to  fanners,  or  to  builders  to  build  houses 
upon,  and  receives  a  Rent  for  so  doing,  then  he  uses  the  land 
as  Capital. 

Some  great  noblemen  possess  large  tracts  of  land,  upon  which 
part  of  London  is  built  j  that  land  pelds  them  enormous  revenues, 
and,  therefore,  it  is  Capital  to  them. 

And  so  any  material  thing  whatever  may  be  used  as  Capital. 

So  if  a  person  spends  Money  merely  on  a  general  education,  of 
which  he  makes  no  profitable  use,  that  Money  is  not  used  as 
Capital. 

But  if  he  spends  his  Money  in  acquiring  a  professional  education, 
such  as  that  of  a  schoolmaster,  an  advocate,  a  physician,  a  surgeon, 
or  any  profession  by  which  he  intends  to  earn  an  income,  then  he 
uses  that  Money  as  Capital 

And  the  professional  knowledge  which  he  has  acquired  is  Capital 
to  him,  because  he  makes  an  income  by  trading  with  it. 

Personal  Qualities  used  as  Capital. 

Personal  Qualities  may  also  be  used  in  both  ways ;  but  Personal 
Qualities  are  of  two  forms.  They  are  of  the  form  {a)  of  Labour 
and  {b)  of  Credit. 

Personal  Qualities  as  Labour. — If  a  man  digs  in  his  own 
garden  for  his  amusement,  or  if  he  sings,  acts,  or  gives  lectures  for 
the  delectation  of  his  friends,  such  Labour  is  not  used  as  Capital. 

But  if  he  sells  his  Labour  in  any  way  for  Money,  then  he  uses  his 
Labour  as  Capital. 

Thus  Huskisson  said,  "  He  had  always  maintained  that  labour  is 
the  poor  man's  Capital." 

So  Mr.  Cardwell,  speaking  to  his  constituents,  said,  "Labour  is 
the  poor  man's  Capital." 

So  a  writer  in  a  daily  paper  said,  "The  only  Capital  they 
possess  is  their  Labour,  which  they  must  bring  into  the  market 
to  supply  their  daily  wants." 

And  speaking  of  them,  the  Economist  said,  "  They  have  no 
Capital  but  their  Labour." 

So  Froude  said,  in  Oceana,  "And  the  land  would  be  within  the 
reach  of  poor  men,  who  have  no  Capital  except  their  Labour." 

So  his  knowledge,  skill,  and  abilities  are  Capital  to  anyone  who 
earns  an  income  as  an  advocate,  physician,  actor,  engineer,  or  as 
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manager  of  a  great  commercial  company,  or  in  any  other  profession 
His  services  are  wanted,  demanded,  and  paid  for  by  his  cUents; 
their  Value  is  measured  in  money;  hence  they  are  xFii"^""^  ^ 
Wealth;  and  as  he  makes  an  income  by  their  employment,  thej 
are  Capital. 

This  income  is  measurable  and  taxable,  just  as  if  he  made  an 
income  by  selling  com,  cattle,  or  any  other  material'  chattds. 

All  modern  writers  admit  that  Labour  is  a  marketable  com- 
modity, which  can  be  bought  and  sold  like  any  material  chattel, 
and  consequently  it  is  Wealth,  as  the  author  of  the  dialpgoe 
Eryxias  was  the  first  to  point  out;  and  as  a  person  can  sell  his 
Labour  for  a  profit,  and  make  an  income  thereby,  it  may  be  used 
as  Capital. 

Personal  Qualities  as  Credit — As  Mill,  expressing  the 
unanimous  doctrine,  said,  "Everything  which  has  PoxcbasiDg 
Power  is  Wealth  " ;  and  as  Credit  is  Purchasing  Power,  it  follows 
that  Credit  is  Wealth.  A  merchant's,  or  a  banker's,  or  a  tnuler's 
Purchasing  Power  is  his  Money  and  his  Credit ;  hence,  by  the 
above  definition,  his  Money  and  his  Credit  are  equally  Wealth. 

Personal  Credit  may  be  used  in  two  ways.  If  a  person  bu)'S 
goods  on  Credit  for  his  own  enjoyment,  as  for  household  use, 
such  Credit  is  not  used  as  Capital. 

But  a  merchant  may  use  his  Credit  for  the  purpose  of  Profit,  and 
therefore  as  Capital. 

He  may  use  it  for  the  purpose  of  purchasing  goods  or  mateiials, 
or  in  employing  Labour,  by  giving  a  Promise  to  pay  at  a  future 
time,  instead  of  actual  money.  He  sells  the  goods,  and  makes 
a  profit  by  so  doing,  just  as  if  he  had  paid  for  them  in  money. 

Or  he  may  employ  Labourers,  by  means  of  his  Credit,  and  sell 
the  products  for  more  than  they  cost,  and  so  make  a  Profit  In 
these  ways  he  uses  his  Personal  Credit  as  Capital. 

When  Personal  Qualities,  either  in  the  form  of  Labour  or 
Credit,  are  used  in  this  way  to  produce  a  profit,  they  are  termed 

Personal  Capital. 

Abstract  Rights  and  Rights  of  Action  as  Capital. 

When  Personal  Credit  is  used  as  a  Purchasing  Power,  a  Right  o 
Action,  or  an  Economic  Quantity  of  the  third  order,  is  created 
And  as  this  Right  of  Action  may  be  bought  and  sold,  or  exchanged 
like  any  material  chattel,  it  is  a  Marketable  Commodity  (Credit) 
The  traffic  in  these  Rights  of  Action  is  the  most  colossal  branch  o 
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Qodern  commerce.  It  is  in  buying  these  Rights  of  Action  that  the 
^csiocss  of  Banking  consists,  as  is  fully  explained  under  Credit 
xnA  Ranking. 

But  any  other  Right  may  be  used  as  Capital.  If  a  man  buys 
:he  Funds,  or  Shares,  in  a  Commercial  Company,  or  Municipal 
•V  other  Obligations,  such  as  Railway  Debenture  Stock,  all  these, 
iod  many  other  classes  of  Rights,  produce  him  a  profit ;  hence 
-riqr  arc  Capital  to  him. 

So  the  Cop)Tight  of  a  successful  work  is  Capital  to  the  author ; 
isd  if  he  sells  it  to  a  publisher,  it  becomes  fixed  Capital  to  him. 

So  if  an  ingenious  inventor  devises  a  successful  machine,  the 
htcnt  of  it  is  Capital  to  him;  and  he  can  sell  the  Patent  to  a 
-apitaltst,  or  a  company,  who  make  a  profit  by  it,  and  it  then 
becomes  fixed  Capital  to  them. 

So  if  a  trader  establishes  a  successful  business,  its  Goodwiil| 
'v  the  Rights  to  receive  its  profits,  is  part  of  his  Capital,  and  he 
^la  sell  the  Goodwill  of  it  to  another  trader,  and  then  it  becomes 
'  j^iital  to  him. 

So  if  a  l^fessional  man,  such  as  a  doctor,  or  a  solicitor,  or  any 
oc'icr.  establishes  a  successful  business,  the  Practice,  or  the  Right 
'  !t%  civc  the  ex|)ected  future  profits  from  his  patients  and  clients, 
.'  Cipiul  to  him,  and  he  may  sell  the  Practice  to  any  other  pro- 
rworul  man.  and  it  becomes  Capiul  to  him. 

Th^rc  is  a  class  of  traders  whose  esi)ecial  business  is  to  buy 
^  sell    Rig^htS  — such  as  Shares   in   all   kinds  of  Commercial 

<npamcs,  and  Ihiblic  Securities  of  all  sorts.     They  keep  a  stock 

:  this  kind  of  Pro|)erty  on  hand,  just  as  other  traders  keep  a  stock 

'  material  goods,  and  make  a  pro6t  by  buying  and  selling  these 

-v.-us  kij;ht$.  These  |K*rsons  arc  termed  Stock-jobbers,  and 
^'»c  various  Rights  are  floating  Capital  to  them,  just  as  material 
'4::cU  arc  tu  an  ordinary  trader. 

Capital  may  Increase  in  Two  iHstinct  7ca\s. 

<'a;'.Lii  may  increase  in  two  fundamentally  distinct  ways  : — 

I  H>  actual  tncre.ise  of  Quantity,  as  cattle,  flocks,  and  herds, 
i--d  x\\  the  fruits  of  the  eartli  increase  by  adding;  to  their  number  or 
\--a.-:tit). 

I.  hj  Commerce,  or  Exchange ;  that  is,  by  exchanging  away 
tocthin^  which  has  a  certain  value  in  a  place,  and  obtaining  some- 
'.r^  m  cuihange  for  it  which  has  a  higher  Value  in  that  place. 

Sfoocy  u  used  as  Capital,  and  produces  a  profit,  by  the  second 
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of  these  methods.  Money  is  used  as  Capital  either  by  advandngi 
certain  sum  of  it,  and  acquiring  the  Right  to  be  repaid  the  Capital, 
together  with  interest,  at  a  future  time,  or  by  buying  goods  which 
are  to  be  sold  for  a  higher  price  than  they  cost,  or  by  emplqjring 
Labour  to  produce  commodities,  and  selling  them  at  a  higher  price 
than  they  cost 

It  is  also  clear  that  any  Economic  Quantity  which  is  used  as  1 
substitute  for  Money,  and  produces  exactly  the  same  eflfects  and 
profits  as  Money,  may  be  used  as  Capital  as  well  as  Money,  by 
the  force  of  the  definition  which  Senior  says  all  Economists  are 
agreed  in. 

Hence,  if  a  merchant  or  trader  can  purchase  goods  cm  labour 
with  his  Credit,  by  giving  his  Promise  to  pay  at  a  fiiture  time» 
and  can  sell  the  goods  at  a  higher  price  than  he  had  paid  for 
them,  and  so  make  a  profit,  after  paying  and  discfaaiging  the 
Debt  he  incurred  by  bujring  them,  then  it  is  dear  that  his  Credit 
has  been  Capital  to  him  exactly  in  the  same  way,  and  in  the  same 
sense,  that  Money  is. 

Take  a  very  simple  example.  Suppose  that  a  trader  buys  goods 
for  ;^ioo,  and  sells  them  for  ^125 ;  he  first  replaces  his  original 
capital  of  ^100,  and  he  then  has  a  surplus  of  £2$.  But  as  he 
expects  a  profit  upon  the  use  of  his  Money  as  trading  Capital,  this 
will  diminish  his  real  profit  on  the  transaction  by  about  ^5.  But 
he  then  has  a  real  and  honct-fide  profit  of  ;^2o  per  cent.,  and  he  has 
used  his  Credit  as  Capital. 

On  the  other  hand,  suppose  that  the  trader  sees  that  he  can  make 
a  profit  if  he  has  the  means  to  purchase  goods.  But  suppose  that 
he  has  no  Money  and  no  Credit,  then  he  can  purchase  no  goods, 
and  he  can  make  no  profit 

But  suppose  he  has  Credit — that  is,  that  the  owner  of  the  goods 
has  confidence  in  his  skill,  integrity,  and  character — he  may  sell 
him  the  goods,  and  take  as  the  price  his  Promise  to  pay  at  a  fiiture 
time  instead  of  actual  money. 

Now  as  the  payment  is  deferred,  and  there  is  always  some  risk  of 
failure  in  payment,  the  price  in  Credit  is  always  higher  than  the 
price  in  Money. 

Suppose  that  the  price  in  Credit  is  ^105,  then,  as  before,  the 
trader  sells  the  goods  for  £,\2t^.  At  the  agreed  upon  time,  he 
discharges  his  debt  of  ;^io5,  and  he  has  a  surplus  or  profit  oi 
j^2o.  This  is  pure  profit,  because  his  Credit,  with  which  he  has 
purchased  the  goods,  cost  him  nothing,  and  therefore  he  does  noi 
expect  any  interest  upon  that,  as  he  does  upon  Money.     Thus  he  i< 
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tetter  6R  by  j^20  at  the  end  of  the  operation  than  he  was  at  the 
^<;pnntng,  and  thus  he  has  used  his  Credit  as  CapitaL 

Hence  he  has  made  a  profit  by  his  Credit  equally  as  by  his 
Mooey.  Hence,  by  the  very  definition,  his  Credit  has  been 
Capital  to  him,  and  it  has  produced  exactly  the  same  circulation 
^i  commodities  that  Money  would  have  done. 

Hence  it  is  clear  that  Credit  is  Productiye  Capital,  exactly 
'.a  the  same  way  and  in  the  same  sense  that  Money  is. 

Thus  we  see  how  a  clear  and  distinct  understanding  of  definitions 
reiDoves  all  doubts  and  difficulties.  Many  persons  have  found  it 
«enr  hard  to  understand  how  Credit  can  be  CapitaL  But  that 
mtuely  depends  on  the  definition  of  Credit,  and  the  definition  of 
L'lpctal.  When  it  is  agreed  that  ETeiything  which  has  Purchasing 
Pover  is  Wealth,  all  difficulty  vanishes.  Because  Money  is  pur- 
chumg  power,  and  also  Credit  is  purchasing  power,  a  trader's 
t^ffchJ%mg  Power  is  his  Money  and  his  Credit.  Therefore,  his 
Money  and  his  Credit  are  equally  Wealth. 

And  as  wc  have  seen  that  the  definition  of  Capital  is  "  Anything 
«Hich  produces  a  profit,"  and  that  a  trader  makes  a  Profit  equally 
^  his  Money  and  Credit,  it  necessarily  follows  that  he  may  use  his 
Money  and  his  Credit  ecjually  as  CapitaL 

Thus  the  expression  that  "Credit  is  Capital,''  which  has  called 
'jfth  io  much  dissent  in  recent  times,  simply  means  that  commerce 
» f-arncil  on  by  means  of  Credit,  by  Hank-notes,  Chetjues,  Bills  of 
bchan^e,  an^l  other  instruments,  as  well  as  by  Money. 

//  #o/?ey  he  urm(d  Positiue  Capital,   Credit  may  b^  termed 

Megatiue  Capital. 

A  merchant's  Wealth  or  Purchasing  Power  consists  of  his  Money, 
'4  Rights  to  demand  Money — i.e,  the  Bank-notes,  Cheques,  Bills 
<  Kxchangc,  or  (»ther  Securities  he  may  (x>ssess  and  his  Credit, 
•f  h;t  ki^ht  to  the  future  products  of  his  industry. 

If  he  buys  goo<is  with  his  Money,  and  sells  them  with  a  profit,  he 
-^  re|>bces  the  sum  he  has  expended,  and  the  surplus  is  his  profit. 

If  be  buys  gotxis  with  his  Credit,  he  creates  a  Debt  against 
^louelf .  when  he  sells  the  goods,  he  first  discharges  the  Debt  he 
^4s  UKuricd.  and  the  suqilus  is  his  profit. 

In  either  ta%e  his  Profit  consists  in  the  excess  of  his  Proj)erty,  at 
X  end  of  the  o{)cration,  above  what  it  was  at  the  beginning 

Now.  at  Senior  wys,  **  hxonomists  are  agreed  that  whatever  gives 
'  :*ofit  IS  pro|>eriy  termed  Capital." 
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If  he  buys  with  Money,  he  makes  Capital  of  the  realised  Profits 
of  the  Past ;  if  he  buys  with  Credit,  he  makes  Ca{Htal  of  the 
expected  Profits  of  the  Future. 

In  each  case  he  makes  a  Profit ;  hence,  by  the  Definition,  Mooqr 
and  Credit  are  equally  Capital,  but  they  are  Inverse,  or  Opposite 
to  each  other.  Hence,  if  Money  be  termed  Positiye  Capital, 
Credit  may  be  termed  Negative  Capital 

The  meaning  of  Capital,  as  denoting  anything  by  which  a  profit 
can  be  made,  is  constantly  used  in  the  common  language  of  politia 
It  is  scarcely  possible  to  take  up  a  newspaper  without  seeing  it  said 
that  one  party  or  another  makes  Capital  out  of  such  and  sack  an 
event  Thus,  where  one  party  in  the  State  makes  an  error,  tbe 
other  party  is  said  to  make  "Capital"  of  it;  ue.  turn  it  to  their 
own  profit  Or  when  the  Government  achieves  a  great  militaiy  or 
political  success,  it  is  said  to  make  "Capital"  of  it;  lU  turn  it  to 
its  own  profit 

Thus  Cobden  said  in  a  letter :  "  They  have  traded  for  the  last 
fifteen  years  as  a  political  party  on  the  Irish  question,  but  now  that 
Capital  is  exhausted." 

Hence  Capital  is  any  tiling  whatever  which  a  person  trades  wUii, 
and  makes  a  profit  by. 

There  is  no  such  thing  as  Absolute  Capital. 

It  has  been  shown  that  there  is  no  such  thing  as  Absolute 
Wealth ;  that  is,  there  is  nothing  which  is  in  its  own  nature  Wealth, 
and  that  whether  anything  is  Wealth  or  not,  depends  entirely  on 
human  wants  and  desires. 

So  also  it  must  be  carefully  observed  that  there  is  no  such  thing 
as  Absolute  Capital 

As  Mill  justly  observes,  the  distinction  between  Capital  and  non- 
Capital  does  not  lie  in  the  kind  of  commodity,  but  in  the  Mind 
of  the  owner.  That  is,  that  whether  anything  is  Capital  or  not,  in 
no  way  depends  on  the  Nature  of  the  thing  itself,  but  solely  and 
exclusively  on  its  Method  0/  Use. 

Many  writers,  from  an  imperfect  consideration  of  the  subject,  say 
that  Capital  is  simply  the  accumulation  of  the  products  of  past 
labour.  But  this  is  a  vital  error,  which  must  be  carefully  guarded 
against.  Because  all  the  accumulated  products  of  past  Labour  are 
not  Capita],  but  only  that  portion  of  them  which  is  traded  with,  or 
used  for  the  purposes  of  profit 

Moreover,  many  things  may  be  used  as  Capital  which  are  in  no 
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«av  the  accumulated  products  of  past  labour.  As  Senior  says : 
'  (xooomists  are  agreed  that  IVkattver  gives  a  profit  is  properly 
tcTOKd  Capital"  Now  it  has  been  shown  that  any  Economic 
t^iuantity  may  be  used  as  Capital  Not  only  may  many  material 
}«oducts  be  used  as  Capital  which  are  not  the  products  of  past 
Ubour,  such  as  the  land,  but  Personal  Qualities,  both  in  the  form  of 
l^ibour  and  Credit,  may  be  used  as  Capital.  Now,  How  is  Labour 
:adf  the  accumulated  product  of  past  Labour?  How  is  Personal 
Credit  the  accumulated  product  of  past  Labour?  Also  Incorporeal 
\Msntitics  may  be  used  as  Capital,  or  for  the  purposes  of  profit, 
1ft  well  as  any  material  chattels.  Banking  Credits,  Bank-notes, 
Llieqocs,  Bills  of  Kxchange,  &c.,  may  all  be  used  as  Capital,  and 
i30m  are  they  the  accumulated  products  of  past  labour?  In  fiact, 
^  this  great  ci\'ilised  country  the  enormously  greater  amount  of 
Cipttal  IS  purely  Personal  and  Incorporeal 

Some  sutisticians,  indeed,  endeavour  to  estimate  the  amount  of 
Lipitai  tn  the  country.  But  it  is  evident  that  such  attempts  are 
vbiiij  futile.  How  can  they  form  any  estimate  of  the  amount  of 
u;huJ  unless  they  tell  us  what  they  reckon  as  Capital  ?  Because  it 
a  uticf  ly  im()ossible  to  estimate  the  amount  of  Economic  Quantities 
«t»ih  irc  being  used  as  Capital  at  any  given  instant.  The  very 
ucc  i^^uantity  may  l)e  used  as  Income  at  one  instant,  and  as  Capital 
^  u\c  next  And  it  has  been  shown  that  persons  trade  with,  and 
'=^tt  Capital  of,  not  only  the  realised  profits  of  the  past,  but  also 
'^  Expected  PfX)fit8  of  the  Future. 

On  Fixed  ami  Floating  or  Circulating  Capital. 

'*Vc  ';uve  seen  that  there  is  no  such  thing  as  Absolute  Capital 
ix;!  <.*apiial  itself  may  be  used  in  two  different  ways : 
1  Hk-  Capiulist  may  retain  the  object  used  as  Capital  in  his 
'Va  possession,  and  make  a  continuous  series  of  profits  by  its  use. 
'.ocsctuently  the  Capital,  supposing  it  to  be  worn  out,  is  only 
*e;isccd  with  the  profits  in  a  series  of  instalments.  Capital  used  in 
'*jk  vajr  ts  termed  Fixed  Capital 

I.  The  (Capitalist  may  part  with  it  entirely,  and  replace  the  value 
of  the  Capital  nith  a  profit  in  one  operation.  Hence  it  goes  away 
TJtt  him  entirely,  and  is  replaced  in  one  o|>eration.  Capital  used 
^  *ius  way  is  termed  Floating  or  Circulating  Capital 

I:  must  be  clearly  understood  that  it  is  entirely  according  to  the 
^mooci  of  the  |>erson  who  uses  it,  and  the  pur()osc  and  method  in 
fntch  It  it  used,  that  it  receives  either  of  these  denominations. 
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The  same  article  may  be  Floating  Capital  in  the  hands  of  on 
person,  and  Fixed  Capital  in  the  hands  of  its  next  possessor,  if  tfa 
first  produces  it  for  the  purpose  of  selling  it  outright,  and  the  nei 
])urchases  it,  and  retains  it  in  his  own  possession,  and  only  makes 
profit  by  its  continuous  use. 

This  distinction  is  often  overlooked,  and  the  term  Fixed  Cajub 
is  applied  to  articles  of  a  certain  nature,  and  the  term  Floating  o 
Circulating  Capital  to  articles  of  another  nature ;  but  this  is  vtr 
erroneous. 

Thus  Smith  enumerates  four  kinds  of  Fixed  Capital : 

1.  The  useful  machines  and  instruments  of  trade,  which  fadlitati 
and  abridge  labour. 

2.  Buildings  used  for  purposes  of  profit,  both  by  their  proprietor 
and  by  those  who  pay  rent  for  them  for  trading  purposes. 

3.  Improvements  in  land 

4.  The  Acquired  and  Useful  Abilities  of  all  the  members  of  tk 
Society, 

This  enumeration  is  imperfect,  because  Smith  omits  all  tha 
stupendous  mass  of  Incorporeal  Property  which  has  increased  t( 
such  a  gigantic  extent  in  modem  times. 

Thus,  if  a  person  invests  his  money  in  the  Funds,  or  in  th< 
Shares  of  a  Commercial  Company  of  any  sort,  or  in  Railway  De 
bentures,  or  in  Municipal  Loans,  or  in  the  Obligations  of  otha 
public  bodies,  or  in  purchasing  the  Goodwill  of  a  Business,  or  in  1 
Professional  Practice,  or  in  Copyrights  or  Patents,  or  in  any  Incor 
poreal   Property   which   yields   a  revenue;    all   these  are  Fixed 

Capital. 

Smith  also  enumerates  four  kinds  of  Floating,  or  Circulating 
Capital : 

I.  The  Money  by  means  of  which  the  other  three  are  circulate< 
and  distributed  to  their  proper  consumers. 

Under  the  term  Money  he  includes  Bank-notes,  and  of  cours 

Cheques,  Bills  of  Exchange,  and  other  Securities  for  Money.    Bv 

All  these  paper  documents  are  merely  Rights  of  Action  or  Credits 

^mith  expressly  includes  Credit  under  the  term  Floating,  c 

g,  Capital 

stock  of  provisions  in  the  hands  of  the  farmers,  grazier 
com  merchants,  brewers,  &c 

materials  in  the  hands  of  different  workpeople  to  be  mac 
es,  furniture,  &c. 

'hich  is  made  and  completed,  but  still  remains 
merchants  and  manufacturers,  but  not  yet  dispose 
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sC  or  distributed  to  the  proper  coosumers,  such  as  the  finished  work 
m  the  shop  of  the  smith,  cabinet  maker,  goldsmith,  jeweller,  china 
merchant,  A:c 

This  enumeration  is  also  imperfect  because,  as  before,  Smith  has 
onitted  all  that  mass  of  Incorporeal  Property  which,  as  we  shall 
ibow,  may  be  used  as  Floating  and  Circulating  Capital,  as  well  as 
material  chattels. 

It  must  be  carefully  observed  that  Smith's  distinction  between 
ccnain  articles  as  absolutely  Fixed  Capital,  and  other  articles  as 
absolutely  Circulating  Capital,  is  to  a  great  extent  erroneous. 

If  a  person  buys  land  for  the  purpose  of  farming  it  himself,  or  of 
iening  it  out  to  farmers,  or  if  he  buys  or  builds  houses  for  the 
;cr7o»e  of  letting  them  out  to  tenants,  then  such  land  or  houses  are 
Filed  ('apital. 

But  it  is  quite  common  for  speculators  to  buy  up  land  and  build 
:>xs<s  for  the  express  purpose  of  selling  them  again,  and  so  recoup- 
:££  their  outlay  in  one  operation.  In  the  hands  of  such  speculators, 
Und  and  houses  so  treated  are  Circulating  CapitaL 

Scene  manufacturers  build  engines,  which  are  sold  to  railway  com- 
Htnies .  or  agricultural  implements,  which  are  sold  to  farmers ;  or 
msfhincn-,  which  is  sold  to  manufacturers.  In  the  hands  of  the 
aikers.  these  engines  and  machinery  are  Floating^,  or  Circulat- 
iog.  Capital,  because  they  are  made  for  the  purpose  of  being  sold 
>:!:;^ht.  and  m>  changing  hands,  and  their  whole  price  and  profit  is 
*a;d  m  one  operation.  When  they  come  into  the  hands  of  the 
nilvai  cum(anies,  the  farmers,  and  the  manufacturers,  they  become 
Fixed  Capital,  because  they  a^miin  in  the  possession  of  their 

•tcrs.  who  only  recoup  themselves  gradually  for  their  wear,  tear, 
^•i  deterioration  in  a  continuous  series  of  profits. 

»  J    shipbuilder   builds   ships,  and   sells   them   to  a   shipping 
xipAny.     In  the  hands  of  the  builder  these  ships  are  Floating^ 
Capital ;  in  the  hands  of  the  company  they  are  Fixed  CapitaL 
\>\  10  many  other  instances  might  be  (juotcil. 

<.>n  the  other  hand,  many  articles  which  are  generally  used  as 
R-jkiiir^  Capital  may  become  Fixed  (Capital.  Furniture,  clothes, 
^"'i  pate  are  usually  Floating  Capital,  because  they  are  usually 
"^c  :of  the  purpose  of  being  sold. 

t'jt  sometimes  they  are  retained  in  the  hands  of  their  owners  and 
^ '  A  for  hire,  and  then  they  become  Fixed  ('apital. 

Djctc  is  a  class  of  traders  named  Stock  Jol)l>ers,  who  buy  Stocks 
^"'i  ^^afcs  and  Public  Se<  urities  with  the  intention  of  selling  them 
^Ufi  with  a  }iro6t.  just  as  other  traders  buy  and  sell  material  goods. 
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In  the  hands  of  these  Stock  Jobbers  these  Stocks,  Shares,  and 
Securities  are  Floating  Capital.  But  other  persons  buy  these 
Stocks,  Shares,  and  Securities  as  a  permanent  investment,  and  id 
the  hands  of  such  persons  they  are  Fixed  CapitaL 

Another  class  of  traders,  named  Bankers,  make  a  special  businea 
of  buying  Debts ;  />.  discounting  Bills  of  Exchange.  The  Bills  in 
the  portfolio  of  a  banker  are  exactly  like  the  goods  in  the  shop  of 
a  trader.  The  banker  bujrs  Bills  of  Exchange,  which  are  merduui- 
dise,  or  commodities,  from  one  set  of  persons,  his  own  customoSk 
and  sells  them  at  a  higher  price  to  other  persons,  namely,  Ae 
acceptors,  and  so  makes  a  profit  Hence  the  Bills  in  the  pcHtfolio 
of  a  banker  are  Floating  Capital,  exactly  as  the  goods  in  the  shqi 
of  a  trader  are. 

It  is,  therefore,  incorrect  to  apply  the  terms  Floating,  or  Fixed, 
Capital  absolutely  to  any  articles,  whatever  their  nature  may  be, 
unless  we  know  the  method  in  which  their  owners  employ  them. 
And  unless  an  object  is  incapable  of  being  applied  to  more  than 
one  of  these  purposes,  it  is  not  correct  to  call  it  by  either  name 
absolutely. 

There  are  very  few  things  to  which  the  name  of  Fixed  Capital 
may  be  invariably  applied.  The  only  class  of  Economic  Quantities 
which  are  invariably  Fixed  Capital  are  Personal  Qualities.  Persons 
cannot  devest  themselves  of  their  qualities ;  they  can  only  make 
an  income  by  their  use.  They  are,  therefore,  necessarily  Fixed 
CapitaL 

So  persons  do  not  make  a  business  of  buying  and  selling  Copy- 
rights, Patents,  and  the  Practices  of  Professions.  Therefore,  these 
commodities  are  always  Fixed  Capital. 

On  the  other  hand.  Money  and  all  articles  of  Consumption,  such 
as  corn,  wine,  oils,  coals,  meat,  &c.,  are  necessarily  Floating 
Capital,  because  it  is  not  possible  to  make  a  profit  by  them  except 
by  absolutely  parting  with  them. 

Almost  all  other  property  is  capable  of  being  employed  in  eithet 
way  at  the  will  of  the  owner,  and,  therefore,  is  Fixed,  or  Floating, 
Capital,  according  to  the  method  in  which  it  is  used. 

Ricardo  on  Fixed  and  Floating  Capital. 

The  distinction  between  Fixed  and  Floating  Capital  by  Adas 

nitfa  is  perfectly  clear,  distinct,  and  philosophical,  and  leads  tc 

/eiy  important  consequences.      Ricardo  has    thrown  the  subjec 

confusion    by   saying:    ''According    as    Capital    is    rapidl] 
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enshable,  and  requires  to  be  frequently  reproduced,  or  is  of  slow 
suampiioa,  it  is  classed  under  the  heads  of  Circulating  or  of 
aed  Capital"  (Chap.  I.  sect  iv.)  Thus  Ricardo  not  only  com- 
ictdy  mistook  the  principle  of  Smith's  distinction,  but  made  one 
i  his  own,  which  is  utterly  useless  and  unphilosophical,  and  in 
Ifftct  \-K>UtioD  of  the  Law  of  ConiiHuHy.  Because  at  what  degree 
i  perishability  does  the  product  change  its  nature  from  being 
Foed  to  being  Floating  Capital?  Ricardo's  illustrations  are  also 
squally  unphilotophical.  Thus  he  says  that  a  brewer,  whose 
Eniidrngs  and  machinery  are  valuable  and  durabit^  is  said  to 
EBpioy  a  large  portion  of  Fixed  Capital ;  but  a  shoemaker,  whose 
opitiJ  i»  chiefly  employed  in  the  payment  of  wages,  which  are 
apcnded  on  food  and  clothing,  commodities  xatyt^  perishable  than 
b&Mlings  and  machinery,  is  said  to  employ  a  large  portion  of  his 
opitjLl  as  Circulating  Capital.  It  is  evident  that  the  reason  why  a 
brrvcr  &  tiuildings  and  machinery  are  Fixed  Capital,  is  that  they 
taiin  his  possession,  and  he  derives  an  income  from  their  con- 
tauouf  use ;  and  the  shoemaker's  wages,  food,  and  clothing  are 
irn.Lftting  Capital,  because  he  parts  with  the  property  in  them,  and 
:ic\  arc  replaced  in  one  operation  in  the  price  of  the  product  The 
datiocxion  has  nothing  whatever  to  do  with  the  relative  durability 
01  the  articles.  We  need  not  enter  further  into  other  illustrations 
aentRkfied  by  Ricardo,  of  his  distinction  between  Fixed  and  Circu- 
*A::n^  (  j{*ttai.  because  it  is  entirely  unphilosophical  and  untenable, 
i*!  lcji!s  to  many  fallacious  conscijucnccs. 


MilFs  Fx'ur  Fumi omental  Propositions  on  Capital 

M..i  Kjl^  laid  down  what  he  terms  four  fundamental  propositions 
^prttin^  Capital,  which  we  must  now  examine.  These  proposi- 
'*cj  arc . 

1  T>at  Industry'  is  limited  by  C^apital. 

2  That  all  Capital  is  the  result  of  saving. 

\  That  although  saved,  and  the  result  of  saving,  all  Capital  is, 
'^^cnhclcss,  consumed,  i>.  destroyed. 

4.  That  what  supports  and  employs  Productive  labour  is  the 
'  •A'^uJ  ex|icndcd  in  setting  it  to  work,  and  not  the  demand  of 
;v.hiKT%  fur  the  produce  of  the  lal>our  when  completetl.  Demand 
**  coQinoditics  is  not  demand  for  labour. 

Ml.:  \  iaw  proposition  that  Industf)*  is  limited  by  Capital  is  taken 
■ «  dffltth,  who  says :  **  The  general  industr>'  of  the  society  never 
'^  esceed  what  the  Capital  of  the  society  can  employ.     As  the 
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es  Capiul  to  him.    How  is  it  the  result  of  saving?    And 

it  comunifd? 

noB,  by  his  skill  and  thought,  discovers  some  valuable  trade 

which  brings  him  great  profits,  and  is  Capital  to  him?    How 

s  result  of  saving?    And  how  is  it  consumed? 

street  crossings  in  London  are  valuable  property,  or  estatesi 

L    They  are  bought  and  sold ;  they  are  bequeathed ;  they 

le  subject  of  marriage  portions.     They  are  Capital  to  their 

How  are  they  the  result  of  saving?     How  are  they 
led? 

proprietor  of  land  discovers  a  valuable  mineral  spring  on 
d.  This  spring  is  found  to  be  beneficial  in  many  diseases, 
crowd  to  it;  a  great  demand  ibr  houses  springs  up;  the 
and  the  land  produce  a  great  revenue  to  their  proprietor, 
ire  Capital  to  him.  How  are  they  the  result  of  saving? 
»ring  flows  on  for  ever.  How  is  it  consumed? 
»ock,  a  Canal,  or  a  Railway  Company  collect  subscriptions 
\t\t  shareholders.  This  is  their  Capital.  They  then  expend 
pital  in  excavating  the  dock,  or  the  canal,  or  in  building  the 

The  dock,  the  canal,  or  the  railway  then  become  Capital 
company,  and  no  doubt  require  a  certain  sum  to  be  expended 
itain  them  in  repair.  But  how  are  they  consumed  ? 
tnii:ht  give  several  more  instances,  if  necessary,  to  show  that 
holly  erroneous  to  say  that  it  is  a  fundamental  proposition 
ing  Capiul,  that  all  capiul  is  consumed. 
•  c  now  come  to  Mill's  fourth  proposition  respecting  Capital, 
was  originated  by  Ricardo,  and  has  been  adopted  by  his 
r^.  McCuUoch  and  Mill.  The  proposition  is  this — "What 
ts  and  emplo>'s  productive  laboiu*  is  the  capital  expended  in 
It  to  work,  and  not  the  demand  of  purchasers  for  the  pro- 
i  labour  when  completed.  Demand  for  commodities  is  not 
d  for  labour." 

.  upon  looking  at  these  words,  they  may  be  said  to  be  a 

truism.     Of  course,  if  we  buy  a  commodity  in  a  shop,  we 

d  the  commodity*  we  do  not  demand  or  employ  the  labour. 

what  practical  consequence  this  can  be,  it  would  be  difficult 

ceive.     Mr.  Longe  says  it  is  like  saying  that  a  demand  for 

roc  a  demand  for  oxen.     When  a  purchaser  l>uys  something 

op,  of  course  he  docs  not  employ  the  labour  himself  directly ; 

puts  into  the  shopkeeper's  hands  the  price  of  it,  which 

a  the  sum  which  the   shopkeeper  spent  in  obtaining  the 

purchased,  and  which  the  shopkeeper  may  employ  as  wages 


240  Fundamental  Concepts  and  Axioffis  [Bk.  IL 

in  paying  the  workmen  to  produce  a  similar  article  to  replace  the 
one  that  is  sold,  and  so  on  in  succession.  Every  sucoeediBg 
purchaser  puts  the  price  of  every  successive  product  sold  into  dw 
shopkeeper's  hands,  to  be  employed  in  buying  labour,  as  long  as 
the  demand  for  the  article  continues.  Thus,  though  the  purdiaser 
does  not  pay  the  workman  directly  himself,  he  supplies  the  fundi 
to  the  shopkeeper,  which  he  employs  as  wages.  This  is  emincntif  \ 
a  case  where  the  aphorism  qui  facit  per  aliutn  facit  per  se  applia 
And  what  practical  consequence  to  the  labouring  classes  it  can  be^ 
whether  the  purchaser  employs  them  directly  himself^  by  ptying 
them  to  produce  the  article,  or  paying  them  through  the  medium  of  ! 
the  shopkeeper,  it  would  be  impossible  to  discover. 

Nevertheless,  as  Mill  and  his  followers  attribute  extraordinuy 
importance  to  this  doctrine,  we  shall  lay  before  our  readers  what  be 
says,  and  leave  them  to  judge  for  themselves. 

Mill  says  {Principles  of  Political  Economy^  book  i.  ch.  5,  s.  9.)— 
"  The  demand  for  commodities  determines  in  what  particular  brand 
of  production  the  labour  and  capital  shall  be  employed :  it  deter- 
mines the  direction  of  the  labour :  but  not  the  more  or  less  of  the 
labour  itself,  or  of  the  maintenance  or  payment  of  the  labour. 
These  depend  on  the  amount  of  the  capital,  or  other  funds  [what 
other  funds  ?]  directly  devoted  to  the  sustenance  and  remuneration 
of  labour. 

"  Suppose,  for  instance,  that  there  is  a  demand  for  velvet :  a  fund 
ready  to  be  laid  out  in  buying  velvet,  but  no  capital  to  establish  the 
manufacture.  It  is  of  no  consequence  how  great  the  demand  may 
be,  unless  capital  be  attracted  into  the  occupation,  there  will  be  no 
velvet  made,  and  consequently  none  bought;  unless,  indeed,  the 
desire  of  the  intending  purchaser  for  it  is  so  strong,  that  he  employs 
part  of  the  price  he  would  have  paid  for  it  in  making  advances 
to  workpeople,  that  they  may  employ  themselves  in  making  velvet ; 
that  is,  unless  he  converts  part  of  his  income  into  capital,  and 
invests  that  capital  in  the  manufacture." 

We  may  observe  that  in  such  a  case  he  would  not  convert  his 
income  into  capital,  unless  he  intended  to  sell  the  velvet  with  a 
profit.  If  he  intended  to  use  the  velvet  himself,  what  he  paid  would 
be  income,  just  as  if  he  had  bought  the  velvet  ready  made  from  the 
shopkeeper.  If  a  purchaser  buys  goods  from  a  shopkeeper,  the 
shopkeeper  converts  the  money  into  capital  by  buying  a  fresh  stock 
of  goods  to  sell  with  a  profit. 

Mill  proceeds — "  Let  us  now  reverse  the  hypothesis,  and  suppose 
that  there  is  plenty  of   capital  ready  for  making  velvet,   but  na 
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round  Velvet  will  not  be  made;  but  there  is  no  particular 
"dmnt  e  on  the  part  of  capital  for  making  velvet.  Manufacturers 
h1  labourers  do  not  produce  for  the  pleasure  of  their  customers. 
It  for  the  supply  of  their  own  wants,  and  having  still  the  capital  and 
le  labour,  which  are  the  essentials  of  production,  they  can  either 
roduce  something  else  which  is  in  demand,  or,  if  there  be  no  other 
nnand,  they  themselves  have  one,  and  can  produce  the  things 
bKh  they  want  for  their  own  consumption.  So  that  the  employ- 
■ent  atforded  to  labour  does  not  depend  on  the  purchaserSy  bat 
poo  the  Capiul.  I  am,  of  course,  not  taking  into  consideration 
KT  ed^ects  of  a  sudden  change.  If  the  demand  ceases  unexpectedly, 
icr  the  commodity  to  supply  it  is  already  produced,  this  introduces 
d:dcrcnt  element  into  the  question ;  the  capiul  has  actually  been 
: -resumed  in  producing  something  which  nobody  wants  or  uses,  and 

his  therefore  perished,  and  the  employment  which  it  gave  to 
6our  IS  .It  an  end,  not  because  there  is  no  longer  a  demand,  but 
CAuse  there  is  no  longer  a  capital*' 

Now,  in  the  last  passage,  what  does  "  Capital  ^  mean  ?  Is  it  the 
ra^n  {uul  to  the  workman,  or  is  it  the  product,  for  which  there  is 
o  '.emand  ?  If  the  wages  be  the  capital,  they  do  exist ;  they  exist 
n  the  hands  of  the  iK*rson  to  whom  they  were  paid;  and  these 
cnons  may  use  them  as  Capital  or  Income  as  they  please.  If  the 
r.^^it  t>c  the  capital,  it  of  course  ceases  to  l)e  capital  when  no  one 
ri;  b-jy  i:.  But  of  what  conseijuencc  is  that  to  the  labourers? 
AIL  hiT!isc!f  says,  that  a  demand  for  products  is  not  a  demand  for 
ibLur  therefore,  according  to  his  own  doctrine,  whether  there  be  a 
jcm&nd  for  the  product  or  not,  it  can  in  no  way  affect  the  labourers. 
::'th'.*  ««*rVmcn  arc  |>aid  for  their  labour  what  does  it  matter  to  them 
»rj:  !o'ociu*s  of  their  pro<luce  ?  The  fund  which  paid  them  is  not 
^tr-nr  !  '  it  remains  in  existence  to  effect  endless  exchanges  in 
u  irs^ion.     How  this  case  helps  on  MilPs  argument  it  is  impossible 

1  a<civc. 

He  :hcn  jTocccds. — This  case,  therefore,  docs  not  test  the 
i^z^-.lic  The  proi>cr  tost  is  to  sup|X)sc  that  the  change  is  gradual 
L'-i  rjrnccn.  and  is  attended  with  no  waste  of  capital,  the  manuiac- 
^e  \kvx\^  <lts<  ontiiiued  by  merely  not  replacm^;  the  machinery  as  it 
»«-ir>  out,  2nd  not  reinvesting  the  money  as  it  comes  in  from  the 
w>  f  f  the  protluce-  The  capital  is  thus  ready  for  a  new 
c>jinicnt.  in  which  it  will  maintain  as  much  labour  as  l>efore. 

r>.:t  theorem  that  to  purchase  produce  is  not  to  employ  labour ; 
^  t^*e  denund  for  labour  is  constituted  by  the  wages  which  precede 
'^  (jToduction,  and  not  by  the  demand  which  may  exist  for  the 

R 
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commodities  resulting  from  the  production,  is  a  proposition  which 
greatly  needs  all  the  illustration  it  can  receive.  It  is  to  common 
apprehension  a  paradox,  and  even  among  political  economists  of 
reputation  I  can  hardly  point  to  any,  except  Mr.  Ricardo  and  VL 
Say,  who  have  kept  it  constantly  and  steadily  in  view.  Almost  all 
others  occasionally  express  themselves  as  if  a  person  who  buji 
commodities,  the  produce  of  labour,  was  an  employer  of  labour,  and 
created  a  demand  for  it  as  really,  and  in  the  same  sense,  as  if  he 
bought  the  labour  itself  directly,  by  the  payment  of  wages.  It  is  no 
wonder  that  political  economy  advances  slowly,  when  such  a 
question  as  this  remains  open  at  its  very  threshold." 

We  think,  but  we  are  by  no  means  sure,  that  we  have  seen  some 
glimmer  of  Mill's  meaning  in  the  preceding  paragraphs.  He  says 
that  if  there  be  a  fund  ready  to  buy  velvet,  but  no  capital  to 
establish  a  manufacture,  no  velvet  can  be  bought,  because  there  is 
none  made.  We  will  now  take  a  familiar  instance,  which  just  meets 
the  case.  Scotland,  before  the  introduction  of  Banks  and  Credit, 
had  abundance  of  fertile  land  and  of  unemployed  people,  bat  no 
capital  to  serve  as  wages  to  pay  them  to  till  and  sow  the  land 
Now,  of  course,  there  was  always  a  demand  for  com;  but  the 
Scottish  proprietors  could  grow  no  corn,  because  they  had  no  capital 
to  pay  as  wages,  before  the  corn  was  produced ;  and  they  could  get 
no  capital,  because  they  had  no  corn  to  sell.  They  were,  therefore, 
in  a  deadlock.  If  they  could  once  get  a  crop  sown,  that  crop 
would  produce  the  capital  to  continue  the  cropping  for  ever.  The 
real  difficulty  was  to  start  the  operation,  which,  as  Mill  truly  says, 
could  not  be  set  agoing  without  capital  spent  as  wages  previous  to 
obtaining  the  produce.  Ce  n'esi  que  U  premier  pas  qui  coute.  In 
fact,  the  com  was  waiting  for  the  wages,  and  the  wages  were  waiting 
for  the  com.  It  was  an  Economic  position  just  like  that  of  the  two 
heroes : — 

**The  Earl  of  Chatham,  with  his  sabre  drawn, 
Was  waiting  for  Sir  Richard  Strachan ; 
Sir  Richard,  eager  to  be  at  'em, 
Was  waiting  for  the  Earl  of  Chatham." 

No  doubt  there  is  the  difficulty,  as  Mill  says,  just  as  in  the  case 
of  the  velvet  Now  this  difficulty  is  obviated,  and  the  hiatus 
bridged  over  by  means  of  Bank  Notes.  The  Scottish  banks,  seeing 
the  state  of  matters,  established  branches  throughout  the  country, 
and  advanced  the  Present  Value  of  the  future  crops,  in  the  form 
of  their  own  Notes  or  Credit ;  and,  by  this  means,  the  grand  result 
was,  obtaining  the  wages  to  start  the  operation.     By  this  creation  of 
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,  utcd  as  wages,  the  laud  is  reclaimed,  the  seed  is  sown,  and 
r  of  the  crops  provides  the  fiinds,  partly  to  redeem  the 
^  and  partly  to  renew  the  operations,  which,  being  once 

may  be  carried  on  for  ever.  Hence  the  whole  diflkulty 
»  into  air,  and,  virtually  speaking,  the  person  who  boys  the 
r  is  the  employer  of  labour,  and  creates  the  demand,  in  all 
^  as  effectually  as  if  he  himself  had  bought  the  labour 
,  by  the  pajrment  of  wages. 

Dg  thus  shown  how  this  imaginary  diflSculty  is  obviated,  we 
me  to  more  tangible  doctrine—"!  apprehend  that,  if  by 
I  for  labour  be  meant  /Ar  AmamI  by  wkkk  wagits  an  vmistd^ 
numther  0/  Mourtrs  in  empUymmi  imcnasid^  demami  for 
itus  does  not  tmutUuU  demand Jor  labour,^ 
an  assertion  is  so  contrary  to  the  pUinest  experience,  that  it 
mg  that  Mill  could  have  made  it ;  and,  as  is  most  usoaUy  the 
:  have  only  to  cite  Mill  to  confute  Mill  Elsewhere  he  says — 
iL  ch.  a,  §  5)—"  It  is  a  common  saying  that  wages  are  high 
radc  is  good.  The  demand  for  labour  in  any  particular 
mcnt  is  more  pressing,  a9td  higher  wagp  are  faid^  when  then 
\sk  demand  for  the  commodities  produced;  and  the  contrary 
here  is  what  is  called  a  stagnation;  then  workpeople  are 
ed,  and  those  who  are  retained  must  submit  to  a  reduction  of 
though,  in  these  cases,  there  b  neither  more  nor  less  capital 

f»irc 

nunufacturer  finding  a  slack  demand  for  his  commodity. 
I  to  employ  labourers  to  increase  a  stock  which  he  finds  it 

to  di${)ose  of;  or  if  he  goes  on  until  all  his  capital  is  locked 
:i^Id  goods,  then,  at  least,  he  must  of  necessity  pause  until 

eict  paid  for  some  of  them.  But  no  one  expects  either  of 
Liicft  to  be  permanent;  if  he  did,  he  would,  at  the  first 
:n::y,  remove  his  capital  to  some  other  occupation,  in  which 
id  still  continue  to  employ  laboiu-.  The  capital  remains 
•.•}cd  for  a  time,  during  which  the  labour  market  is  over- 
ly and  wages  fall  Afterwards  the  demand  revives,  and 
\  becomes  unusually  brisk,  enabling  the  numufacturer  to  sell 
imodity  even  faster  than  he  can  produce  it;  his  whole  capital 

brought  into  complete  efficiency,  and,  if  he  is  able,  he 
I  capital  in  addition,  which  would  othen^'isc  have  gone  into 
Khcr  employment  At  such  time  wages  in  his  occupation 
A  we  suppose,  what  in  strictness  is  not  absolutely  impossible, 
le  of  these  fits  of  briskness  or  stagnation  should  affect  all 
tioQS  at  the  same  time,  wages  might  undergo  a  rise  or  a  fall." 
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Now  what  can  be  more  contradictory  to  the  doctrine,  that 
'*  demand  for  commodities  is  not  a  demand  for  wages,"  than  these 
two  last  passages  ?  What  need  have  we  to  refute  Mill  when  he  has 
done  so  effectually  himself?  I 

This  doctrine  of  Mill's  is  so  contrary  to  common  sense,  that  it 
would  seem  waste  of  time  to  refute  it  But  if  it  wanted  refutation, 
what  more  excellent  example  of  it  can  be  had  than  the  evidence  and 
report  of  the  Committee,  appointed  on  the  sudden  rise  in  the  price 
of  coal,  in  1873.  It  was  then  distinctly  proved  that  the  price 
of  iron  rose  immensely  from  the  enormous  demand  for  it;  the 
immense  demand  for  iron  caused  an  immense  demand  for  coal,  and 
accordingly  its  price  rose  immensely,  and  its  increased  price  caused 
an  immense  demand  for  labourers,  and  their  wages,  too,  rose  veiy 
greatly,  though  not  in  proportion  to  the  rise  of  coaL  Who,  after 
this,  can  say  that  a  demand  for  commodities  is  not  a  demand 
for  labour  ?  Who  can  say  that  an  increased  demand  for  the  com- 
modity, does  not  lead  to  a  rise  of  wages  ?  We  have  already  shown 
that  it  is  now  well  understood  by  the  workmen,  that  the  "wages 
fund"  is  not  existing  capital,  but  the  price  of  the  commodity  pro- 
duced ;  and  their  wages  must  rise  and  fall  according  to  that  price. 

Mill's  doctrine  is  founded  on  the  exploded  fallacy  of  Ricardo,  that 
it  is  "  Cost  of  Production  "  or  "  quantity  of  labour  "  which  regulates 
value ;  without  disputing  that  in  some  cases  cost  of  production  or 
quantity  of  labour  affects  the  supply,  and  so  influences  price,  it  is  just 
as  often  the  reverse;  and  it  is  the  increased  price  of  the  product 
which  provides  an  increased  fund  to  be  divided  between  masters  and 
workmen ;  and  of  this,  the  report  of  the  Coal  Committee  is  a 
pregnant  and  decisive  instance. 

We  have  thus  shown  that  MilPs  fourth  fundamental  proposition 
regarding  Capital,  is  as  baseless  and  untrue  as  the  preceding  three; 
and  therefore  it  is  wholly  unnecessary  to  consider  any  more  illustra- 
tions he  may  give.  But  there  is  one  doctrine  of  his  so  extraordinary 
that  we  cannot  pass  it  over  ; — 

"The  consumer  has  been  accustomed  to  buy  velvet,  but  resolves 

to  discontinue  that  expense,  and  to  employ  the  same  annual  sum  in 

hiring  bricklayers.     If  the  common  opinion  be  correct,  this  change 

the  mode  of  his  expenditure  gives  no  additional  employment 

Uxnir,  but  only  transfers  employment  from  velvet  makers  to 

Uayers.     On  closer  inspection,  however,  it  will  be  seen  that  there 

Q  incnsase  of  the  total  sum  applied  to  the  remuneration  of  labour 

velvet  manufacturer,  supposing  him  aware  of  the  diminishci 

umd  for  his  commodity,  diminishes  the  production  and  sets  a 
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a  cQffTetponding  portion  of  the  capital  employed  in  the  manu* 
This  capital  thus  withdrawn  fixxn  the  maintenance  of 
nukcrti  ii  not  the  same  fund  with  that  which  the  cuttomer 
r%  in  mainuming  bricklayen ;  it  is  a  second  fund.  Tken  an, 
nr,  hP0/wtds  ioUemflpj^im  iJkmmniauttueamdfiimmer&ikn 
vr,  wkire  t^im  iken  mnu  mdy  $9h.  There  is  not  a  timnsfiBr  of 
ment  from  velvet  maken  to  bricklayers;  there  is  a  new 
rmcnt  created  for  brickUyen,  and  a  transfer  of  employment 
slvet  makers  to  some  other  laboiirerSi  most  probably  those  irtio 
e  the  food  and  other  things  which  the  bricklayen  consume." 
pause  for  our  readers  to  examine  this  astounding  doctrine, 
ting  to  Mill,  if  all  the  bujrers  of  commodities  were  suddenly  to 
tinue  buying  them  and  employ  those  very  funds,  which  were 
isly  employed  in  buying  commodities,  in  hiring  labour,  it 
double  the  labour  fund  I  Is  it  necessary  to  point  out  the 
f  arithmetical  blunder  on  which  it  rests?  By  Mill's  own 
ition  the  velvet  makers  are  left  unemployed.  The  labourers 
re  called  upon  to  provide  the  food  and  necessaries  for  the 
ycrs,  fireviously  provided  that  food  for  the  velvet  makers. 
ixyt^  if  the  velvet  makers  are  left  without  wages  they  must 
and  cannot  buy  food ;  but  the  bricklayers  can,  because  the 
hich  formerly  bought  the  velvet  makers*  food  is  now  given  to 
ckUyers,  and  buys  their  food.  To  the  producers  of  food,  it 
no  diflfcrence  whether  they  sell  it  to  bricklayers  or  to  velvet 
L  Hut  by  Mill's  argument,  he  has  simply  taken  away  the 
from  the  velvet  makers  whom  he  has  left  to  starve,  and  given 
o  the  bricklayers,  and  by  so  doing  he  says  that  the  labour 
s  dfiublcd  !  It  is  plain  that  so  far  as  regards  the  food 
crs,  it  is  only  substituting  bricklayers  for  velvet  nnakers,  and 
I,  therefore,  no  increased  demand  for  food.  Thus,  according 
^  to  uke  away  a  fund  from  one  set  of  persons  and  to  give  the 
ime  fund  to  another,  is  to  doublt  the  fund !  Most  wonderful 
This  is  truly  the  discovery  of  the  Philosophers'  Stone ! 
ha\e  now  found  the  grand  secret  to  multiply  a  fund  any 
r  of  times.  According  to  this  doctrine,  robbing  Peter  to  pay 
oubles  the  fund.  If  taking  away  the  fund  from  velvet  makers 
ring  it  to  bricklayers  doubles  the  fund,  then  taking  it  away 
CM  k  Layers  and  giving  it  to  carpenters  tripUs  it ;  taking  it 
rum  the  caq>cnters  and  giving  it  to  ploughmen  quadruf4is  it, 
\  on  to  any  extent  Why  should  there  ever  be  any  want 
b  to  employ  labour  when  they  can  be  found  so  easily,  simply 
ng  them  away  from  some  one  else? 
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Experience  suggests  to  us  a  case  where  the  application  of  this 
doctrine  is  highly  satisfactory.  When  Paterfamilias  has  a  lot  0 
boys  clamouring  for  pocket  money — ^though  what  bojrs  can  wan 
with  pocket  money  we  cannot  conceive — he  has  only  to  take  half-a 
crown  out  of  his  pocket  and  give  it  to  Roderick :  Roderick  is  paid 
Paterfamilias  then  takes  away  the  half-crown  from  Roderick  ani 
gives  it  to  Crichton:  Crichton  is  paid.  PateffamiUas  then  take 
away  the  half-crown  from  Crichton  and  gives  it  to  Keith :  Keith  i 
paid.  Paterfamilias  then  takes  away  the  half-crown  from  Rdtl 
and  puts  it  back  in  his  own  pocket.  By  this  means  each  of  th 
boys  has  been  paid  his  pocket  money,  and  Pateffamilias  has  gc 
it  in  his  own  pocket  as  well.  It  is  possible  that  Roderick,  Crichtoi 
and  Keith  may  not  fully  comprehend  the  nature  of  this  operation 
at  all  events,  Paterfamilias  is  quite  satisfied  with  it  If  the  boy 
feel  any  difficulty  about  it,  if  they  have  an  imaginary  vacancy  i 
their  pockets,  where  the  half-crown  is  not,  Paterfamilias  simpl 
refers  them  to  Mill,  the  logical  Pope  of  the  British  people,  who  wi 
explain  to  them  quite  satisfactorily  that  by  this  operation  the  fan 
has  been  quadrupled,  and  that  they  have  each  had  their  pockc 
money,  and  leaves  them  to  digest  this  elementary  lesson  in  Logi 
and  Economics  as  best  they  may.  And  this  is  a  principle  of  ver 
extensive  application :  which  shows  that  Economics  is  well  wort 
the  study  of  all  Patrum-familiarum, 

We  may  therefore  dismiss  Mill's  fourth  fundamental  propositio 
regarding  Capital  to  the  same  limbo  as  the  other  three.  Andw 
cannot  help  observing  that  this  is  a  striking  example  of  the  folly  ( 
literary  men,  writing  on  subjects  of  which  they  have  no  knowledg< 
Here  is  a  whole  chapter  of  Mill,  containing  thirty  pages,  which  is 
complete  mass  of  errors  in  itself,  and  on  each  separate  part  of  it  w 
have  shown  that  Mill  has  contradicted  himself.  And  thus  th 
yoimg  student's  mind  is  filled  with  erroneous  notions  on  the  fund 
mental  principles  of  the  subject,  which  he  must  utterly  exteroQioat 
if  he  would  understand  modern  commerce. 


CASH  CREDITS. 

We  have  now  to  describe  a  species  of  Credit,  devised  by  a  Bar 
in  Scotland,  to  which  the  marvellous  progress  of  that  country 
chiefly  due. 

The   Bank  of  Scotland  was  founded  in    1695,  ^^^^   unlimiK 
■vers  of  issue  both  in  amount  and  denomination.     At  first  it  on 
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Notes  of  ^100,  ^50,  ;^io,  and  ;^5.  Though  several  times 
oftd  to  issue  J^\  Notes,  they  did  not  do  so  until  1704.  The 
iuik  received  a  monopoly  of  banking  for  twenty-one  years ;  hut  in 
;i6,  when  the  monopoly  expired,  it  was  not  renewed. 

In  the  3rear  lyay,  the  proprietors  of  the  Equivalent  Fund  were 
Ddowed,  by  Royal  Charter,  with  powers  of  Banking,  and  they 
sunied  the  name  of  the  Royal  Bank. 

In  the  very  contracted  sphere  of  commerce  in  Scotland  at  that 
tme,  there  were  not  sufficient  Commercial  Bills  in  circulation  to 
xhaust  the  Credit  of  the  Banks.  They  had,  as  it  were,  a  super- 
koity  of  unexhausted  Credit  on  hand ;  and  the  Royal  Bank  devised 
scheme  for  getting  its  Credit  into  circulation,  which  was  the 
marvellous  development  of  Credit  ever  imagined. 

It  agreed,  on  receiving  sufficient  guarantees,  to  open  credits  of 
crtain  limited  amounts,  in  Csvor  of  trustworthy  and  respectable 


K  Cash  Credit  b  a  Drawing  Account,  created  in  favour  of  a 
pcfsoQ  who  pays  in  no  money,  which  he  may  operate  upon  pre- 
Qitly  in  the  same  manner  as  on  an  ordinary  account ;  the  only 
ddiercnce  being  that  instead  of  receiving  interest  on  the  daily 
tttiiace  of  his  account,  as  used  formerly  to  be  the  case  in  Scotland, 
W  a  charged  interest  on  the  daily  balance  at  his  Debit.  A  Cash 
Cndit  IS,  therefore,  an  Inverse  drawing  account. 

Cxsh  Credits  are  applicable  to  a  totally  different  class  of  trans- 
ir:K»o&  to  those  giving  rise  to  Bills  of  Exchange.  One  difference 
bcng  that  Bills  of  Exchange  arise  out  of  the  transfers  of  commodities, 
aad  arc  ;a\al)le  in  one  sum  at  a  fixetl  date.  Whereas  Cash  Credits 
tft  O'K  issued  on  the  transfer  of  commodities ;  or  on  any  previous 
trriiai  tions.  They  are  expressly  intended  to  promote  the  formation 
'i  t-turc  products.  They  are  not  rei)ayable  at  any  fixed  date ;  but 
t-Vt  xrc  a  continuous  working  account,  which  remains  open  as  long 
u  the  o(*crations  are  satisfactory. 

I:  1^  a  condition  of  all  Cash  Credits  that  the  i>ersons  to  whom 
've>  arc  granted  should  accept  all  advances  in  the  Iiank*s  own 
NoteiL 

\t\  order  to  understand  clearly  the  principles  of  the  system,  it  is 
^^'■■^  necessary  to  recur  to  our  fundamental  Definition  or  Concept  of 
^.tf\i\.  Because  a  true  fundamental  Definition  or  Concept  is  the 
/icttar  to  guide  us  through  all  difficulties  and  perplexities.  *'  There 
a  0  ichini;  m  the  world,'*  said  the  great  Duke  of  Wellington,  with 
^  cummanding  good  sense,  "like  a  good  Definition.'* 

It  has  been  shown  that  the  true  definition  of  Credit  is  the 
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*'  Present  Right  or  the  Present  Value  of  a  Future  Profit" 

And  every  Future  Profit,  from  whatever  source  arising^  or  of  wfatt* 
soever  nature,  has  a  Present  Value,  which  may  be  recorded  ob 
any  material  such  as  paper,  and  may  be  brought  into  commeroei 
and  may  be  bought  and  sold,  and  transferred  by  manual  ddiveiy, 
exactly  like  money,  or  any  other  material  chattel 

Land  is  an  Economic  Quantity,  which  produces  a  continuooi 
series  of  profits;  and  a  trader,  exercising  any  profitable  busincHi 
is  an  Economic  Quantity,  analogous  to  land,  and  produces  a  000- 
tinuous  series  of  profits. 

The  true  limits  of  Mercantile  Credit  are  the  fiiture  profits  of 
Mercantile  traders.  All  Credit  is  sound  which  is  redeemed  at 
maturity ;  and  Mercantile  Banking  consists  in  buying  up  the  Righti 
to  be  paid  out  of  these  future  profits  of  mercantile  traders. 

Now  if  every  future  mercantile  profit  has  a  Present  Value,  whidi 
can  be  brought  into  commerce  and  exchanged,  the  same  is  equiUf 
true  of  the  Land,  and  of  every  commercial  work  or  enterprise. 
The  Present  Value  of  every  future  profit  from  Land  or  aof 
commercial  work  can  be  brought  into  commerce,  and  bought  and 
sold,  exactly  like  the  Present  Values  of  the  Future  Profits  of  traden, 
and  if  the  Credit  be  strictly  limited,  and  redeemed  by  the  fatuxe 
profits  of  the  land  or  commercial  enterprise.  Credit  may  be  created 
to  purchase  the  Present  Value  of  these  Future  Profits  from  Land 
and  commercial  public  works,  exactly  in  the  same  way  as  it  is 
created  to  purchase  the  Present  Values  of  the  Future  Profits  from 
traders. 

Cash  Credits  are  applied  to  two  different  purposes — 

1.  To  aid  private  persons  in  business. 

2.  To  promote  Agriculture,  and  the  formation  of  Commercial 
works  of  all  kinds. 


Cash  Credits  granted  in  aid  of  Persona. 

Every  man  in  business,  however  humble  or  however  extensive, 
must  necessarily  keep  a  certain  portion  of  ready  money  by  him  to 
answer  immediate  demands  for  small  daily  expenses,  wages,  and 
other  things.  This  could,  of  course,  be  much  more  profitably 
employed  in  his  business,  where  it  might  produce  a  profit  of  fifteen 
or  twenty  per  cent,  instead  of  lying  idle.  But  unless  the  trader 
knew  that  he  could  command  it  at  a  moment's  notice,  he  would 
always  be  obliged  to  keep  a  certain  amount  of  ready  money  in  his 
till,  unless  he  were  able  to  command  the  use  of  some  one  else's  till. 
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r  one  object  of  a  Cash  Credit  is  to  supply  this  convenience 
trailer,  and  to  enable  him  to  invest  the  whole  of  his  capital  in 
tuness,  and,  upon  proper  security  being  given,  to  furnish  him 
he  accommodation  of  a  till  at  a  moment's  notice,  in  such 
^ums  as  he  may  require,  on  his  paying  a  moderate  interest  for 
comroodation. 

iOftt  every  trader  in  Scotland  has  a  Cash  Credit  at  a  Bank,  by 
he  can  draw  out  such  sums  as  he  may  want  for  his  daily 
ss«  and  replace  such  as  he  does  not  want  before  the  close  of 
lours, 

iw^t  c\*er)'  young  man  in  Scotland  commencing  business,  does 
means  of  a  Cash  Credit.     Thus,  for  instance,  lawyers,  or 

>  :o  the  signet,  commencing  business,  have  occasion  for  ready 
trum  day  to  day,  before  they  can  get  in  payments  from  their 

It  is  a  great  bar  to  any  young  man  to  commence  the 
-sf  ot  a  solicitor  without  capital,  which  must  either  be  his  own, 
'.»hcd  him  by  his  friends.     It  is  an  immense  advantage  to  him 

>  them,  to  have  it  supplied  by  a  Bank,  by  means  of  a  Cash 
.  on  a  mere  guarantee,  a  mere  contingency  which  they  would 

^i\c   if  they   thought  there   was  any  danger  of  its   being 

:r.c  ^rcat  employers  of  labour,  manufacturers,  builders,  ship 
rs.  jHv!  others,  have  Cash  Credits,  by  which  they  can  pay  their 

-.-  ( '  red  Its  arc  granted  to  all  classes  of  society,  to  the  poor  as 

is  !  .  the  rich.  Kvcrything  depends  ui>on  Character. 
.  r.c :  .n  the  humblest  walks  of  life  may  inspire  their  friends 
jr.r"::'jn«.c  in  their  steadiness  and  judgment,  and  they  become 
-!  :  •'  thcin  on  a  Cash  Credit.  This  is  in  all  respects  of  equal 
i-  :i.<  :jcv.  and  thus  they  have  the  means  placed  within  their 

t  r>.r.g  In  any  extent  that  their  abilities  and  industry  permit 
\f  j'titudo  of  men  who  have  raised  themselves  to  immense 

:^^sT\  iifc  with  nothing  but  a  Cash  Credit.  As  one  example 
:  !h  uvinds.  Mr.  .Monteith,  M.P.,  told  the  Committee  of  the 

tf  <,«jnununs  in  1826,  that  he  was  a  manuficturer,  employing 
:  :miv  4.c-c  hands,  and  that,  except  with  the  merest  tntle  of 
\  lent  hmi.  and  which  he  soon  i>aid  off,  he  began  the  uorld 
.<.*;:r.^  but  a  Cash  Credit. 

IUr.4%  usually  limit  their  advances  to  a  certain  moderate 
.t,  \irying  from  j{,ico  to  j{^  1,000  in  general,  and  they  take 
'.  i..rct;cs  in  cvt.ry  case.  These  cautioners,  as  they  are  termed 
r'\i%\i    Iam\   keep  a  watchful   eye  on  the  proceedings  of  the 
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customer,  and  have  the  right  of  inspecting  his  account  with 
Bank,  and  of  stopping  it  at  any  time,  if  irregular.     These  Ci 
are  not  meant  to  degenerate  into  dead  loans,  but  they  are  reqoii 
to  be  operated  upon  by  constantly  paying  in  and  drawing  out 

The  enormous  amount  of  transactions  carried  on  by  this  kind 
account  may  be  judged  of  by  the  evidence  given  before  the  Commit 
of  the  Commons  in  1826.  It  was  then  stated  that  on  a  Credit 
;^iooo,  operations  to  the  extent  of  ^50,000  took  place  in  a  sin^ 
week.  Others  stated  that  on  a  Cash  Credit  of  ^500,  operations  M 
the  amount  of  ;^7o,ooo  took  place  in  a  year.  One  witness  statd| 
that  in  a  very  moderately-sized  country-bank,  operations  to  dn 
amount  of  ;;^9o,ooo,ooo  took  place  in  twenty-one  years ;  and  tiMi 
the  whole  loss  to  the  bank  during  that  period  was  ;;^i2oo. 

At  that  time  (1826)  it  was  conjectured  that  there  were  abool 
12,000  Cash  Credits  guaranteed  by  about  40,000  sureties,  who  wen 
interested  in  the  integrity,  prudence,  and  success  of  the  customen 
The  witnesses  before  the  Lords  declared  that  the  effects  of  thes< 
were  most  remarkable  on  the  morals  of  the  people. 

On  Cash  Credits  granted  to  promote  Agriculture  and  the 

Formation  of  Public  Works. 

We  have  now  to  show  how  the  Scottish  System  of  Cash  Credit 
has  been  applied  to  promote  Agriculture,  and  the  formation  of  al 
manner  of  Public  Works. 

The  two  Scottish  Banks  which  were  first  founded  applied  thei 
Cash  Credits  to  assist  the  industry  of  traders,  and  tendered  mucl 
to  forward  it.  Agricultural  industry  had  not  then  awoke.  Th 
Scots  were  a  fierce,  turbulent  people,  who  thought  more  of  harryin 
their  neighbours,  and  raiding  their  cattle,  than  of  peaceful  agricultun 
The  land  was  bound  down  under  the  fetters  of  the  feudal  systec 
But  after  the  suppression  of  the  Rebellion  in  1746,  the  feudal  syster 
was,  to  a  great  extent,  broken  up,  and  a  great  spirit  of  enterpris 
awoke,  and,  then,  for  the  first  time,  Scotland  became  an  industrii 
natioa 

At  this  time  there  were,  in  many  parts  of  Scotland,  large  tracts  ( 
reclaimable  land,  and  multitudes  of  people,  but  they  remained  ur 
employed,  because  there  was  no  money  in  the  country  to  set  thei 
industry  in  motion. 

Now,  suppose  that  a  proprietor  of  one  of  these  tracts  of  Ian 
had  had  ;^  10,000  in  money:  and  that  he  had  employed  it  i 
Paying  wages  to  labourers,  and  in  buying  seed  to  sow:   then,  i 
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course  of  time,  the  value  of  the  produce  of  the  land  would  replace 
the  sum  expended  in  bringing  the  land  into  cultivation.  Then 
the  money  so  employed  would  have  been  expended  as  Capital. 

But,  at  that  time,  there  was,  comparatively  speaking,  no  money 
in  the  country.  It  was  just  then  emerging  from  the  bonds  of 
feudalism.  The  chiefs  had  vast  tracts  of  land,  and,  no  doubt, 
lived  in  a  state  of  rude  abundance  from  their  herds  and  flocks, 
and  the  natural  produce  of  the  soil.  But  commerce  had  never 
penetrated  into  these  highland  strongholds :  and  consequently  the 
greatest  chiefs  were  very  seldom  blessed  with  the  sight  of  coin. 
But  at  this  period  began  the  transition  from  feudalism  into  in- 
dustrialism, in  which  money  was  absolutely  indispensable.  It 
was  at  this  time  that  the  Banks,  having  habituated  the  people 
during  forty  years  to  receive  their  £^\  Notes  in  all  respects  as 
Money,  and  having  acquired  their  thorough  confidence,  threw  out 
branches  in  all  directions,  and  sent  down  boxes  of  ;;^i  Notes. 

Farmers,  at  that  time,  had  no  votes  in  Scotland,  and  conse- 
quently the  landlords  had  no  motives  to  keep  their  tenants  in 
political  thraldom,  as  was  too  much  the  case  in  England.  They 
adopted  every  means  possible  to  develope  the  resources  of  the 
soil.  And,  as  it  was  not  to  be  expected  that  the  farmers  would 
lay  out  their  capital  and  industry  on  the  soil  without  security  of 
tenure,  it  became  the  custom,  almost  universal  in  Scotland,  for 
landowners  to  grant  their  tenants  leases  of  nineteen  years ;  and,  in 
many  cases,  for  particular  reasons,  much  longer  than  that. 

Upon  the  security  of  these  leases,  and  also  upon  that  of  personal 
friends,  the  Banks  everywhere  granted  Cash  Credits  to  the  farmers, 
the  advances  being  made  exclusively  in  their  own  J[^i  Notes.  From 
the  strong  constitution  of  the  Banks,  and  the  universal  confidence 
they  had  acquired,  their  Notes  were  universally  received  as  Cash, 
and,  though  they  were  demandable  in  cash  at  the  Head  Office,  no 
one  ever  dreamt  of  demanding  payment  for  them. 

With  these  advances  in  ;^i  Notes,  the  farmers  employed  the 
labourers  in  reclaiming  the  land,  bought  seed,  and  sowed  the  crops. 
The  Notes  were  employed  in  exactly  the  same  way  as  Money  would 
have  been,  and  they  produced  exactly  the  same  effects  as  money 
would  have  done. 

The  land  was  reclaimed,  and  sown,  and  stocked,  and,  in  a  few 
years,  bleak  and  barren  moors  were  everywhere  changed  into  fields 
of  waving  com:  and  they  produced  continuous  series  of  profits. 
With  the  value  of  the  produce  the  farmers  gradually  repaid  the 
loans,  and  reaped  a  profit. 
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Now,  if  it  be  admitted  that  Hboey  expended  in  agricnltml 
improvements  is  used  as  ProductiTe  Capitali  how  can  it  be 
denied  that  Credit,  employed  in  exactly  the  same  way,  and  which 
produces  exactly  the  same  eflfects  as  Honey,  and  produces  exacdj 
the  same  profits,  is  also  equally  Productive  Capital  ? 

The  ;^i  Notes  were  universally  received  by  the  people  as  of 
exactly  the  same  value  as  Money :  and,  therefore,  they  were,  in 
alt  respects.  Money ;  they  produced  exactly  the  same  profits  thit 
Money  would  have  done.  Now,  as  we  have  seen  that  **  Capital 
is  Anythioff  which  frodmes  a  Profit,"  it  is  evident  that  tiie 
^i  Notes  were  just  as  much  Productive  Cfl|rit?i1  as  the 
Money. 

The  only  difference  was  that,  in  usii^  Money,  the  empkqfcr 
made  Capital  of  the  Realised  Profits  of  the  Past:  in  usiiig 
Credit  he  made  Capital  of  the  Expected  Profits  of  the  Futora 
But  the  results  are  exactly  the  same  in  cither  case. 

£ver}-one  acquainted  with  Scodand,  knows  perfectly  well  Aat 
the  prodigious  progress  in  agriculture  made  in  that  country  dnring 
the  hst  150  years  has  been  almost  entirely  effected  by  means  of 
these  Cjish  Credits 

Not  only  has  almost  the  entire  progress  in  agriculture  between 
been  efiecievi  by  these  Cash  Credits,  but  all  public  works  of  cvciy 
descnp:ion  —  Roads.  Canals.  Docks,  Harbours.  Railwa3rs,  Pablic 
B;xudicc^  C^c.  ha^-e  also  been  made  bv  means  of  Cash  Credits. 

I:  w-jLS  sured  to  :he  Comminee  of  the  House  of  Commons,  io 
i5^?.  thjt;  the  Forth  asd  Ch-de  Canal  was  execuxed  bv  means  of 
a  Cash  Crt?d;t  o:  -?4^.ccc*  sjanted  bv  the  Rcvai  Bank.  So,  when 
a  x.\ii  hjL?  to  S?  =:ide;  the  Trstees  obsain  a  Cash  Credit,  and 
ruv  ::  -5  out  0:"  the  ratesL  So*  whea  a  Kafl-waj,  a  Dod,  a 
r'.irS.^^,  i  ruhlc  ?-^.d"Jii:,  a  Car.i*.  is  to  b«  '-Mde,  the  Directon 
oo::L-:r  a  Cish  Cr^i::,  attc  so  i>ay  the  wxses  cc  tbe  men.  Wc 
h-:»v  ^ -^^  ;:.S5:w!*-7^  ^Credit)  the  irscirce  oi"  thsc  Market  at 
v-^t-Tisev  ^eJ^^  r— t  hv  Noces  iss;;ec  ri*  the  Scaaes.  sectaed  on 
t:e   r-i-re    yr.fis    .:*    the    Mirkei      Mazj   ocer    Markers  ha« 

r     LZi   >o»rt:>>   Ifj^vis  -s  iTTSoI-telT  the   sazse  tfusz.  ccIt  00  a 
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-  being  exactly   the  same   in   both   cases  —  namely,  that  it  is  the 

Present  Value  of  the  Future  Profit 
When  Money  is  used  to  Produce  a  Profit,  it  is  expected  that 

-  the  Profit  will  replace  the  Money  advanced;  when  Credit  is  used 
to  produce  a  Profit,  it  is  expected  that  the  Profit  will  redeem  the 
Debt  incurred. 

Hence  Credit  can  do  whatever  Money  can  do;  but  we  have 
shown  that  Credit  is  the  reverse  of  Money.  Hence,  in  Mathe- 
matical language,  all  the  propositions  which  are  true  with  respect 
to  Money,  are  equally  true  with  respect  to  Credit,  only  with  the 
sign  changed. 

Exactly  the  same  effects  were  produced  in  England  by  the  use 

of  Banker's  Notes.     The  success  of  the  Bridgewater  Canal  had 

exactly  the  same  effects   as  the  success   of  the   Liverpool  and 

'     Manchester  Railway,  eighty  years  afterwards.     The  period  from 

1776  to  1796  was  just  as  great  an  era  in  canal-making,  as  the 

-  subsequent  period  in  railway -building,  considering  the  wealth  of 
i    the  country  at  the  respective  times.      In  the  course  of  twenty 

years,  England,  fi'om  being  the  most  backward  country  in  Europe 
\  in  water  communication,  was  covered  with  a  network  of  canals 
-^  such  as  no  other  country  but  Holland  can  boast  Burke  says 
-'[    that  when  he  first  came  to  London  there  were  not  twelve  bankers 

out  of  London.      In    1793    there    were   400.      However,   these 

l)aiikers,  not  having  the  solid  constitution  of  the  Scottish  Banks, 

^ere  swept  away  in  multitudes  in  the  panics  of   1793  and  1797. 

But,  nevertheless,  though  the  bankers  were  swept  away,  the  solid 

results  of  their  issues  of  Notes  remained. 
Thus,  it  is  now  clearly  demonstrated  that  Credit  may  be  used 

^  Productive  Capital,  exactly  in  the  same  way,  and  in  the  same 

sense,  and  for  all  the  purposes  that  Money  is. 

Remarks  on  the  Scottish  System  of  Cash  Credits. 

All  these  marvellous  results,  which  have  raised  Scotland  from 
the  lowest  depth  of  barbarism  up  to  her  present  proud  position, 
in  the  space  of  200  years,  are  the  children  of  pure  Credit.  It  is 
no  exaggeration,  but  a  melancholy  truth,  that,  at  the  period 
of  the  Revolution,  in  1688,  and  the  foundation  of  the  Bank  of 
Scotland,  in  1695,  partly  owing  to  such  a  series  of  disasters  as 
cannot  be  paralleled  in  the  history  of  any  other  independent 
nation :  partly  owing  to  its  position  on  the  very  outskirts  of 
civilisation,   and   far -removed   from   the  humanising  influence  of 
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commerce :  divided  into  two  nations,  aliens  in  blood  and  language: 
Scotland  was  the  most  utterly  barbarous  and  lawless  ooontij  ii 
Europe.  And  it  is  equally  undeniable  that  the  two  great  ctnsa 
of  her  rapid  rise  in  civilisation  and  wealth  have  been  her  sfstam 
of  National  Education  and  Banking, 

Her  system  of  Banking  has  been  of  infinitely  greater  service  to 
her  than  mines  of  gold  and  silver.  Mines  of  the  precious  melab 
would  probably  only  have  demoralised  her  people,  and  made  them 
more  savage  than  they  were  before.  But  her  Banking  system  has 
tended  immensely  to  call  forth  every  manly  virtue.  It  has  taifirt 
them  industry,  steadiness,  and  maal  rectitude.  In  the  Character 
of  her  own  people  Scotland  has  found  Wealth  infinitely  moR 
beneficial  to  her  than  all  the  mines  of  Mexico  and  Peru. 

The  express  function  of  the  Banks  is  to  create  Credits,  Idogt- 
poreal  entities,  created  out  of  Nothing,  for  a  transitory  existence; 
and  when  they  have  performed  their  functions,  vanishing  agun 
into  the  Nothing  from  whence  they  came.  And  has  not  this 
Credit  been  Capital?  Will  any  one,  with  these  results  staring 
him  in  the  face,  believe  that  there  are  some  persons  who  aze 
supposed  to  be  Economists  who  maintain  that  the  results  of  Credit 
are  purely  imaginary  ?  That  Credit  conduces  nothing  to  Production 
and  the  increase  of  Wealth?  That  Credit  only  transfers  existing 
Capital  ?  But  even  if  it  did  no  more  than  that,  it  has  been  shewn 
that  Circulation  or  Transfer  is  one  species  of  Production; 
as  is,  indeed,  now  admitted  by  all  Economists  of  note.  And  that 
those  persons  who  say  that  Credit  is  Capital  are  such  puzzl^ 
headed  dolts  as  to  maintain  that  the  same  thing  can  be  in  two 
places  at  once! 

Circulating  Credits  of  all  kinds  have  exactly  the  same  effects 
as  Money,  both  in  circulating  commodities,  and  in  promoting  the 
formation  of  new  products.  And  they  may  be  used  as  Productive 
Capital  exactly  in  the  same  way,  and  in  the  same  sense,  as 
Money  is. 

It  must  be  observed  that  all  these  Cash  Credits  are  for  a  distinct 
purpose,  quite  different  from  the  discount  of  Mercantile  Paper. 
The  marvellous  results  they  have  produced  are  due  to  a  system 
of  pure  Accommodation  Paper.  They  are  not  founded  on 
any  previous  transactions  \  nor  are  they  for  the  purpose  of  trans- 
ferring existing  products.  They  are  created  for  the  express  purpose 
of  bringing  New  products  into  existence,  which,  but  for  theo, 
would  either  have  had  no  existence  at  all ;  or,  at  all  events,  would 
have  been  deferred  for  a  very  long  period,  until  solid  Money  could 
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.ve  been  accumulated  to  effect  them.  They  are  founded  on 
actly  the  same  principles  as  the  discount  of  Mercantile  Bills. 
I  discounting  Mercantile  Bills,  the  banker  merely  buys  up  the 
Ight  to  a  future  payment,  to  be  made  out  of  the  profits  of  the 
insaction.  In  creating  Cash  Credits,  the  banker  merely  buys 
)  the  Right  to  a  future  payment,  to  be  made  out  of  the  future 
ofits  of  the  land,  or  other  public  works. 

The  invention  of  Cash  Credits  has  advanced  the  wealth  of 
lotland  by  centuries.  We  have  an  enormous  mass  of  Exchange- 
>le  Property  created  out  of  Nothing  by  the  mere  will  of  the 
ink  and  its  customers,  which  produces  all  the  effects  of  solid 
old  and  Silver ;  and  when  it  has  done  its  work,  it  vanishes  again 
to  Nothing,  at  the  will  of  the  same  persons  who  called  it  into 
dstence.  Hence,  we  see  that  the  mere  will  of  man  has  created 
ist  masses  of  Wealth  out  of  Nothing ;  and,  then  having  served 
leir  purpose,  they  are  Decreated  into  the  Nothing  from  whence 
ley  came ;  which  are 

"  Melted  into  air,  into  thin  air." 

ut  their  solid  results  have  by  no  means  failed — 

**  Like  the  baseless  ^Eibric  of  a  vision,  leaving  not  a  wreck  behind." 

On  the  contrary,  their  solid  results  have  been  vast  tracts  of 
irren  moor  converted  into  smiling  fields  of  waving  com;  the 
lanufactures  of  Glasgow,  Dundee,  and  Paisley;  the  unrivalled 
eamships  of  the  Clyde;  great  public  works  of  all  sorts — roads, 
mals,  bridges,  harbours,  docks,  railways,  and  many  others;  and 
oor  young  men  raised  up  into  princely  merchants. 

What  the  Nile  is  to  Egypt,  that  has  her  Banking  System  been 
)  Scotland;  and  it  was  fortunate  for  her  that  the  foundations  of 
i\  prosperity  were  laid  broad  and  deep  before  the  gigantic  fallacy 
as  dreamt  of  that  the  Issues  of  Banks  should  be  inexorably 
stricted  to  the  amount  of  gold  they  displace;   that  no  increase 

money  can  be  of  any  use  to  a  country;  and  before  Mill  had 
oclaimed  to  the  world  that  to  create  Credit  in  excess  of  specie  is 
obbery ! 

The  reader  will  now  perceive  the  gigantic  utility  of  the  £^\  Note 
stem  to  Scotland ;   and  comprehend  the  consternation  and  fury 

the  Scottish  people,  when  various  attempts  have  been  made  by 
irliament  to  suppress  them. 

When  Parliament  suppressed  j[^\  Notes  in  England,  in  consc- 
ience of  the  evils  they  were  alleged  to  produce,  owing  to  the 
id    organisation    of   the    English    Banking    System,    before   the 
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monopoly  of  the  Bank  of  England  was  first  broken  up  in  i8a^ 
it  was  intended  to  have  suppressed  them  also  in  Scotland.  Bat  d 
Scotland  rose  up  against  it ;  and,  headed  by  Malachi  Malagrowtbo; 
raised  such  a  commotion  that  an  inquiry  was  granted,  which  fint 
made  the  Scottish  system  of  Banking  understood,  and  the  attcnqt 
was  abandoned.  Still,  however,  constant  jeers  and  gibes  woe 
addressed  to  the  Scottish  people,  by  persons  who  knew  nodu^ 
about  the  subject,  about  their  fatuous  attachment  to  their  dirty 
jQi  Notes.  But  the  Scottish  people  knew  their  value  to  the 
country  far  better  than  their  assailants.  The  Scots  knew  thrt 
the  prosperity  of  their  country  was  bound  up  with  the  Cftdi 
Credits ;  and  Cash  Credits  were  bound  up  with  the  issue  of  £\ 
Notes.  To  have  suppressed  the  Scotch  jQi  Notes  at  that  time 
would  have  destroyed  two-thirds  of  the  business  of  the  Banks.  Tbe 
extent  of  commerce  in  Scotland  at  that  time  was  not  suflkient  to 
support  the  public  Banks.  It  was  stated  that  at  that  time  two- 
thirds  of  the  business  of  the  Scottish  Banks  consisted  in  Cub 
Credits ;  though  we  are  informed  that  now,  in  consequence  of  tbe  i 
great  development  of  commerce,  the  ratio  of  Cash  Credits  to  the 
mercantile  business  of  the  Banks  has  considerably  diminished 

Happily,  however,  no  such  attempts  will  ever  be  made  again, 
now  that  the  subject  is  better  understood.  Parliament  is,  however, 
justified  in  taking  any  measures  it  may  be  deemed  necessary  to 
secure  their  perfect  safety  and  convertibility.  So  completely  has 
the  tide  of  opinion  changed,  that  the  question  is  now  whether 
jQi  Notes  can  be  introduced  into  England.  But  with  the  present 
transitional  state  of  Banking  in  England,  it  is  premature  to  discuss 
that  question. 


THE  CHANNEL  OF  CIRCULATION. 

The  quantity  of  the  Circulating  Medium,  or  the  amount  of 
Money  and  Credit,  representing  the  Indebtedness,  or  the  balances 
which  arise  from  the  unequal  changes  of  products  and  services 
(Money),  is  frequently  termed  by  Adam  Smith  and  other  writeis 

the  Channel  of  Circulation. 

The  Channel  of  Circulation  is  filled  with  some  Material 
(counting  written  and  unwritten  Credit  as  identical);  and  Prices 
are  estimated  by  the  Quantity  of  this  Material,  which  is  given  in 
exchange  for  any  Economic  Quantities. 

Let  us  suppose  that  gold  alone  was  used  at  any  time  to  represent 
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Debt,  and  fill  the  Channel  of  Circulation.  This  gold  is  divided 
into  certain  pieces  of  fixed  weight  and  quality,  termed  Coins ;  and 
Prices  are  estimated  in  these  Coins. 

But  suppose  that  at  any  time  gold  was  discontinued,  and  Silver 
substituted  as  the  representative  of  Debt ;  and  suppose  that  Coins 
were  struck  of  silver  of  exactly  the  same  weight  as  the  Gold 
ones. 

Then,  as  Silver  is,  at  the  present  moment,  about  thirty-five  times 
less  valuable  than  gold,  it  would  require  thirty-five  times  as  many 
Silver  coins  to  represent  any  amount  of  Debt,  as  it  would  Gold 
coins.  And  Prices  would  rise  thirty-five  fold;  but  other  products 
would  still  preserve  the  same  relations  among  themselves.  Hence, 
though  Prices  would  rise,  yet  the  Values  of  products  with  respect  to 
each  other  would  remain  the  same. 

Again,  suppose  that  Silver  was  taken  away  as  the  representative 
of  Debt,  and  Copper  substituted ;  and  Copper  coins  struck  of  the 
same  weight  as  the  previous  Gold  and  Silver  ones,  and  called  by  the 
same  name.  Then  prices  would  be  estimated  in  Copper  coins; 
and  as  Copper  is  about  900  times  less  valuable  than  Gold,  prices 
estimated  in  Copper  would  rise  to  about  900  times  their  amount  in 
Gold.  But  the  relative  value  of  all  other  commodities  would 
remain  the  same. 

Now  as  the  value  of  gold,  as  representing  Debt,  depends  on  the 
quantity  of  gold  which  represents  any  amount  of  Debt,  it  would 
manifestly  follow  that  if  the  quantity  of  gold  which  represented  any 
amount  of  Debt  were  greatly  increased,  the  Value  of  Gold  would 
greatly  diminish.  If  Gold  became  as  plentiful  as  Silver,  Gold 
«^ould  have  no  more  value  than  Silver.  Consequently,  even  while 
the  weight  and  quality  of  the  Coins  remained  the  same.  Gold 
would  fall  to  the  thirty-fifth  part  of  its  former  value  as  a  Purchasing 
Power. 

So  if  Gold  became  as  plentiful  as  Copper,  it  would  have  no  more 
Value,  or  Purchasing  powei,  than  Copper;  that  is,  it  would  fall  to 
about  the  900th  part  of  its  former  value. 

Thus,  in  a  general  way,  if  any  quantity  of  Stuff  of  any  sort  is 
used  to  represent  any  quantity  of  Debt  at  any  time;  and  if  the 
quantity  of  Stuff  is  greatly  increased,  while  the  quantity  of  Debt 
remains  the  same,  it  necessarily  produces  a  great  diminution  in  the 
Value  of  the  Stuff,  or  a  general  rise  of  Prices. 

But  the  quantity  of  Stuff  which  represents  Debt,  and  fills  the 
Channel  of  Circulation,  need  not  be  all  of  the  same  material.  It 
may  be  partly  Gold,  partly  Silver,  and  partly  Copper;  and  Prices 

s 
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will  be  estimated  by  the  whole  quantity  of  Stuflf  which  fills  die 
Channel  of  Circulation,  and  not  any  particular  portion  of  it 

In  modern  times,  a  new  kind  of  Stuff  is  employed  to  a  gigantic 
extent,  to  fill  the  Channel  of  Circulation;  and  that  is  Credit;  01; 
Rights  of  Action  in  various  forms. 

With  respect  to  Credit,  there  is  a  most  important  observation  to 
be  made;  Credits  in  some  countries  are  made  payable  in  GoUi 
and,  in  some  coimtries,  in  Silver. 

Now,  Credits  payable  in  Gold — which  we  may  term  Gold  Credits 
— are  of  exactly  the  same  value  as  Gold ;  and  Credits  payable  m 
Silver — which  we  may  term  Silver  Credits — ^are  of  exactly  the  same 
Value  as  Silver. 

Hence  the  Value  of  Gold  throughout  the  world  is  determined 
not  only  by  the  actual  quantity  of  Gold;  but  by  the  aggregate 
quantity  of  Gold,  and  all  Gold  Credits. 

So  the  Value  of  Silver  throughout  the  world  is  determined  not 
only  by  the  actual  quantity  of  Silver;  but  by  the  aggregate  quantity 
of  Silver,  and  all  Silver  Credits. 

And,  furthermore,  the  Value  of  Gold  compared  to  Silver  is 
determined  not  only  by  the  relative  quantities  of  Gold  and  Silver 
themselves ;  but  by  the  ratio  of  the  aggregate  of  Gold,  and  all  Gold 
Credits,  compared  to  the  aggregate  of  Silver,  and  all  Silver  Credits. 

It  is  the  enormous  creation  of  Credit  in  modem  times,  in  the 
form  of  Mercantile  Credits  and  Banking  Credits,  which  has  so 
prodigiously  raised  the  prices  of  commodities,  and  diminished  the 
rate  of  interest  in  the  two  last  centuries  in  this  and  in  many 
countries. 

It  is  shown  that  the  quantity  of  Credit  which  is  used,  and  in 
circulation,  in  this  country,  is  at  least  one  hundred  times  the 
amount  of  Metallic  Coin. 

Furthermore,  there  are  in  some  countries,  such  as  Russia, 
Argentina,  and  others,  vast  quantities  of  Inconvertible  Paper 
Money ;  this  Paper  Money  is  an  Independent  standard,  just  like 
Gold  and  Silver;  it  is  almost  everywhere  at  a  heavy  discount  as 
compared  to  Specie ;  but  it  is  nevertheless  a  standard  at  its  Value 
in  Specie. 

And  the  total  aggregate  of  all  the  Gold  and  Gold  Credits— all 
the  Silver  and  Silver  Credits — all  the  Copper — all  the  Inconvertible 
Paper  Money  and  Paper  Money  Credits — constitutes  the  QiCB- 
lating  Medium  or  Currency  of  the  world  in  which  prices  V^ 
estimated. 

Hence    the    thorough    comprehension    of    the    prindplet  tfd 
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echinism  of  the  colossal  system  of  Credit  is  the  very  foundation 
OKHlcni  Economics. 

It  u  the  quantity  of  Credit  which  in  modem  tiroes  has  the 
catcst  influence  on  Prices — far  greater  than  the  quantity  of  Gold 
w!  Stiver ;  and  variations  in  the  quantity  of  Credit  produce  more 
uAgcs  m  the  value  of  commodities  than  any  changes  in  the 
januty  of  Gold  and  Silver ;  and  it  is  the  abuses  of  Credit  which 
jduce  those  terrible  calamities  known  as  Commercial  Crises  and 
lunciary  Panics. 


CHEQUE. 

\  Choiuc  IS  one  form  of  Incorporeal  Property;   it  is  a  y»x 

A  hc-n  a  customer  pays  in  money  to  hb  account  with  his  banker, 
ir  lii&nuunu  a  Hill  of  Kxchange  with  him,  the  Money  and  the 
:-..  ut  Kxclan^c  become  the  absolute  property  of  the  banker, 
J  .;%€  m  any  way  he  pleases  for  his  own  purposes.  In  exchange 
>r  them  he  creates  a  Credit  in  his  books,  which  in  the  technical 
ar^.^'e  ot'  banking  is  termed  a  Deposit  These  Credits,  or 
l^'r'outs.  are  the  price  the  banker  {tays  for  the  Money  or  the 
l.'^at  i«,  the  banker  issues  a  Right  of  Action  against  himself 
.)  ij>:(>mer.  by  which  he  enga(;es  to  pay  the  amount  in  money 

*■  icrii^.'i.!  to  his  custi>mer,  and  at  the  same  time  authorizes  him  to 
-«Vkicr  :.)c   Ki^ht  of   Action  to  anyone  he  pleases,  and  engages 

.   ,.a\    i.-ic   transferee   the  money  on  denund   in    the   same  way 
&«  r.c  tiocs  t'>  his  own  customer. 

:  T  t:.c  ^akc  oi  ( oiuenience  these  Hanking  Credits,  or  Deposits, 
•  -k  \K  iran%lerTeil  by  pa|)cr  documents  of  two  forms.  i.  The 
U'.nr  :iia>  ijive  his  <-ustonicr  his  own  Promissory  Note,  engaging 
^  I'iv  :o  his  tu^tuincr,  or  c»rtier.  or  bearer,  a  certain  sum  of  money 
•r^  ■kni.iiid.  I  heM!  are  termetl  Hanker^'  Notes.  2.  He  may 
i.:v*ruc  his  customer  (o  write  htm  .1  Note,  directmg  him  to 
:**»  in)  other  i^fNon,  or  oriler.  or  i»c.ircr,  on  demand  a  certam 
',;.-  kA  rnoney.  ThcM*  .Notes  were  lormerly  calleil  Cash  Notes;  in 
aoiiem  usa^e  they  are  tcrmeil  Cbe<iues.  1  liesc  Hankers'  Notes 
.-AJ  (  :.c  .i:cs  niav  circulate  in  commerce  like  money,  and  enect 
r.y  Lurxiliir  nf  ext  hanges,  until  they  axe  paid  off  and  cxtmguished. 
lankcn     Notes    and    Cheques  >    iiart   of   the 

.rcuUtm^    Medium    or 
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CHOSE-IN-ACTION. 

The  blunder  committed  by  Mill,  Capps,  and  many  otben,  in 
holding  the  Funds  to  be  a  Mortgage  on  the  land  and  its  prodacts; 
and  that  committed  by  Stanley  Jevons,  Roscher,  and  many  others, 
in  holding  that  Bills  of  Exchange  are  titles  to  property;  show  such 
ignorance  of  the  elementary  principles  of  Jurisprudence  and 
Mercantile  Law,  and  is  so  important  as  regards  Economics,  that  it 
will  be  of  advantage  to  explain  it  fully  for  the  benefit  of  lay  readers, 
and  to  set  before  them  the  nature  of  a  Chose-in-action. 

Thus  it  is  said  {Termes  de  la  Ley^  Chose-in-adion) — *'  Thing  in 
action  is  when  a  man  hath  cause,  or  may  bring  an  action  for  some 
duty  due  to  him,  as  an  action  of  debt  upon  an  Obligation,  Annuity, 
or  Rent  ....  and  because  they  are  things  whereof  a  man  is  not 
possessed,  but  for  the  recovery  of  them  is  driven  to  his  action,  they 
are  called  things  in  action." 

So  also  {Stephen^ s  BlackstonCy  part  ii.  ch.  i) — "We  will  proceed 
next  to  take  a  short  view  of  the  nature  of  property  in  action,  which 
is  where  a  man  has  not  the  enjoyment  (either  actual  or  constructive) 
of  the  thing  in  question,  but  merely  a  right  to  receive  it  by  a  suit  or 
action  at  law;  from  whence  the  thing  so  recoverable  is  called  a 
thing  (or  chose)  in  action.  Thus  money  due  on  a  bond  is  a 
cfiose-in-action,  for  a  Right  to  claim  the  money  vests  whenever  it 
comes  payable;  but  there  is  no  possession  till  recovered  by  course  of 
law,  unless  payment  be  voluntarily  made." 

This  is  not  quite  correct.  It  is  not  the  money  due  which  is  the 
chose-in-adion,  but  the  Right  to  recover  it  A  chose-in-action  is 
simply  a  right-of-action,  as  appears  more  clearly  in  the  next  citation. 

Thus  it  said  {Blount,  Law  Diet,) — "  Chose-in-action  is  a  thing 
Incorporeal  and  only  a  Right,  as  an  Annuity,  Obligation  for  Debt 
....  Chose-in-action  may  also  be  called  chose-in-suspense,  because 
it  has  no  real  existence  in  being,  nor  can  be  properly  said  to  be  in 
our  possession." 

Jurists  of  all  nations  include  Abstract  Rights  of  sorts,  and  among 
them  Rights  of  Action  or  Debts,  as  Wealth,  Goods,  Chattels, 
Vendible  Commodities,  Merchandise. 

Pothier  carefully  warned  his  readers  against  supposing  that  ^ 
Creditor  has  any  Right  or  Property  in  the  possessions  of  his  Debtor. 

Thus  the  Funds  are  choses-in-action,  because  the  fundholders  have 
a  mere  Right  of  Action  against  the  State  as  a  Persona  to  demand  a 
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sum  of  money,  but  they  have  no  right  to  any  of  the  actual  property 
of  the  State.  So  a  Bill  of  Exchange  or  any  Debt  is  a  chose-in-acHony 
as  it  is  a  mere  Right  of  Action  against  the  person  of  the  debtor.  In 
a  chose-iu-action  there  must  be  a  positive  Right  to  demand  a  specific 
sum  of  money  or  other  thing  from  some  certain  person. 

Thus  Shares  in  Commercial  Companies,  Copyrights,  Patents,  &c., 
are  not  choses-in-aciion^  because  they  are  mere  Rights  to  contingent 
and  uncertain  profits. 

But  Mortgage  Deeds,  Bills  of  Lading,  Dock  Warrants,  Pawn- 
brokers' Tickets,  are  choses-in-possession,  because  they  are  titles  to 
specific  things. 


CIRCULATING   MEDIUM:    CURRENCY. 

We  shall  consider  the  terms  Circulating  Medium  and  Cur- 
rency, which  are  both  of  modern  origin,  together.  The  meaning 
of  these  terms  has,  in  recent  times,  given  rise  to  many  controversies; 
but  they  are  always  admitted  to  be  synonymous,  consequently,  if  we 
can  positively  determine  the  meaning  of  one  of  them,  that  will  also 
necessarily  determine  the  meaning  of  the  other. 

The  term  Circulating  Medium  does  not  occur  in  Adam 
Smith.  It  seems  to  have  come  into  use  in  the  last  decade  of  the 
last  century.  The  first  occasion  on  which  we  have  met  with  it  is  in 
the  debate  on  the  Bank  Restriction  Act  of  1797.  Mr.  Fox  said, 
**  He  wished  that  gentlemen,  instead  of  amusing  themselves  with 
new  terms  of  'Circulating  Medium'  and  the  like,  &c.,"  which  shows 
that  it  must  then  have  been  of  very  recent  origin. 

Mr.  Pitt,  in  his  reply,  said :  "  As  so  much  has  been  said  on  the 
nature  of  a  Circulating  Medium,  he  thought  it  necessary  to  notice 
that  he  did  not,  for  his  own  part,  take  it  to  be  of  that  empirical 
kind  which  had  been  generally  described.  It  appeared  to  him  to 
consist  of  Anything  that  answered  the  great  purposes  of  trade  and 
commerce,  whether  in  specie,  paper,  or  any  other  terms  that  might 
be  used."  It  is  quite  evident,  therefore,  that  Mr.  Pitt  included 
under  the  term  Circulating  Medium  or  Currency,  Money  and  Credit 
in  all  its  forms,  both  written  and  unwritten.  This  continued  to  be 
the  invariable  usage  in  all  Parliamentary  debates  until  Lord  Overstone 
and  his  sect  perverted  men's  minds  with  a  fantastic  definition  of  his 
own,  which  he  beguiled  Sir  Robert  Peel  into  adopting. 

To  understand  the  meaning  of  Circulating  Medium,  Currency, 
Circulation,  and  Economics  in  general  as  a  Science,  we  must  revert 
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to  the  original  concept  of  it  by  its  founders,  the  Economists,  as  the 
Science  of  Exchanges  or  Commerce,  which  it  was  understood  to  be 
by  everybody,  until  J.  B.  Say,  followed  by  J.  S.  Mill,  utterly  nuDcd 
it  as  a  Science,  but  to  which  all  the  most  intelligent  Economisti  io 
the  world  are  now  reverting,  as  the  only  one  by  which  it  can  be 
created  as  a  Science,  but  which  is  absolutely  unintelligible  on  the 
system  of  J.  B.  Say  and  John  Stuart  Mill 

The  Economists  only  admitted  an  Exchange  to  be  where  a 
material  product  was  exchanged  for  a  material  product,  i,e,  a  Baiter; 
that  is,  where  each  side  obtained  a  Satisfaction. 

But  in  modem  times  such  Exchanges  are  comparatively  eve. 
Persons  usually  want  to  obtain  things  from  others,  while  those 
others  want  nothing  from  them.  To  obviate  the  inconveniences 
which  would  arise  if  no  one  could  get  what  he  wanted,  unless  he 
could  supply  that  other  person  with  what  he  wanted  in  reton  at 
the  same  time,  people  hit  upon  the  plan  of  adopting  some  commo- 
dity which  should  be  universally  exchangeable.  The  buyer  therefore 
gave  the  seller  in  exchange  for  his  product  an  Hquivalent  in  this 
universally  exchangeable  merchandise,  so  that  he  could  get  ai)y 
satisfaction  he  pleased  from  anyone  who  could  render  it. 

This  universally  exchangeable  merchandise  is  termed  Money. 
The  person  who  has  got  the  Money  has,  no  doubt,  got  the  equiva- 
lent in  value  for  the  satisfaction  he  rendered  to  the  other  person: 
but  he  has  not  got  a  satisfaction  himself;  his  desire  is  not  coDSUin- 
mated  or  completed.  In  order  to  obtain  a  satisfaction,  he  must 
exchange  away  the  Money  he  has  received  for  some  product  he 
does  desire.  Hence  the  Economists  termed  a  Sale  a  Demi- 
Exchange. 

Le  Trosne  says,  "There  is  this  difference  between  an  Exchange 
and  a  Sale,  that  in  an  Exchange  everything  is  consummated  or  com- 
pleted (coftsomme)  for  each  party.  They  possess  the  thing  which 
they  desired  to  procure,  and  they  have  only  to  enjoy  it  In  the 
Sale,  on  the  contrary,  it  is  only  the  purchaser  who  has  attained  his 
object,  because  it  is  only  he  who  is  in  a  position  to  enjoy.  But 
everything  is  not  ended  for  the  seller." 

And  again,  "  Exchange  arrives  directly  at  its  object,  which  is  com- 
pletion (consommation) ;  it  has  only  two  terms,  and  is  ended  in  one 
contract.  But  a  contract  in  which  Money  intervenes  is  not 
completed  {consomme),  but  it  is  necessary  that  the  seller  should 
become  a  buyer,  either  himself,  or  by  the  interposition  of  the  pcrsoo 
to  whom  he  transfers  the  Money.  There  are  therefore,  to  airi^ 
at  completion    (consommation)^   which   is  the  ultimate  object,  a' 
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Bit  rooi  tcnns  and  three  contTactanIs,  of  whom  one  iDtervenes 

'Vhcn,  hown-er,  the  person  who  had  sold  his  product  for  Money, 
tA  thcrefuTc  fumisht-d  a  satisfaction  to  the  other  party,  had  himself 
uitingcd  away  the  Money  and  obtained  a  product  for  it,  he  too 
jj  u-jiiired  a  satisfaction  which  he  could  enjoy,  and  the  Exchange 
i!  Luinplctcd  {(^msammi). 

For  this  rtason  Money  was  called  the  Medium  of  ExchaOSe. 

XV.A  Sak-  the  F.conomists  termed  Circulation.  Sale  or  Circula- 
■js,  the  Kconomists  defined  to  mean  the  Exchange  ol  a  product  for 
bnry.  Circulation  meant  a  E'urchasc  with  Money,  in  contradii- 
3(:i<-n  In  the  cuchange  of  products  or  barter. 

HtT.re  Money  was  also  termed  the  Circulating  Medium,  or 
c  Meiitum  of  Circulation. 

Thus  the  tkonomists  said  that  when  a  person  had  sold  his 
'  •!'.;> :  for  Money,  though  he  had  obtained  an  c<)uivalent  in  value, 
t  Ui!  only  acquired  a  Right  to  obtain  a  satisfaction,  and  thus  that 
<  r.cy  :s  only  the  highest  .ind  most  general  form  of  CrediL 

Tr.r  ictb  t(i  Cirrutaie.  like  many  others  in  Knglish,  has  both  an 

-  ir  v\A  a  ni-utL-r  meaning. 

\    \\  rr.van^  thai  which  cirrukites  commodities,  i.e.,  which  causes 

:iTr.-.!iii»%  to  <  irrulate  ;  wbt-re  il  is  an  active  verb. 

:    \\\x\.  itliiih  ( irculatcs  itself;  where  it  is  a  neuter  verk 

*:r :-.  c^ts  ihc  wiird  Ciriul.ile  in  iKith  senses,  in  different 
i-^^v*      'lliu^,  siiaking  of  Cold  ami  Silver,  he  says— "Their  use 

■.1,-t*  .n  Citiulatini;  commodities. 
I'.i  ^rcki  H/icel  of  Circulatiui)  is  altogether  diffL-rent  from  the 

■•'.-  I  .ri  ..latid  hy  it.  The-  revenue  of  the  »H'icty  consists 
:^,t:*.-.r  ;i.  these  goods,  ami  not  m  the  wheel  thai  circulates 
e=       !n  ihcic  two  [ussagcs  the  verb  Circulate  is  active. 

^  ..'.:.■:  \j.\\\\<:t  on  he  s|*eaks  of  the  dilferent  sorts  of  Paper  Money. 
{  ui<  :r.4t  [lie  (ircuUling  luHes  of  banks  and  bankcn  are  beM 
kj»a     *\.K\-  (ir<  ul.ilmf;  il  TiuT.ivT, 

krh.  |.>^iowiiiri  ■.(■nivntc  ixiili  imw. 
a=:;:f.    tliat    the    whole    linulaiit.i 
«c:n  .imuuniid  j.\  a  larDtulai  tiiii' 
=  '»e,r.^    .:t:;.  lent   for    Cir  1:11  la  ting    1 

:ix.r  .xrA  ai.d  lalxMir. 

IV  '.romjry  meaning  of   words  in  ■ 
ati^e  d'i'.ibt  -IS  lo  which  11  the  B 

?m«Mr.  Ciriulatrng  Medium.     A  a 
tu.t  k-ce  Hiiddk-  (hiii^  by  « 
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Money  is  termed  the  Medium  of  Exchange,  because  it  is  the 
Medium  by  which  Exchanges  are  effected.  Hence  the  CircalatiDg 
Medium  is  the  Medium  by  which  the  circulation  of  commodities  is 
effected. 

Now  it  has  just  been  shown  that  by  Circulation  the  Economists 
meant  Sales.  And  how  are  Sales  effected?  By  the  means  of 
Money  and  Credit  in  all  its  forms.  Buying  with  Money  effects  the 
Circulation  or  Sale  of  commodities  ;  but  buying  with  Credit  equallj 
effects  the  Sale  or  Circulation  of  commodities,  in  whatever  form  the 
Credit  may  be,  either  written  or  unwritten. 

The  importance  of  fixing  the  meaning  of  circulating  consists  m 
this,  that  an  immense  portion  of  Credit  circulates  commodities,  aod 
yet  it  does  not  circulate  itself;  thus  all  the  book  debts  of  traders 
have  purchased,  or  circulated,  commodities,  and  are  therefore  a  pait 
of  the  Circulating  Medium  ;  and  yet  they  do  not  circulate  themseWes 
until  they  are  put  into  the  form  of  Bills  of  Exchange. 

Hence  Money  and  Credit  are  equally  Circulating  Medium,  and 
the  total  of  the  Circulating  Medium  comprehends  the  total  amoont 
of  Money  and  Credit  in  all  its  forms  and  varieties,  both  written  and 
unwritten. 

On  the  Meaning  of  Currency, 

In  all  the  Parliamentary  discussions  during  the  war  and  afterwards, 
the  words  Currency  and  Circulating  Medium  were  always  used  as 
equivalent  and  synonymous.  Thus  we  have  seen  that  Mr.  Pitt,  in 
the  debate  of  1797,  said  that  Circulating  Medium  comprehended 
Specie,  Paper,  and  other  forms  of  Credit,  which  could  only  mean 
book  debts. 

So  in  the  great  Currency  debate  in  the  House  of  Commons  in 
1822,  Lord  Titchfield  said — "  When  it  was  considered  to  how  great 
an  extent  these  contrivances  had  been  practised  in  the  various  modes 
of  Verbal,  Book,  and  Circulating  Credit,  it  was  easy  to  see 
that  the  country  had  received  a  great  addition  to  its  Currency. 
This  addition  to  the  Currency  would  have  the  same  effect  as  if  Gold 
had  been  increased  from  the  mines." 

The  meaning  of  the  term  Circulating  Medium  is  perfectly  clear 
and  simple,  and  free  from  the  shadow  of  doubt.  The  meaning 
of  the  word  Currency,  which  all  writers  admit  to  be  synonymous 
with  Circulating  Medium,  is,  however,  much  more  recondite,  and  has 
given  rise  to  many  protracted  controversies  in  recent  times,  which  we 
shall  have  to  consider  presently.  We  shall  now  merely  explain  the 
real  meaning  of  the  word. 
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The  word  Currency  is  a  technical  term  in  Mercantile  and 
Constitutional  Law,  and  the  following  is  the  true  meaning  of 
"Current"  and  "Currency"  in  English  Law. 

It  is  a  general  rule  of  law  that  a  person  cannot  transmit  to  any 
one  else  any  better  title  to  a  thing  than  he  has  himself. 

As  it  is  said — '*  Nemo  plus  juris  ad  alium  transferre  potest  quam 
ipse  haberet" 

"iV^  one  can  transmit  to  another  a  greater  right  than  he  has 
himself:' 

It  is  also  a  general  rule  of  law  that  if  a  person  loses  a  thing,  or  has 
it  stolen  from  him,  he  does  not  thereby  lose  the  property  in  it 
Consequently  he  can  not  only  receive  it  from  the  finder  or  thief 
himself,  but  also,  if  found  in  the  possession  of  anyone  else,  to  whom 
the  finder  or  thief  has  disposed  of  it,  even  though  that  person  bought 
it,  or  took  it  in  pledge,  honestly  and  in  good  faith,  and  gave 
full  value  for  it,  and  not  knowing  that  it  was  not  the  lawful  property 
of  the  seller  or  pledger.  This  right  of  recovery  is  termed  the  Jus 
vindicandi  in  Roman  Law. 

But  to  this  rule  of  law  Money  was  always,  from  the  very  necessity 
of  the  case,  an  exception.  Business  and  commerce  could  not  go  on 
^^  the  seller  of  goods  had  always  to  inquire  into  the  right  of  the 
purchaser  to  the  money  he  possesses.  If  money  has  been  lost  or 
stolen,  the  true  owner  iiay  recover  it  if  he  finds  it  in  the  possession 
of  the  finder  or  thief.  But  if  the  finder  or  thief  has  once  purchased 
goods  with  it,  and  the  shopkeeper  has  taken  it  honestly  in  the  usual 
Course  of  business,  and  without  knowing  it  has  been  stolen,  he  can 
retain  it  against  the  true  owner,  even  though  he  should  be  able  to 
Identify  it.  That  is,  the  person  who  acquires  Money  honestly  in 
^he  usual  course  of  business  has  a  good  title  to  it,  even  though  the 
^nsferor  had  not  Thus  it  is  said  in  law  that  "  the  property  in 
Money  passes  by  delivery"  Thus,  after  Money  has  once  been 
passed  away  in  commerce  to  an  innocent  receiver,  the  true  owner  of 
U  has  lost  his  Jus  vindicandi. 

It  is  this  peculiarity  which  affects  the  property  in  Money  which 
passes  by  delivery,  which  is  denoted  by  the  words  Current  and 
Currency  in  English  law.  And  when  an  Act  of  Parliament 
declares  that  any  instrument  shall  be  "  Current,"  it  means  that  the 
property  in  it  shall  pass  by  delivery  to  the  innocent  purchaser  or 
pledgee. 

This  Quality  of  Currency  is  also  called  Negotiability, 

And  when  the  representatives  of  Money,  such  as  Bank-notes, 
Bills  of  Exchange,  &c.,  came  into  use,  the  Law  Merchant  applied 
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the  same  principle  of  Currency  to  them.  They  are  like  Mone 
80  far  as  this,  that  the  property  in  them  passes  by  delivery.  1 
if  they  are  lost  or  stolen,  the  true  owner  may  recover  them  if 
are  still  in  the  hands  of  the  finder  or  thief;  but  if  the  finder  or 
succeeds  in  passing  them  away,  or  pledging  them  for  value  in 
ordinary  course  of  business  to  an  innocent  purchaser,  that  innc 
purchaser  acquires  the  property  in  them,  and  may  retain 
against  the  true  owner,  who  has  lost  his  Jus  vindicandi  equally 
the  case  of  Money,  and  enforce  payment  of  them  from  al 
parties  liable  on  them. 

This  doctrine  has  been  affirmed  in  a  whole  series  of  cases  u 
Courts  of  Law,  which  we  shall  notice  shortly. 

It  follows  from  this  that  in  strict  law  this  principle  of  Cun 
can  only  be  applied  to  those  Rights  of  Action  which  are  recordi 
some  material,  such  as  paper.  An  abstract  Right  cannot  be 
mislaid,  or  stolen,  or  passed  away  in  commerce  by  hand.  1 
Right  of  Action  to  be  Currency  in  strict  law,  it  must  be  recorde 
some  material,  so  as  to  be  capable  of  being  carried  in  the  ha 
in  the  pocket,  or  put  away  in  a  drawer,  or  dropped  in  the  stre 
stolen  from  the  drawer  or  the  pocket,  or  picked  up  in  the  stree 
carried  away  by  the  finder  or  thief,  and  transferred  by  hai 
commerce. 

So  far  as  regards  Mercantile  Law,  then,  there  is  no  difficulty 
meaning  of  the  word  is  perfectly  clear.  But  if  the  word  Currei 
used  to  denote  a  certain  class  of  Economic  Quantities,  synony 
with  Circulating  Medium,  a  difficulty  arises;  because  there 
immense  mass  of  Credit  which  has  produced  exchanges  anc 
circulated  commodities,  and  is  therefore  Circulating  Medium,  ^ 
is  not  recorded  on  any  material  at  all  in  such  a  way  that  it  ci 
lost  or  stolen,  and  carried  off  and  transferred  in  commerc 
manual  delivery. 

Thus  the  gigantic  mass  of  Banking  Credits,  and  the  Book  1 

of  traders,  have  all  efifected  Sales  or  Circulation,  and  therefore 

are  all  Circulating  Medium;   but  they  have  not  the  attribu 

Currency  in  a  legal  sense,  because  they  cannot  be  mislaid, 

or  stolen ;  and  picked  up  or  stolen  from  the  pocket,  or  the  di 

and  passed  away  in  commerce  by  manual  delivery.     So  also  p 

Debts  between  persons,   termed  Verbal  Credits;    they  only 

from  the  transfer  of  goods  or  money,  or  from  some  service 

'nd  they  exist  equally  whether  they  are  recorded  on 

'hey   are   equally   Circulating    Medium.     Private    1 

iders  eflfect  sales  and  affect  prices  exactly  like  so 
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.  Consequently,  though  they  are  not  Currency  in  strict  Uw, 
hat  word  is  still  to  be  retained  ti  a  scientific  terra,  denoting 
in  class  of  Economic  Quantities,  synonjrmous  with  Circu- 
McdiuRi,  they  roust  all  be  included  in  that  term,  as  was 
done  in  the  Parliamentary  debates ;  because  they  can  always 
irded  on  paper  at  pleasure,  and  put  into  circuUtion;  and 
icy  actually  do  become  Currency  in  strict  law,  and  their 
and  eflfects  are  exactly  the  same,  whether  they  are  recorded 
er  or  not 


nt  in  ihi  Courts  of  Law  respectimg  ike  meamimg  of  CurrBO^f. 

meaning  of  the  word  Currency  has  acquired  so  much  im- 
e,  in  consequence  of  the  Bank  Charter  Act  of  1844  being 
upon  a  peculiar  definition  of  it,  which  will  have  to  be 
ed  hereafter,  that  it  will  be  more  satisfactory  to  place  before 
a  tfsumf  of  the  decisioiu  of  the  Couru  of  Law  as  to  the 
;  of  the  term. 

k  Notes.  —  In  Miller  ▼.  Race  (1  Bun.  45a),  confirming 
vifi  (1  Lord  Raymond,  738X  the  Court  of  King's  Bench 
!  that  Rank  Notes  have  the  Credit  and  Currency  of  Money, 
.ntcnts  and  purposes.      '*An  action  would  lie  agaiiut  the 

that  no  one  disputes;  but  not  after  the  note  had  been 
avay  m  Currency.  An  action  would  not  lie  against  the 
£t.  because  he  took  it  in  the  course  of  Currency ;  and  it 
c  could  ni)t  be  followed  in  his  hands.  It  never  shall  be 
1  intM  the  hands  of  a  person  who  bona  fide  took  it  in  the 
C'f  Cunci.i  y.     .\   Hank  Note  is  constantly  and  universally, 

h<*nic  and  abroad,  treated  as  Money,  as  cash;  and  it  b 
Hi  lor  the  |iuq>oses  of  commerce  that  their  Currency 
■  <  established  and  maintained.*' 

Ijues.     In   (rntnt  v.    I'auji^han   (3    liarr.    1516)   the  Court 
(w^ly  held  that  i'he<iues  possess  the  attribute  of  Currency 
Lke  Hank  Notes. 

\  of  Exchange.-  In  PtaoHk  v.  Khthits  (2  Douglas,  633) 
«n  derided  that  Bills  of  I'lxchange  i>ossess  the  attribute  of 
y  ciactly  like  H.ink  Notes.  Lord  Mansfield  said,  **The 
rd  a  \\\\\  of  I-'.xchange,  or  Promissory  Note,  is  not  to  be 
red  a«  the  assignee  of  the  payee.  .\n  assignee  must  take 
ig  assi^*ne<l.  subject  to  all  the  eiiuity  to  which  the  original 
-as  subject.     If  this  rule  applied  to  Bills  and  Promissory 
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otes,  it  would  stop  their  Currency.  The  law  is  settled  tl 
>lder,  coming  £drljr  hj  a  Note  or  Bill,  has  nothing  to  do 
e  transaction  between  the  original  parties.  I  see  no  diffe 
rtween  a  Note  indorsed  in  blank,  and  one  payable  to  b 
bey  both  go  by  delivery,  and  possession  proves  property  in 
ses." 

In  Collins  v.  Martin  (B.  &  P.  648)  the  same  doctrine  of  Cm 
IS  applied  to  pledging  Bills  equally  as  to  selling  them. 
J.,  said,  ^'For  the  purpose  of  rendering  Bills  of  Exc 
^otiable,  the  Right  of  Property  in  them  passes  with  the 
very  holder  of  the  Bills  takes  the  Property,  and  his  title  is  st2 
1  the  Bills  themselves  The  Property  and  the  possessic 
separable.  This  was  necessary  to  make  them  negotiable ;  i 
spect  they  differ  essentially  from  goods,  of  which  the  proper! 
e  possession  are  in  different  persons.'* 

Foreign  Bonds. — In  Gorgier  v.  Mieville  (3  B.  &  C.)  F 

onds  payable  to  the  holder  were  decided  to  possess  the  atl 

Currency,    exactly  as    Bank    Notes   and    Bills    indors 

ank. 

Exchequer  Bills. — In  Wookey  v.  Pole  (4  B.  &:  Aid.  i 
lequer  Bills  payable  in  blank,  or  order,  were  also  decid 
)ssess  the  attribute  of  Currency.  The  question  was  w 
xchequer  Bills  followed  the  law  of  goods,  in  which  there  is  tl 
ndicandi^  or  the  law  of  Money,  in  which  there  is  no  Jus  vindi 
;cept  in  the  case  of  the  owner  finding  it  in  the  possession 
ief  or  finder.  The  Court  held  that  Exchequer  Bills  follow  t] 
Money.  Holroyd,  J.,  said,  **  It  has  long  been  fully  settlci 
ank  Notes,  or  Bills,  Drafts  on  bankers.  Bills  of  Exchange,  0 
issory  Notes,  either  payable  to  order,  and  indorsed  in  bla 
lyable  to  bearer,  when  taken  bond  fide,  and  for  a  valuabb 
deration,  pass  by  delivery,  and  vest  a  right  in  the  tran 
ithout  regard  to  the  title,  or  want  of  title,  in  the  person  trans; 

em These   authorities   shew   that   not   only   ! 

self  may  pass,  and  the  Right  to  it  may  arise  by  Currency  ; 
It  further,  that  these  mercantile  instruments,  which  entit 
jarer  of  them  to  money,  may  also  pass,  and  the  Right  to 
ise  in  like  manner  by  Currency  or  Delivery.  .  . 
ixt  consider  the  nature  and  effect  of  the  instrument,  both  as 
operty  which  it  concerns,  and  as  to  its  Negotiability  by  la 
.  The  instrument  is  created  by  the  Statute,  48  Geo.  Ill 

hereby  made  Negotiable  and  Current 

!  therefore  stands  thus  :  The  Exchequer  Bill  was  a  Cu 
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rg^tiable  instrument  for  the  pajrroent  of  Money.  Now 
passes  from  one  person  to  another  by  reason  of  its  Cur- 
ind  for  that  reason  only,  and  not  because  it  has  no  earmark, 
A  be  recovered  from  the  person  to  whom  it  has  passed. 
he^)ucr  Bill,  therefore,  seems  to  me  upon  the  same  principle 

•  the  nature  of  Money,  for  which  it  is  a  security." 

chitm  V.  Primmst  (7  C.B.N.S.  p.  8)  Williams,  J.,  said: — 
we  think,  settled  law  that  if  the  defendant  had  drawn  a 

and  if  before  he  had  issued  it,  he  had  lost  it,  or  had  it 
om  him,  and  it  had  afterwards  found  its  way  into  the  hand^ 
k\cx  for  value,  without  notice,  who  had  sued  the  defendant 
he  would  have  had  no  answer  to  the  action.     So  if  he  had 

a  Bill  in  blank,  or  a  Bill  payable  to  his  order,  and  if  it  had 
:  or  stolen  before  he  had  delivered  it  to  any  one  as  indorsee. 
v>n  IS  th.it  such  Negotiable  Instruments  have,  by  the  law 

t.   l>et-omc  part  of  the  Mercantile  Currency  of  the 

xim\  in  order  that  this  may  not  be  impeded,  it  is  requisite 

MTcnt  holders  for  value  should  have  a  right  to  enforce  pay- 

them  against  those  who,  by  making  them,  have  caused 

be  jart  of  the  Currency.** 

htsf.'cr  V.  Foster  (14  C.B.N.S.  248)  Willes,  J.,  said,  "The 
rule  of  law  is  undoubted,  that  no  one  can  transfer  a  better 
ri  he  himself  i)ossesscs  :  Nfmo  dat  quod  non  hahtt.  To  this 
c  M.>inc  exceptions,  one  of  which  arises  out  of  the  rule 
.:»    merrhjint  as  to  Negotiable  Instruments.     These  being 

•  ihi-  Currency,  are  subject  to  the  same  rule  as  Money.** 
■r-i.v  \.   Ki>bitti  (1    M.  and  M.   133)  lx)rd  Tenlerden  s])okc 
r'-'    jujHrr   as   l>eini;  pan   of  the  Circulating    Medium  of 

;•:,•  \  Smtth  (7  Bing.  284)  Tindall,  C.  J.,  said,  **The  first 
.  was.  whether  the  instruments  in  dispute  had  aojuired 
'  1  'urse  of  dealing  pursue<l  in  the  City  the  character  of 
■  'tcs.  Chctjues,  Bills  of  Kxchange,  Dividend  Warrants,  Bills 
•f   instruments  which   form  part  of  the  Currency  of  the 

"J:rin  v.  Ri^arti  (I..  R.,  10  Kxcheii-  377)  scrip  entitling  the 
!'►  demand    Bonds   from  a   Foreign  (iovernnient   were   also 

•0  jw>s'iess  the  attribute  of  Currency. 

e  ei!ra<  \s  authoritatively  decide  the  true  meaning  of  the 
Currency.  It  means  that  the  rro[)erty  to  whi<h  this 
c  t»  attached  is  an  exception  to  the  general  jus  vinJuandi 
inaches  to  gocxls. 


2/0  Fundamental  Concepts  and  Axioms  [Bil  Vl  \ 

It  means  that  when  once  this  class  of  property  has  been  acqaiicdPh 
by  a  purchaser  honestly  in  the  wSiy  of  business,  the  property  bIh 
it  passes  by  delivery.  And  this  is  the  sole  meaning  of  the  woript^ 
Currency.  Isi: 

These  cases  decide  that  Money  and  all  written  Securities  iior|~ 
money  made  transferable  by  the  parties  to  them  are  all  indaded  p 
under  the  term  Currency,  |s 

We  may  now  observe  that  it  is  a  great  misfortune  that  the  wori  v  ■ 
Currency  has  established  such  a  hold  in  Economics.  Becaiaev^ 
it  is  not  an  Economical  term  at  alL  Circulating  Medium  is  am- 
technical  term  in  Economics,  and  denotes  a  certain  class  of  S 
Quantities  about  which  there  can  be  neither  mistake  nor  doubt  I 
But  Currency  is  a  pure  term  of  Mercantile  Law,  and  has  nothing  t»  I 
do  with  Economics.  Circulating  Medium  is  the  name  of  a  certaii  I 
class  of  Quantities,  but  Currency  is  an  attribute  of  certain  I 
Quantities,  and  to  call  the  Quantities  themselves  by  the  name  of  an  I 
attribute  is  as  absurd  as  to  call  a  Wheel  a  Rotation^  or  a  Hone  I 
a  Velocity.  Supposing  that  the  Jus  vindicandi  were  taken  am^  I 
by  law,  everything  would  be  Currency;  suppose  that  the  /itf  i 
vindicandi  were  accorded  to  Money  and  Securities  for  Money, 
nothing  would  be  Currency. 

Nevertheless  the  word  is  too  firmly  established  to  be  abolished, 
and,  therefore,  the  only  plan  is  to  remember  that  it  is  absolutdj 
synonymous  with  Circulating  Medium,  and  includes  Money  and 
Credit  in  all  its  forms,  both  written  and  unwritten. 

On  Banking  Credits,  or  Deposits,  as  Money  and  Currency. 

It  has  been  shown  above  that  the  term  Circulating^  Medium 
means  the  medium  which  circulates  commodities,  and  hence, 
ex  vi  termini,  it  necessarily  includes  Money  and  Credit  in  all  its 
forms  both  written  and  unwritten,  because  if  a  person  buys  goods  on 
Credit,  or  by  issuing  a  Right  of  Action,  that  Credit  or  Right  of 
action  circulates  the  goods  equally,  whether  it  is  recorded  on  paper 
or  not. 

So  we  have  shown  that  Money,  and  all  Rights  to  Money  recorded 
on  some  material  which  can  be  lost,  or  stolen,  and  passed  away 
by  manual  delivery,  are  included  under  the  term  Currency. 

A  superficial  difficulty,  however,  arises  when  the  term  Currency  is 
used  as  synonymous  with  Circulating  Medium,  because  there 
is  a  vast  mass  of  Credits  which  have  circulated  goods,  and  are 
therefore    Circulating   Medium,    which   are   not    recorded   on   any 
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\  aad  ttamfenble  material,  and  thqciMie  are  nol  Cnncoqr 
tikt  legal  aentei  toch  as  Dcpo>iU>  or  Debts  in  bankcisf 
lad  Book  Debts  in  tiadcn' sIk^  and  other  kinds  of  verbal 

slightest  rcflecdoiit  howerer,  will  show  that  there  b  no  teal 
r  in  the  case.  A  Right  of  Action,  Credit,  or  Debt  b  exactly 
c  in  its  nature,  whether  recorded  on  paper  or  not  And  it 
^kOQght  and  sold,  or  exchanged,  with  perfect  fiuilitj  in  either 
[a  Ronan  Law,  in  which  written  instrmnents  were  not  osedb 

wanted  to  transfer  a  debt,  the  Creditor,  the  Debtor,  and  the 
Te  met  together :  the  Creditor  transferred  the  Debt  orally  to 
isierBe.  and  the  Debtor  oially  agreed  to  pay  the  Transferee,  in- 
r  his  original  Creditor.    Thb  was  a  complete  and  valid 

of  the  DebL  The  same  mode  of  proceeding  b  equally 
transfer  of  the  Debt  in  English  law.  But  in  many  cases 
1  clumsT  and  inconvenient  way  of  tnnsferring  a  Debt 
r.:tciT  more  convenient  to  write  it  down  on  paper :  and  then 
be  mnsfcrred  like   Money  and  any  other  chatteL     But 

:*ic  transfer  be  effected  orally  or  by  written  docimient  can 
'  pf^^ihie  d:frerence  in  the  nature  of  the  Ri^L  Recording 
L  I  »cbti  or  Right  of  Action,  therefore,  on  paper  does  not 
r.%  De«  Ki^ht.  it  merely  records  an  already  existing  Right 
IT      Payment,  therefore,  by  means  of  a   Bank   Note,  or 

-r  Bank  Credit,  termed  a  I>eposit,  is  absolutely  the  same. 
Lr.&  No:cs  and  Cheques  are  Currency  in  strict  legal  phrase- 

.:  i.i:  k  Credit!^  or  I  deposits,  are  not  Currency  in  strict 
r::se-.>lix:y.  because  they  cannot  be  lost,  mislaid,  stolen,  and 
viy  in  commerce  by  manual  delivery, 
■o  'if  a  IkK>k  l>cbt  in  a  tradesman's  books^  If  a  tradcs- 
y%  .:«:<:k1s  from  a  merchant  on  credit,  that  Credit  has 
•ii  exactly  the  same  function  in  Ctrculnting^  the  goods  as 

L«t2use  we  have  shon-ri  that  the  word  Circulation  means 
T'Ods  «i:h  Money  or  Credit :  and  the  Credit  has  been 
:he  medium  01  Circulation,  or  Sale,  whether  it  is  recorded 
T  or   not :  but  it  is  not  Currency  because  it  cannot   be 

m  the  street  stolen  and  transferred  to  some  one  else  by 


'.ncicsft.  all  these  Rook  Credits,  or  I>ebts,  in  the  lK>>ks  of 

and  traders  are  euctiy  of  the  same  nature  as  if  they  were 

as  Circ*jlatir.^  Pajicr.  and  they  can  always  be  recorded  on 

!ae  wiil  of  the  parties :  when  they  become  Cuncncy  in  the 

of  the  term. 
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If,  then,  we  are  compelled  to  adopt  this  barbarism,  and  eoif 
the  term  Currency  to  denote  a  certain  class  of  Economic  Qn 
des,  synonymous  with  Circulating  Medium,  tt  must,  by  the  hn 
philosophy,  be  held  to  include  Bank  Credits,  or  Deponts,  B 
Debts,  and  Verbal  Credits  or  all  sorts. 

And  this  is  exactly  what  Mercantile  Law  does.  It  trcab 
form  of  Credit  payable  by  a  banker  on  demand,  whether  it  bt 
Bank  Note,  Cheque,  or  Deposit,  as  Money  or  cash.  They  an 
equally  in  the  eye  of  the  law  payment :  that  is,  none  of  them 
legal  money :  that  is,  a  debtor  cannot  compel  his  Creditor  to 
payment  in  them  of  a  Debt :  but  if  a  Creditor  chooses  to  do  lo^ 
his  own  accord,  without  objection,  they  all  stand  on  exactly 
same  footing  as  payment 

With  regard  to  Cheques,  Lord  Mansfield  said,  in  Graat  % 
Vaughan,  that  a  Cheque  is  the  same  thing  as  a  Bank  Note. 

In  Pearce  v.  Davits,  Patteson,  J.,  said  that  a  Cheque  opetata 
payment  until  it  has  been  presented  and  refused. 

So  in  /ones  v.  Arthur  (8  Dowe.,  442)  Coleti^e,  J.,  held  til 
tender  of  payment  by  Cheque  is  good  unless  objected  to  on  tbit 
account. 

In  Sevan  v.  Jfi/i  (3  Camp.,  38 1 ),  where  a  person  having  accept^- 
a  Cheque  in  payment  and  lost  it,  and  the  banker  failed  having  funik 
to  meet  the  Cheque,  Lord  EUenborough  held  that  the  Cheque  wu ! 
payment. 

The  very  same  doctrine  is  true  regarding  a  Bank  Credit  or 
DepOMt. 

»-In  Gillard\.    Wise  (5  B.  and  C,  134)  Holroyd,  J.,  said— "Tl* 

^Oefendants  instead  of  sending  a  clerk  to  receive  cash  for  the  notOi 

sent  them  to  the  persons  who  ought  to  have  paid  them ;    but  tber 

sent  them,  not  for  tlie  purpose  of  being  paid  in  money,  but  of  bdif 

placed  to  their  credit  Jn  account     When  that  credit  was  given,  the 

legal  effect  was  the  same  as  if  the  notes  had  been  paid  to  then  ui 

money." 

Thus  a  Right  of  Action  against  a  banker,  payable  on  demand,  is  b 

cantile  community  considered  as  money,  or  cash,  whether  it 

e  form  of  a  Rank  Note,  a  Cheque,  or  simply  a  Bank  Credit, 

HUt ;  and  though,  of  course,  in  the  strict  legal  sense,  only  the 

»  are  Curreacy,  and  yet  in  a  philosophical  sense,  if  we  are 

il  to  adopt  the  word,  all  three  forms  must  be  Currency. 

"a  other  poLDts  of  law,  Bank  Notes  and  Bank  Credits  are 

eluded  in  the  terms  Money,  or  Cash.     In  the  case 

bf^K'i  Will,  Lord  Hardwicke  held  that  Bank  Notes 
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under  the  title  of  cash;  and  in  Miller  v.  Raee^  Lord 
M  said — "Bank  Notes  pass  by  a  will  which  bequeaths  all 

%  Monej  or  Cash." 

the  very  same  doctrine  is  held  respecting  a  Bank  Credit,  or 
,  or  a  balance  on  a  banking  account 

in  Vaisey  v.  Reynolds  (5  Russell,  12)  the  testator  bequeathed 
ifc  all  his  book  debts,  monies  in  hand ;  and  to  his  executors, 
aK>nies  out  at  interest  or  mortgage,  notes  of  hand,  or  any 
whatever.  I^rd  Lyndhurst  said — '*  The  testator  has  referred 
descriptions  of  money,  monies  in  hand,  and  monies  out 
est  or  mortgage,  notes  of  hand,  and  other  securities.  The 
in  the  banker's  hands,  though  it  carries  interest,  was  not  out 
rst  or  security,  and  it  was  in  the  same  order  and  disposition 
icstator  as  if  it  had  been  deposited  in  his,  own  drawer.  It 
mfcrrod  that  the  testator  meant  to  pass  it  by  one  of  the  two 
ions  which  he  used.  In  no  sense  was  it  money  as  security, 
\  reasonable  sense  it  was  money  in  hand,  and  passed  there- 
:hc  wife.- 

1  Taylor  v.  Taylor  (i  Jurist,  401),  where  the  testator 
bed  all  his  ready  money,  Lord  Langdale  said — "It  is  true 
strict  legal  language,  what  is  called  money  deposited  at 
t's«  is  nothing  more  than  a  Debt,  and  cannot  be  called  ready 
but  m  the  ordinary  language  of  mankind,  money  at  a 
^  \s  called  ready  money,  and  we  must  construe  a  will  accord- 
\z  oriiinary  language  of  mankind.'* 

a;n  m  Parkers.  Marchant  (\  V.  and  C.  290),  Bruce,  V.C., 

I'ndoubtedly  an  ordinary  balance  at  a  banker's  is,  in  a  sense, 

due  to  him— certainly  he  may  be  sued  for  it  as  a  Debt     But 

X  f  |ually  true  that  in  a  sense  it  is  ready  money The 

Debt'  however  technically  correct,  is  not  collot^uially  or 
\\  applied  to  a  balance  at  a  l)anking-house.  No  man  talks 
-anker  in  that  character  l>eing  indebted  to  him.  Men  speak- 
luih  a  subject  say  that  they  have  so  much  at  their  banker's, 
.xh  m  their  banker  s  hands  ;  a  mode  of  expression  indicating 
osscssion,  rather  than  the  right  to  which  the  law  applies  the 

u  in  action Agreeing  that  the  term  (ready  money)  is 

>Ie  to  money  in  the  purse  or  the  house,  I  cannot  agree  that  it 
-aed  tt>  money  so  placed.  Money  {laid  into  a  banking-house 
rdinar\  mrxle,  is  so  juid  for  the  purpose  of  bein^  not  safe 
but  re*iJy  as  well  as  safe."  .\nd  consei|uently  the  V.(\  held 
Bank  Credit  or   Deposit   passed  under  the  term   **  ready 
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**  If  a  customer,  having  a  balance  of  ^10,000  at  his  banker's, 
vuts  /^looo  he  roust  take  a  piece  of  paper  and  deliver  it  to  the 
btaken.  before  the  bankers  would  pay  him  the  money  which  they 
kold  for  him.  Now,  with  respect  to  the  deposit-money,  the  customer 
i  he  wants  that  money,  or  any  part  of  it,  must  bring  the  deposit 
rrceipc  instead  of  an  ordinary  Cheque ;  but  that  does  not  make  it 
leti  accessit^e  to  him  than  if  the  bankers  held  it  liable  to  be  paid 
(>Q  Gie«]ues.  If  the  slightest  doubt  were  cast  upon  the  accessibility 
of  a  depositor's  money  which  a  banker  holds  as  deposit  receipts, 
K  would  soon  put  an  end  to  the  account  altogether. 

*  My  decision  proceeds  upon  this,  that  as  to  the  deposit  notes,  as 
aoch  as  to  the  current  account,  the  relation  of  banker  and  Customer 
rtisu  ;  that  the  banker,  holding  money  of  a  customer,  whether  as  a 
fVposit  account  or  a  current  account,  unless  there  is  some  express 
rsotnct  to  uke  it  out  of  the  ordinary  case  of  deposit,  holds  it  as 
oooer  ;  and  as  money  so  readily  accessible  to  the  customer,  or  the 
fdation  of  banker  and  customer,  that  it  is  held  to  pass  under  the 
^cfciiption  of  nK>ney  generally." 

TV  imporunce  and  the  practical  bearing  of  these  investigations 
ud  decisions  are  e\'ident  All  banking  advances  are  made  in  the 
£nt  instjmce  by  creating  Bank  Credits  or  Deposits,  in  favour  of  the 
cjtofDcr.  These  Deposits  are  simply  Rights  of  Action,  or  simple 
^crtnct  I  k-bts.  Now  these  Rights  of  Action,  Credits,  or  Debts,  are 
•".c  *•  c*  Kxi*  and  chattels,"  or  property  of  the  customer,  which  are 
rurtiv  of  the  same  value  as  money,  because  they  can  be  always 
nchan|:eti  for  money  instantly  on  demand.  But  the  customer 
«r^Hes  to  use  these  Oedits  as  money,  and  transfer  them  to  someone 
"be.  Thi2i  may  be  done  by  writing  them  down  on  paper  either  as 
N"  <es  OT  Chetjues.  But  it  is  evident  that  the  property  or  "goods 
L*)d  chattels  "*  are  identically  the  same,  whether  they  are  written 
Vwn  on  |>a{ier  or  not.  Now,  many  persons  seeing  a  material 
*.;::&  .Vole  or  Cheque,  are  willing  to  admit  that  they  are  cash. 
^JL  from  the  want  of  a  little  reflection,  and  ignorance  of  the 
9cchant«n  of  banking,  they  feel  a  difficulty  with  regard  to  what 
'^  tec  as  Deposits.  They  admit  that  a  Bank  Note  or  a  Cheque, 
:i  IB  -  Ifttue,"  and  Currency  or  (Circulating  Medium,  but  they  fail  to 
lee  dut  a  Bank  Credit  is  exactly  in  the  same  sense  etiually  an 
*  Ibdc,"  *•  Currency,"  and  Circulating  Medium. 

^lini  unreflecting:  persons  see  so  many  figures  in  a  book,  they  are 
^'«Mtimes  startled  at  hearing  them  called  Wealth,  but,  in  fact,  it  is 
vx  tiieie  figures  in  the  ledger  that  are  the  Wealth  ;  these  figures 
^  ccly  the  evidence,  the  register,  and  the  acknowledgment  of  so 
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many  Rights  of  Action,  Credits,  or  debts,  which  are  the  property  or 
goods  and  chattels  of  the  creditors  of  the  banker ;  these  Rights  of 
action  are  just  as  much  "  issued "  and  in  ''  circulation  "  as  if  tbey 
were  Notes ;  they  are  equally  Rights  of  Action  to  demand  gold,  and 
it  makes  not  the  slightest  difference  in  their  nature  whether  they  are 
recorded  as  paper  or  not  The  figures  in  the  book  are  a  mere 
reminder  to  the  banker  that  he  is  bound  to  pay  them  in  gdd  if 
demanded. 

Thus  these  Bank  Credits,  or  Deposits,  are  a  mass  of  Exchangeable 
Property,  like  so  much  gold,  or  com,  or  timber  or  any  other,  and 
their  value  depends  upon  exactly  the  same  thing  as  the  value  of  any- 
thing else ;  whether  they  can  be  paid  in  gold  on  demand,  and  for 
this  reason  they  are  termed  Pecunia^  ReSy  Bona^  Merx  in  Roman 
Law  :  yjyqixaTOy  irpayixaTOy  dyaOoj  ovcriOy  oZKO^'in  Greek  Law,  and 
Goods,  Goods  and  Chattels,  Chattels,  Merchandise,  Vendible  Com- 
modities,  and  Incorporeal  Wealth  in  English  Law ;  and  it  was  the 
unanimous  doctrine  of  Statesmen  and  Economists,  until  the  time  of 
Lord  Overstone  and  his  sect,  that  Money  and  Credit  in  all  its  forms 
and  varieties,  both  written  and  unwritten,  constitute  the  Currcnq 
or  Circulating  Medium,  which  is  amply  confirmed  by  the  decisions 
of  the  Courts  of  Law  which  we  have  so  copiously  quoted. 

On  Lord  Ouerstone's  Definition  of  Currency, 

We  have  now  explained  the  true  meaning  of  the  words  Circulating 
Medium  and  Currency,  and  fortified  our  exposition  by  a  series  of 
unanimous  decisions  of  the  Courts  of  Law,  so  as  to  render  it 
perfectly  unassailable.  The  question,  however,  is  of  such  im- 
portance that  we  must  now  examine  at  length  the  doctrines  of  Lord 
Overstone  and  his  sect,  as  the  whole  monetary  and  banking  system 
of  this  country  is  at  present  based  upon  a  peculiar  definition  of 
theirs,  and  we  must  allow  them  to  speak  for  themselves. 

Disputes  about  the  meaning  of  the  term  Currency  began  about 
1800;  but  we  need  pay  no  attention  to  them,  because  they  had 
no  practical  effect. 

The  question,  "  What  the  term  Currency  includes  ? "  was  vehem- 
ently discussed  before  the  Committee  on  Banking,  in  1840;  and 
by  this  time  a  strong  and  influential  party  had  adopted  a  certain 
definition  which  prevailed  with  Sir  Robert  Peel,  and  upon  which 
the  Bank  Act  of  1844  is  founded. 

The  leaders  of  this  party  were  Mr.  Samuel  Jones  Loyd, 
afterwards    Lord    Overstone,    Mr.    George    Warde   Norman,    and 
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Colonel  Torrens;    and  we  shall  now  let  them  explain  their  own 
views. 

Mr.  George  Warde  Norman,  a  director  of  the  Bank  of  England, 
was  asked : 

Q.  1 69 1.  Are  there  any  grounds  for  considering  the  Deposits 
of  the  Bank  of  England  as  Currency  ? — No,  I  think  not 

Q.  1692.  Do  you  consider  that  any  Deposits,  merely  in  their 
character  of  Deposits,  can  be  considered  as  Currency? — No,  I 
do  not 

Q.  1693.  Will  you  state  what,  in  your  opinion,  forms  the  dis- 
tinction between  Currency  and  Deposits  ? — I  consider  that,  looking 
broadly  at  Deposits  and  Currency,  they  are  quite  distinct;  they 
have  little  to  do  with  each  other.  But  I  conceive  that  the  use 
of  Deposits  is  one  of  the  banking  expedients  which  is  available 
for  economising  Currency,  along  with  a  great  many  others.  I  do 
not  consider  them  as  Currency,  or  Money.  I  ought  to  observe, 
perhaps,  to  the  Committee,  that  I  employ  the  words  "  Money "  and 
"Currency"  as  synonymous.  Deposits  are  used  by  means  of 
transfers  made  in  the  books  of  bankers ;  and  these  afford  the  means 
of  adjusting  and  settling  transactions,  and  pro  tanto  dispense  with 
a  certain  quantity  of  Money ;  or  they  may  be  set  off  against  each 
other,  from  one  banker  to  another,  to  a  certain  extent,  and  thus 
produce  the  same  effect  Still  they  possess  the  essential  qualities 
of  Money  in  a  very  low  degree. 

Q.  1694.  Do  you  entertain  a  similar  opinion  as  to  Bills  of 
Exchange  ? — Yes,  exactly.  I  think  they  are  also  used  to  economise 
Currency.  I  look  upon  them  as  banking  expedients  for  that 
purpose ;  but  they  do  not  possess  fully  the  qualities  which  I  con- 
sider Money  to  possess. 

Q.  1695.  ^'^  you  explain  the  difference  between  the  functions 
which  Money  will  perform,  and  those  which  Bills  of  Exchange,  or 
Deposits,  will  perform? — ^To  answer  that  question  fully,  one  must, 
I  am  afraid,  take  rather  a  wide  view;  but  I  look  upon  it  that  the 
three  most  essential  qualities  Money  should  possess  are  that  it 
should  be  in  universal  demand  by  everybody,  in  all  times  and  in 
all  places ;  that  it  should  possess  fixed  value ;  and  that  it  should 
be  a  perfect  numerator.  There  are  other  qualities,  but  I  think  these 
are  the  most  essential.  Now,  when  I  look  at  all  banking  ex- 
pedients, I  find  that  they  do  not  possess  these  qualities  fully.  They 
p>ossess  them  in  a  very  low  degree ;  and  therefore,  as  we  see  took 
place  in  1835,  with  a  very  large  increase  of  the  Deposits  of  the 
Bank,  the  Circulation  diminished ;  and  there  was  evet^  ap^^^x^XiC^ 
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of  the  efifects  of  contraction;  and  there  was  an  increased  influx 
of  treasure ;  and  I  conceive  from  that  there  were  lower  prices.  1^ 
a  numerator,  I  mean  that  which  measures  the  value  of  other  com- 
modities with  the  greatest  possible  facility.  If  we  look  at  all  these 
banking  expedients,  we  see  that  they  possess  the  three  qualities 
which  I  have  mentioned  in  a  very  much  lower  degree. 

Q.  1696.  Will  you  state  in  what  respect? — I  can  only  take  them 
one  by  one.  A  Bill  of  Exchange  is  an  instrument  commonly  pay- 
able at  some  future  time :  at  a  certain  place :  and  to  some  particular 
individual :  it  is  of  no  use  to  any  other  individual,  except  it  is  in- 
dorsed to  him.  A  man  cannot  go  into  a  shop  and  buy  what  he 
wants :  he  could  not  pay  his  labourers  with  a  Bill  of  Exchange. 
The  same  with  a  banker's  Deposit :  he  can  do  nothing  of  that  sort 
with  that,  he  can  do  with  less  Money  than  he  would  otherwise  em- 
ploy if  he  has  Bills  of  Exchange  or  bankers'  Deposits :  but  he 
cannot,  with  Bills  of  Exchange  or  bankers'  Deposits,  do  whate?er 
he  could  with  sovereigns  and  shillings.  By  a  banker's  Deposit,  I 
mean  a  Credit  in  a  banker's  books :  nothing  more  or  less  than  that 
Mr.  Samuel  Jones  Loyd,  afterwards  Lord  Overstone,  was  asked— 
Q.  2655.  What  is  that  you  include  in  the  term  Circulation?— I 
include  in  the  term  Circulation,  metallic  Coin,  and  paper  Notes, 
promising  to  pay  the  metallic  Coin  to  bearer  on  demand. 

Q.  2661.     In  your  definition,  then,  of  the  word  Circulation,  you 
do  not  include  Deposits  ? — No,  I  do  not. 

Q.  2662.     Do  you  include  Bills  of  Exchange? — No,  I  do  not 
Q.  2663.     Why  do  you  not  include  Deposits? — To  answer  that 
question,  I  believe  I  must  be  allowed  to  revert  to  first  principles. 
The  precious  metals  are  distributed  to  the  diflferent  countries  of  the 
world  by  the  operation  of  particular  laws,  which  have  been  investi- 
gated, and  are  now  well  recognised.      These  laws  allot  to  each 
country  a  certain  portion  of  the  precious  metals,  which,  while  other 
things  remain  unchanged,  remains  itself  unchanged.      The  precious 
metals  converted  into  coin,  constitute  the  Money  of  each  country. 
That  coin  circulates  sometimes  in  kind :  but  in  highly  advanced 
countries,  it   is  represented  to  a  certain  extent  by  paper  Notes, 
promising  to  pay  the  Coin  to  bearer  on  demand :  these  Notes  being 
of  such  a  nature  in  principle,  that  the  increase  of  them  supplants 
Coin   to  an  equal  extent.     Where  these  Notes  are  in   use,  the 
metallic  Coin  together  with  these  Notes,  constitute  the  Money,  or 
Currency,  of  that  country.     Now  this  money  is  marked  by  certain 
distinguishing  characteristics :  first  of  all,  that  its  amount  is  deter- 
mined by  the  laws  which  apportion  the  precious  metals  to  the 
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different  countries   of  the   world :    secondly,  that   it  is   in   every 
country  the  common  measure  of  the  value  of  all  other  commodities : 
the  standard  by  reference  to  which  the  value  of  every  other  com- 
modity is  ascertained,  and  every  contract  fulfilled:  and  thirdly,  it 
becomes  the  common  medium  of  exchange  for  the  adjustment  of 
all  transactions  equally  at  all  times  between  all  persons,  and  in  all 
places.     It  has,  further,  the  quality  of  discharging  these  functions  in 
endless  succession.     Now  I  conceive  that  neither  Deposits  nor  Bills 
of  Exchange,  in  any  way  whatever,  possess  these  qualities.    In  the  first 
place,  the  amount  of  them  is  not  determined  by  the  laws  which 
determine  the  amount  of  the  precious  metals  in  each  country :  in 
the   second  place,   they  will  in  no  respect  serve  as  a  common 
measure  of  value,  or  a  standard,  by  reference  to  which  we  can 
measure  the  relative  value  of  all  other  commodities :  and  in  the 
next  place  they  do  not  possess  that  power  of  universal  exchange- 
ability which  belongs  to  the  money  of  the  country. 

Q.  2664.  Why  do  you  not  include  Bills  of  Exchange  in  Circula- 
tion ? — I  exclude  Bills  of  Exchange  for  precisely  the  same  reasons 
that  I  have  stated  in  my  former  answer  for  excluding  Deposits. 
There  b  another  passage  in  the  same  report  which  appears  to  me  to 
show  very  clearly  that  the  French  Chamber  have  fully  appreciated 
the  distinction  between  Bills  of  Exchange  and  Money:  "Every 
written  obligation  to  pay  a  sum  due  may  become  a  sign  of  the 
Money :  the  sign  has  acquired  some  of  the  advantages  of  Circulat- 
ing Money :  because,  like  Bills  of  Exchange,  it  may  be  transmitted 
by  the  easy  and  prompt  method  of  indorsement.  But  what 
obstacles  there  are !  It  does  not  represent  at  every  instant  to  its 
holder  the  sum  inscribed  on  it:  it  can  only  be  paid  at  a  distant 
time  :  to  realise  it  at  once,  it  must  be  parted  with.  If  one  finds  any- 
one sufficiently  trustful  to  accept  it,  it  can  only  be  transferred  by 
indorsement.  It  is  an  eventual  obligation  which  one  contracts 
one's  self,  and  under  the  weight  of  which,  until  it  is  paid,  one's 
credit  suffers.  One  is  not  always  disposed  to  reveal  the  nature  of 
one's  business  by  the  signatures  one  puts  in  circulation.  These 
inconveniences  led  people  to  find  out  a  sign  of  money  still  more 
active  and  more  convenient,  which  shares,  like  the  Bill  of  Exchange, 
the  qualities  of  metallic  money,  because  it  has  no  other  merit  but  to 
represent  it,  but  which  can  procure  it  at  any  moment :  which,  like 
the  piece  of  money,  is  transferred  from  hand  to  hand,  without  the 
necessity  of  being  guaranteed,  without  leaving  traces  of  its  passage. 
The  Note  payable  to  bearer  on  demand,  issued  by  powerful  associa- 
tions formed  under  the  authority,  and  acting  under  the  continual 
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observation  of  Government,  has  appeared  to  ptesent  these  idns' 
tages.     Hence  Banks  of  circulation." 

Q.  2665.    Under  similar  circumstances,  will  the  aggregate  amoiiC 
credited  to  depositors  in  bankers'  books  bear  some  relation  to  te 
quantity  of   money   in   the   country  ? — I   apprehend   that  it  ii 
dependent  in  a  very  great  degree.     I  consider  the  money  of  te 
country  to  be  the  foundation,  and  the  Bills  of  Exchange  to  be  the 
superstructure  raised  upon  it     I  consider  that  Bills  of  Exchange  ne 
an  important  form  of  banking  operations,  and  the  Circulation  of  tk 
country  is  the  money  in  which  these  operations  are  to  be  adjusted; 
any  contraction  of  the  Circulation  of  the  country  will,  of  couise^  act 
upon  credit     Bills  of  Exchange,  being  an  important  form  of  Credit 
will  feel  the  effect  of  that  contraction  in  a  very  powerful  degree; 
they  willy  in  fact,  be  contracted  in  a  much  greater  dq^ree  than  tbe 
paper  Circulation. 

Q.  2667.  Sir  Robert  Peel:  What  are  the  elements  which  cod* 
stitute  Money,  in  the  sense  in  which  you  use  the  exprcsaoo 
'*  quantity  of  money  "  ?  What  is  the  exact  meaning  you  attach  to 
the  words  "  quantity  of  money — quantity  of  metallic  Currency?"— 
When  I  use  the  words  "  quantity  of  money,"  I  mean  the  quantity  of 
metallic  Coin  and  of  paper  Notes,  promising  to  pay  the  Coin  on 
demand,  which  are  in  circulation  in  this  country. 

Q.  2668.     Paper  Notes  payable  in  Coin  ? — Yes. 

Q.  2669.     By  whomsoever  issued  ? — Yes. 

Q.  2670.     By  country  banks  as  well  as  other  banks? — Yes. 

Q.  2671.  Chairman:  Would  the  superstructure,  consisting  of 
sums  credited  to  depositors  in  bankers'  books  and  Bills  of  ExchaDge, 
equally  exist,  although  no  Notes  payable  in  Coin  on  demand  existed 
in  the  country  ? — Yes.  I  apprehend  that  every  question  with 
respect  to  Deposits,  and  with  resp>ect  to  Bills  of  Exchange,  is  totally 
distinct  from  the  question  which  has  reference  to  the  nature  of  the 
process  of  substituting  Promissory  Notes  in  lieu  of  coin,  and  of  the 
laws  by  which  that  process  ought  to  be  governed.  If  the  Promissor)' 
Notes  be  properly  regulated,  so  as  to  be  at  all  times  of  the  amount 
which  the  coin  would  have  been.  Deposits  and  Bills  of  Exchange, 
whatever  changes  they  may  undergo,  would  sustain  these  changes 
equally,  either  with  a  metallic  Currency,  or  with  a  paper  Currenc) 
properly  regulated  ;  consequently,  every  investigation  respecting 
their  character  or  amount  is  a  distinct  question  from  that  which  ha 
reference  only  to  the  substitution  of  the  paper  Notes  for  Coin. 

Q.  2672.  There  would  be  no  reason  why,  if  there  were  no  Note 
payable  in  Coin  on  demand,  the  amount  of  this  superstructui 
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(i  be  less  than  it  now  is  with  a  mixed  circulation  of  specie  and 
)fcs  payable  on  demand  ? — None  whatever.  I  apprehend  that 
the  supposition  that  the  paper  Notes  are  kept  at  the  same 
ic  as  the  meullic  Money,  the  question  of  the  superstructure 
cr  of  Deposits  or  of  Bills  of  Exchange  remains  precisely  the 

:673.  That  answer  ukes  for  granted  that,  in  the  first  case  the 
ic  ("urrency,  and  in  the  second  case  the  metallic  Currency, 
he  Notes  payable  on  demand,  are  the  same  in  quantity? — 

r674.     Sir  Rof»ert  Peel:  You  suppose  the  Notes  payable  on 

id  to  displace  an  amount  of  Coin  precisely  equal  to  these 

?— They  ought  to  do  so  under  a  proper  regulation  of  the 

Money,  otherwise  they  are  not  kept  at  the  same  value  as 

.*^75.  J/r.  Atiwoad:  Would  you  consider  that  the  super- 
ire  of  Bills  of  Exchange,  founded  entirely  upon  a  metallic 
K\\  might  at  fiarticular  times  become  unduly  expanded? — 
inswer  to  that  question  depends  entirely  upon  the  precise 
n^  <*f  the  word  ^  unduly.**  I  apprehend,  undoubtedly,  that  it 
cctly  possible  that  Credit  and  the  consequences  which  some- 
n-^ult  from  Credit;  Wz.,  over-banking  in  all  its  forms,  and 
cr  issue  of  Hills  of  Exchange,  which  is  one  important  form 
rr  Uinking.  may  arise  with  a  purely  metallic  Currency;  and  it 
!^>  arise  with  a  (^urrency  consisting  jointly  of  metallic  Money 
i\<x  Notes,  promising  to  pay  in  Coin ;  and  I  conceive  further, 
the  Notes  be  properly  regulated,  that  is  if  they  be  kept  at  the 
i!  which  the  coin  otherwise  would  be,  whatever  over-banking 
have  arisen  with  a  metallic  (Currency,  would  arise,  and  to  the 
:\!cnt.  neither  more  nor  less,  with  Money  consisting  of  metallic 
irui  pa|)er  Notes  jointly. 

:'»"/*.  May  not  over  banking  and  over-issue  of  Bills  of 
rgc,  forming  a  superstructure  l)ased  upon  Money,  composed 
ul  and  (taper  Notes,  derange  the  certainty  of  the  Notes  being 
Old  in  gold? — I  apprehend  that  if  the  paper  Notes  be  properly 
k^,  according  to  the  sense  which  I  have  already  attributed  to 
ipression,  ami  if  a  propiT  proix)rtion  of  gold  be  held  in 
r.  the  v^lithty  of  the  basis  cannot  l>e  disturbed;  that  is,  if  there 
roper  contraction  of  the  paper  Notes  as  gold  goes  out,  the 
■tihility  of  the  ia()er  system  will  be  effectually  preser>*cd  by  the 
.^ly  increasing  value  of  the  remaining  quantity  of  the 
>cy,  as  the  contraction  proceeds. 
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At  this  time,  and  for  a  long  period  preceding^  the  greatest  pnl  v 
the  Circulating  Medium  of  •  Lancashire  were  BiDs  of  BxdusM 
which  sometimes  had  150  indorsements  on  them  before  tiicy  cub« 
maturity.    Lord  Overstone  was  asked  t  I 

Q.  3026.  Does  not  the  principal  circulation  of  Lancadme  coA 
sist  of  Bills  of  Exchange? — As  I  contend  that  Bills  of  Eicfaangefl 
not  form  part  of  the  circulation^  of  course  I  am  bound,  in  ansvsfl 
that  question,  to  say  No.  m 

Q.  3027.  Is  there  not  a  laige  quantity  of  Bills  of  Bxchaogefl 
circulation  in  Lancashire? — Undoubtedly,  wherever  a  laige  msflfl 
mercantile  or  trading  transactions  take  place,  there  wiD  exht  a  hH 
amount  of  Bills  of  Exchange,  and  that  is  the  case,  to  a  great  eilcfl 
in  Lancashire.  I 

Q.  3028.  Do  not  the  Bills  exceed,  to  an  immense  amount^  fl 
issue  of  Notes  payable  on  demand  in  Lancashire  ? — ^Undoublefl 
they  do,  to  a  great  extent  1 

Now,  as  Bills  of  Exchange  are  created  for  the  very  pnrpcM 
of  drculating  commodities,  it  is  difficult  to  perceive  how  Lqh 
Overstone  could  refuse  to  admit  them  to  be  Circulating  Medium.  1 

Mr.  Hume  had  a  long  fencing-match  with  Lord  Overstone,  as  m 
the  distinction  between  Bank  Notes  and  Deposits.  Lord  Overstone 
admitted  that  a  Debt  might  be  discharged  either  by  the  transfer  of  ^ 
Bank  Note  or  by  the  transfer  of  a  Credit  in  the  books  of  a  Bankj 
but  he  strongly  contended  that  Bank  Notes  are  Money,  and  tltft 
Bank  Credits,  or  Deposits,  are  not 

Q.  3 1 48.  Do  you  consider  any  portion  of  the  Deposits  in  the 
Bank  of  England  as  Money  ? — I  do  not  .... 

Q.  3150.  Could  20,000  sovereigns  have  more  completely  di» 
charged  the  obligation  to  pay  the  ;^2o,ooo  of  bills  than  the  Depositi 
did  ? — Where  two  parties  have  each  an  account  with  a  deposit  Ban^ 
a  transfer  of  the  Credit  from  one  party  to  the  credit  of  another  party, 
may  certainly  discharge  an  obligation  in  the  same  manner  and  to  tb 
same  extent  to  which  sovereigns  would  have  discharged  tlud 
obligation. 

Q.  3169.  Will  not  the  debt  between  the  two  be  dischaigec 
thereby  ? — Yes. 

Q.  3170.  In  the  one  case  I  have  supposed  that  payment  oi 
^1,000  was  made  by  means  of  Notes  in  circulation ;  pa3rment  was 
made  by  the  delivery  of  these  Notes  from  one  hand  to  another,  and 
they  are  transported  from  place  to  place ;  but  in  the  case  of  1 
payment  made  by  means  of  a  transfer  in  the  books  of  the  bank  fro* 
one  account  to  another,  I  ask  you,  are  not  these  payments  equsBf 
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ind  would  not  the  debt  be  discharged  equally  in  either  case  ? 
the  one  case  the  debt  has  been  dbcharged  without  the 
\iy  of  resorting  to  the  use  of  Money,  in  consequence  of  the 
rising  process  of  deposit  business  in  the  Bank  of  England. 
^171.  Can  the  debt  of  ;^  1,000  which  one  person  owes  to 
rr  be  discharged  without  Money  being  paid,  or  its  value  ? — A 
^  ^1,000  cannot  be  discharged  without,  in  some  way  or 
rr,  transferring  the  value  of  ;^  1,000  ;  but  the  transfer  of  value 
enainly  be  eflected  without  the  use  of  Money. 
p  73.  Was  not  the  deposit  transfer  in  the  Bank  of  England  to 
that  debt  of  ;^  1,000,  of  the  same  value  as  the  ;^  1,000  Notes 
passed  in  the  other  case  ? — A  credit  in  the  Bank  of  England, 
odcr,  is  of  the  same  value  as  the  same  nominal  amount  of 
f ;  and  if  the  Credit  be  transferred,  the  same  value  I  consider 
transferred  as  if  Money  of  that  nominal  amount  had  been 

TTcd. 

^177.     Is   there  any  fallacy  in   the  statement   that  in  the 
its  published  by  the  Bank,  their  liabilities  are  divided  into  two 
Circulation  and  Deposits  ? — I  am  not  prepared  to  state  that 
A  any  fallacy  in  it 

P78.  Have  you  not  said  that  Deposits  do  not  in  any  way 
kcr  possess  the  quality  of  Money  ? — If  I  have  said  so,  I  shall 
d  to  have  that  statement  laid  before  me. 
p;9.  Have  you  not  in  question  2663,  enumerated  certain 
;uLshin^  characteristics  of  Money  ? — 1  have. 
p5c.  Have  you  not  in  the  same  question  stated  that 
Its  do  not  in  any  way  whatever  possess  those  characteristics  ? — 
have. 

\\6\.  Have  you  not,  in  answer  to  previous  questions, 
cd  that  for  the  discharge  of  Debts,  Deposits  have  the 
icnstics  of  Money  ?— .Ml  that  1  have  admitted  is,  I  believe, 
l>cposit  may,  under  certain  supposed  circumstances,  be  used 
:>«axgc  a  certain  supposed  debt 

\t  Uvcrslone  also  said  (Q.  3132), — Will  any  man  in  his  common 
pretend  to  say  that  the  total  amount  of  transactions  adjusted 
Clearing  House  are  i>art  of  the  Money,  or  Circulating  Medium 
country  } 

I  piragraph  shows  great  looseness  of  idea.  No  one,  of  course, 
'.lAt  a  transaction  is  .Money,  but  the  o{>erations  of  the  Clearing 
:  cunsist  exclusively  of  the  transfers  of  Hank  Credits — which  are 
jds  and  chattels,  commodities,  merchandise  of  the  value  of 
crom  one  bank  to  another,  and  most  undoubtedly  these  Bank 
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Credits  are  part  of  the  Currency  or  Circulating  Medium  of  thl 
country,  and  are  included  in  law  under  the  term  ''  ready  money  *    I 

Lord  Overstone  further  said  (Q.  3082) — ^When  I  give  a  difiuiliaM 
of  "  Currency,"  of  course,  it  is  Currency  in  the  abstract ;  it  is  Ah 
which  Currency  ought  to  be ;  that  definition  properly  laid  down  afl 
properly  applied,  will  include  Paper  Notes  payable  on  demand,  nfl 
it  will  exclude  Bills  of  Exchange.  1 

Here,  again,  Lord  Overstone  is  absolutely  in  error.  The  teJ 
Currency  is,  as  we  have  shown,  purely  a  legal  term,  and  meal 
anything  of  which  the  property  passes  by  delivery  and  hoocfl 
acquisition.  Now  Bank  Notes  and  Bills  of  Exchange  have  eadi  tUl 
property  in  common,  and  therefore  they  are  each  Currency.  J 

Lastly  we  may  quote  Colonel  Torrens,  because  he  was  not  onM 
one  of  the  most  influential  of  the  sect,  but  it  has  been  alleged  thn 
he  was  in  reality  the  author  of  the  scheme  for  dividing  the  Bank  inlil 
two  departments,  which  Sir  Robert  Peel  adopted  in  the  Bank  Actfll 
1844.  I 

He  says  (The  Principles  and  Practical  operation  of  Sir  ^^^^ 
PeeVs  Act  of  1844  defended^  p,  yg) — "  The  terms  Money  vA 
Currency  have  hitherto  been  employed  to  denote  those  instnimeolH' 
of  exchange  which  possess  intrinsic  or  derivative  value,  and  by  whi4l 
from  law  or  custom,  debts  are  discharged  and  transactions  fioatf 
closed  Bank  Notes  payable  in  specie  on  demand,  have  becw 
included  under  these  terms  as  well  as  Coin,  because  by  law  aDdf 
custom  the  acceptance  of  the  notes  of  a  solvent  bank,  no  less  thaf 
the  acceptance  of  coin,  liquidates  debts  and  closes  transactioDSIr 
while  Bills  of  Exchange,  Bank  Credits,  Cheques,  and  other  insmh| 
ments,  by  which  the  use  of  Money  is  economised,  have  not  bc« 
included  under  the  terms  Money  and  Currency,  because  the 
acceptance  of  such  instruments  does  not  liquidate  debts  and  finaDf 
close  transactions." 

Again,  he  says,  in  reply  to  some  perfectly  just  observations  i 
Fullarton — "It  is  an  obvious  departure  from  ordinary  language  to 
say  that  whether  a  purchase  is  effected  by  a  payment  in  Bank  Notes, 
or  by  a  Bill  of  Exchange,  the  result  is  the  same.  According  to  the 
meaning  of  the  terms  Money  and  Credit,  as  established  by  tbe 
universal  usage  of  the  market,  a  purchase  effected  by  a  payment  ifl 
Bank  Notes  is  a  ready  money  purchase  [so  is  a  purchase  efifected  by 
a  cheque],  while  a  transaction  negotiated  by  the  payment  of  a  BiH 
of  Exchange,  is  a  purchase  upon  Credit.  In  the  former  case  the 
transaction  is  concluded,  and  the  vendor  has  no  further  claim  upon 
the  purchaser ;  in  the  latter  case  the  transaction  is  not  concluded, 
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the  vendor  continues  to  have  a  claim  upon  the  purchaser  until 

mhcr  payment  has  been  made  in  satisfaction  of  the  Bill  of 

hange.     A  Bank  Note  liquidates  a  Debt,  a  Bill  of  Exchange 

fds  the  existence  of  a  debt,  and  promises  liquidation  at  a  future 

Mr.  Fullarton  not  only  inverts  language  but  misstates  (acts, 

n  he  says  that  the  transactions  of  which  Bank  Notes  have  been 

instruroenu  must  remain  incomplete  until  the  Notes  shall  be 

med  upon  the  issuing  bank,  and  discharged  in  cash.     A  Bank 

:t  for  J[,\oo  may  pass  from  purchasers  to  vendors  many  times  a 

.  finally  closing  on  the  instant  each  successive  transaction.     A 

of  Kxchange  may  also  pass  from  purchasers  to  vendors  many 

n  a  day,  but  no  one  of  the  successive  transactions,  of  which  it  is 

medium,  can  be  finally  dosed  until  the  last  recipient  has  received 

';T«  or  Bank  Notes  the  amount  it  represents." 

lie  simple  answer  to  this  last  statement  is,  that  probably  not  one 

of  Hxchange  in  high  commerce,  in  the  City  of  lx>ndon,  in 

ceo  IS  ever  paid  in  Coin  or  Bank  Notes ;   they  are  paid  in 

\xt\^  Ocdits. 

okjoel  Torrens  continues — ^  Now  it  is  the  necessity  of  ultimate 
ymcnt  which  constitutes  the  main  point  of  distinction,  which 
u  the  boundary  between  forms  of  (Credit  and  Money.  It  is  a 
<M:ty  which  applies  to  Hills  of  Exchange  and  Cheques,  but 
h  doo  not  apply  to  Bank  Notes ;  and,  therefore,  upon  Mr. 
irioo'ft  own  showing,  upon  his  own  definition,  and  his  own 
L:.c>o<i  as  to  what  constitutes  Money,  Hank  Notes  come  under 
r.csd  of  .Money,  while  Hills  of  Exchange  and  bankers'  (Cheques, 
s.ch  other  instruments  as  require  ultimate  payments,  transfers, 

ftet:IciDei)t»,  do  not  come  under  the  phase  Money Upon 

I  ^liarton'*  own  showing,  .Money  consists  of  those  instruments 

t>T  «hu  h  debts  arc  discharged,  balances  adjusted,  and  transac- 

ft  r.nali)  <  luMrd  .   ami  therefore  Mr.  Fullarton,  unless  he  should 

j»«  to  continue  to  contradict  himself,  must  admit  that   Bank 

n  are.  and  Hills  of  Exchange,  Hank  Oedits,  and  C*he(}ues,  are 

Mooev.  ' 

I'e  have  ):iven  these  long  extracts  in  onler  that  the  reader 
fully  understand  the  doctrines  and  principles  of  the  influential 
.  vhoie  view%  were  embodied  in  the  Hank  (*hartcr  .Net  of  1844. 
wvl  at  once  see  that  they  arc  based  on  an  arbitrary  Definition  of 
urm  (  urrency,  which  is  in  diametrical  contradiction  to  the 
c^moui  doctrines  of  Statesmen  and  Economists  of  former  times, 
tne  decisions  of  the  Courts  of  l^w  ;  and  we  have  now  to 
BiDc  the  logical  conse«iuences  to  which  these  doctrines  lead. 
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Mr.  Norman  said  that  Money  or  Currency  should 
value,  and  be  a  perfect  numerator. 

Now,  the  value  of  Money  is  the  various  commodities^ 
and  securities,  it  can  purchase,  and  as  the  quantity  of  all  these 
which  Money  can  purchase  constantly  varies  from  hour  to 
from  day  to  day,  and  from  week  to  week,  how  can  Monef 
*'  fixed  value  "?    We  have  shown  that  neither  Money  nor 
else  can  have  "  fixed  value  "  unless  everything  has  "  fiixed  vahKL* 

He  said  that  he  meant  by  a  numerator  that  which  measured 
value  of  other  things  with  the  greatest  facility;   but  does  not 
Cheque  for  ;^5o,  or  a  Bill  of  Exchange  for  ^50,  measure  the 
of  things  with  as  great  fodlity  as  a  ^50   Bank  Note  or 
sovereigns  ? 

It  is  not  a  little  amusing  to  find  the  celebrated  phrase  of 
Roman  Catholic  Church. — Quod  semper^  quod  ubigue^  quodobu 
bus — starting  up  and  meeting  us  in  a  discussion  on  Cunency. 

In  Lord  Overstone's  opinion  Money  and  Currency  are  identi4| 
and  include  the  coined  metallic  Money,  and  the  paper  NoMj 
promising  to  pay  the  bearer  Coin  on  demand ;  and  he  says  thattbe! 
characteristic  of  their  being  Money  is,  that  they  are  received  eqoilly 
at  "  all  times ^  between  all  persons^  and  in  alt  places.^ 

For  the  sake  of  shortness,  let  us  designate  this  phrase  by  3A- 
from  the  three  Alls  in  it 

Lord  Overstone  excludes  Bills  of  Exchange  from  the  designatioo 
of  Currency  because  **  they  do  not  possess  that  power  of  uoivend 
exchangeability  which  belongs  to  the  Money  of  the  country." 

This  definition  is  fatal  to  Lord  Overstone's  own  view.  In  ^ 
if  it  be  true,  there  is  no  such  thing  as  Money,  or  Currency,  at  alL 

In  the  first  place,  it  at  once  excludes  the  whole  of  Bank  Notes. 
The  Notes  of  a  Bank  in  the  remote  district  of  Cumberland  wooU 
not  be  current  in  Cornwall ;  therefore,  they  are  not  3 A ;  thenfm, 
they  are  not  Currency.  Again,  the  Notes  of  a  small  country  bank 
in  Cornwall  would  not  be  received  in  Cumberland ;  therefore,  they 
are  not  3 A ;  therefore  they  are  not  Currency. 

Similarly,  there  are  no  country  bank  notes  which  would  be 
generally  received  throughout  England  ;  therefore,  no  country  bank 
notes  are  3A ;  therefore,  no  country  bank  notes  are  Currency. 

Till  within  the  last  seventy  years  or  so.  Bank  of  England  note 
had  scarcely  any  Currency  beyond  London  and  Lancashire;  in 
country  districts  a  preference  was  universally  given  to  local  notes: 
therefore,  Bank  of  England  were  not  3  A ;  they  had  not  the  power  ol 
"  universal  exchangeability  *';  therefore^  they  were  not  Currency.   Binl 
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3f  England  Notes,  even  at  the  present  day,  would  probably  not  pass 
in  the  greater  part  of  country  districts  in  Scotland.  If,  therefore,  the 
test  of  3A  and  ''  universal  exchangeability ''  be  applied,  the  claims  of 
all  Bank  Notes  to  be  considered  as  Currency  are  annihilated  at 
once. 

But  the  universality  of  Lord  Overstone's  assertion,  is  fatal  to  his 
irgument  in  other  ways.  On  the  Continent,  at  least  in  France  and 
elsewhere,  Silver  is  legal  tender  to  any  amount.  In  England,  silver, 
tike  copper,  is  merely  coined  into  small  tokens,  called  shillings,  &c., 
irhich  are  made  to  pass  current  above  their  natural  value,  and  are 
Duly  legal  tender  to  a  very  trifling  amount ;  hence  silver  in  England 
::annot  be  used  in  the  adjustment  of  all  transactions ;  therefore,  it  is 
lot  3A;  therefore,  it  is  not  Currency.  There  are  other  countries, 
»uch  as  India,  where  gold  is  not  a  legal  Tender ;  therefore  it  fails  to 
satisfy  Lord  Overstone's  test ;  therefore,  it  is  not  Currency.  If  then, 
he  test  proposed  by  Lord  Overstone  is  to  be  accepted,  it  is  easy  to 
iee  that  there  is  no  substance  or  material  whatever  which  does  not 
ail  under  it,  and,  therefore,  there  is  no  such  a  thing  as  Currency^ 

The  fact  is  that  the  only  difference  between  a  Bank  Note  and 
I  Bill  of  Exchange  is,  that  the  Note  is  a  Right  to  payment  on 
demand,  and  a  Bill  is  a  Right  to  payment  at  a  future  time.  For  this 
reason  a  Bank  Note  possesses  a  greater  degree  of  circulating  power 
than  a  BilL 

In  the  Midland  Counties  it  used  to  be  quite  common  for  the 
banks  to  issue  the  bills  they  had  discounted  with  their  own  indorse- 
ment upon  them,  which  made  them  bank  notes ;  until  the  practice 
ivas  declared  to  be  illegal,  and  such  instruments  were  declared  to  be 
bank  notes. 

Moreover,  there  is  not  the  same  inducement  to  put  a  Bill  into 
circulation  as  a  Note,  because  the  former  increases  in  value  every 
day  until  it  is  paid,  while  the  latter  does  not  But  it  is  to  the  last 
degree  unphilosophical  to  maintain  that  these  two  instruments  are  of 
different  natures  becase  they  are  adapted  to  circulate  in  different 
degrees. 

Colonel  Torrens  has  adduced  several  legal  and  practical  reasons 
in  supf>ort  of  the  views  of  his  sect     The  poet  says  : 

*  *  Ah  me  !  what  perils  do  environ 
The  man  who  meddles  with  cold  iron." 

So  are  the  perils  which  environ  the  lay  dreamer  who  meddles  with 
mercantile  law  and  practical  business.  All  Colonel  Torrens's 
easons  are  absolutely  fallacious  both  in  law  and  practice. 
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He  includes  Bank  Notes  in,  and  excludes  Cheques  from,  the  tide 
of  Currency,  because,  he  says,  by  law  and  custom  the  acceptance  of 
the  Notes  of  a  solvent  bank  liquidates  debts  and  closes  transactioos; 
whereas  the  acceptance  of  Cheques  does  not  liquidate  debts  and 
close  transactions. 

In  this  Colonel  Torrens  is  absolutely  wrong,  as  any  tyro  id 
Mercantile  Law  would  tell  him. 

Bank  Notes,  Cheques,  and  Bank  Credits,  stand  exactly  on  the  | 
same  footing  as  to  liquidating  debts  and  closing  transactions. 

No  debtor  can  compel  his  Creditor  to  accept  an  ordinary  Bink 
Note,  Cheque,  or  Bank  Credit,  in  payment  of  a  Debt ;  but  if  he 
chooses  to  do  so  voluntarily  they  all  equally  liquidate  Debts,  sfid 
close  transactions. 

Tender  of  a  Cheque  is  equally  good  tender  of  pajrment  as  Ae 
tender  of  an  ordinary  Bank  Note. 

And  when  the  bank  has  transferred  the  Credit  from  the  debcoi^ 
account  to  that  of  the  creditor's,  it  liquidates  the  debt,  and  doses 
the  transaction,  in  all  respects  as  if  it  had  been  a  payment  in 
Money. 

If  a  creditor  accepts  payment  by  Cheque,  and  keeps  the  Cheqw 
an  undue  time,  without  presenting  it  for  payment,  and  the  bank  fails, 
having  sufficient  Credit  on  the  debtor's  account  to  meet  his  Cheque, 
the  debt  between  the  creditor  and  debtor  is  liquidated  and  tbe 
transaction  closed.     The  creditor  has  made  the  Cheque  money. 

And  if  the  Credit  has  been  once  transferred  from  the  account  of 
the  debtor  to  that  of  the  creditor  the  debt  as  between  the  parties  is 
liquidated,  and  the  transaction  closed,  even  though  the  bank  should 
fail  immediately  afterwards. 

But  Colonel  Torrens's  statement  of  facts  is  equally  erroneous  as  his 
statements  of  law. 

He  alleges  that  a  transaction  by  a  Bill  of  Exchange  is  not  finally 
closed  until  the  Bill  has  been  paid  in  Coin  or  in  Bank  Notes, 

It  is  the  idea  of  Colonel  Torrens,  Mill,  and  other  dreamers,  wbo 
have  not  the  slightest  knowledge  of  the  mechanism  of  modem  bank- 
ing, that  all  Bills  of  Exchange  and  Cheques  are  ultimately  paid  in 
Coin  or  Bank  Notes ;  at  which  all  bankers  and  persons  conversant 
with  the  mechanism  of  modem  banking  would  make  themselves  very 
merry. 

In  modern  banking,  in  the  City  of  London,  probably  not  one 
Bill  of  Exchange  in  100,000,  and  only  a  very  small  proportion 
of  Cheques,  are  paid  in  Coin  or  Bank  Notes. 

An  investigation,  instituted  by  some  bankers  after  the  late  Gold 


C;  Circulating  Medium:   Currency  289 


■ad  Stiver  C^ooiinission,  showed  that  only  '0025  per  cent,  of  banking 
trmatactioos  are  settled  in  Coin. 

No  doubt  250  years  ago,  before  the  institution  of  banking,  all  bills 
vcrr  paid  in  money,  but  as  soon  as  banking  attained  any  magnitude, 
pcTKMis  who  had  bill  transactions  must  have  been  customers  of  the 
suse  bink  ;  and  in  all  such  cases  bills  were  paid  and  discharged  by 
Aouii  of  Bank  Credits  and  not  by  money. 

Before  the  institution  of  the  Clearing  House  in  1776,  all  banking 

dojges  were  settled  by  (?oin  and  Bank  Notes,  and  banking  charges 

«tre  settled  l)y  the  mutual  exchange  of  the  securities  ;  and  it  was 

ORlf  the  inei}uality  of  these  exchanges  which  were  paid  in  Bank 

NoCes.      This,  of  course,  enormously  diminished  the  number  of 

O.rjues  and  Bills  which  were  paid  in  Bank  Notes  or  Money,  but  in 

itrmt  yean  almost  all  the  banks,  including  the  Bank  of  England, 

^ve  entered  the  Clearing  House ;   and  even  most  of  the  banks 

•hich  arc  not  in  the  Clearing  House  themselves,  pass  their  Cheques 

Sfid  BiIU  through  banks  which  are.     And  by  a  further  improved 

svitem  of  (iearing,  no  Money  or  Bank  Notes  are  now  used  at  alL 

A:  the  present  time  about  ^{^ 7,000,000,000  of  Che(}ues  and  Bills  are 

piid  and  discharged  in  the  London  Clearing  House  alone,  without 

tbc  use  of  a  single  coin  or  Bank  Note;   and  besides  that  there 

It  a  Country  Clearing  House,  and  a  Clearing  House  in  all  the  great 

towns.     What  then  becomes  of  the  foolish  fancy  of  Torrens,  Mill, 

a-d  sr>  many  others,  that  all  Chec}ues  and  Bills  are  ultimately  |)aid  in 

<     .r.  ar.ti  lUnk  Notes?      They  art  all  paid  and  dischar^td  by  Bank 

CriditS, 

Thu»,  when  Torrens  and  his  sect  maintain  that  the  criterion  of 
Cirrcnry  is  that  it  liquidates  debts  and  closes  transactions,  and  they 
taiinLun  that  Bank  Credits,  or  l>eix>sits,  are  not  Currency,  they  are 
^  c\:  vnth  their  own  petard,  because,  as  a  matter  of  fact,  in  modem 
hsr.cinf:.  all  (tanking  transactions  are  liquidated  and  closed  by  Bank 
Irniitv  f'f  I>ciK>sits. 
Har.k  Cretiits,  or  I)e{x>sits.  are  now  for  all  practical  purftoses  the 

Cnrreot  Coin  <>i  the  Realm. 

CofiM€qu0nc0$  0/  Lord  Ox^ntones  Definition  oj  Currency. 

We  ha%e  ni>w  to  point  out  the  ne<'ess,iry  conscijuences  to  which 
Ufd  <  >*cntones  Definition  of  Currency  leads,  which  may  somewhat 
t-rrnte  its  advocates. 

I  /Mti  i  hrer^tonc's  dogma  asserts  that  the  fundamental  essence  of 
Ikf'jcicy,  or  Currency,  is  that  it  "closes  a  debt." 

r 
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To  this  we  reply,  as  was  the  fiuhion  in  the  glorious  old  daysflfj 
special  pleading — (i)  There  is  no  debt  to  dose;  (a)  It  does  noil 
dose  the  debt  I 

1.  When  money  is  ezdianged  for  goods^  no  debt  arisei ;  and  if  k  I 
be  said  that  the  money  doses  the  debt  whtdi  would  have  axisen  oi  I 
the  sale  of  the  goods,  we  reply  that  the  goods  equally  doie  die  I 
debt  which  would  have  arisen  on  the  sale  of  the  money.  It  ii  I 
simply  an  exchange ;  the  money  and  the  goods  equally  dose  tfe  I 
debt  which  would  have  arisen  on  dther  side.  Therefore,  if  tiie  I 
essence  of  Currency  be  to  ''dose  debt,"  the  goods  are  Curren^iir 
precisely  the  same  reason  that  Money  is. 

2.  It  is  quite  common  in  thp  City  to  dose  a  debt  with  Slodt, 
therefore,  by  this  dogma,  Stock  is  Currency. 

3.  In  numerous  cases  debts  are  dosed  by  a  payment  in  (Qoodi  1 
Traders  often  exchange  goods;  that  is  barter.    Now,  by  the  a- 
change  of  goods,  the  debt  is  dosed  as  effectually  on  each  side  a  by 
money.     Hence,  by  this  dogma,  the  goods  exchanged  on  eadi  ade 
are  Currency. 

4.  Two  merchants  may  issue  acceptances  for  the  same  amoaoti 
payable  on  the  same  day.  These  merchants  may  chance  to  get 
possession  of  each  other's  acceptances.  If  so,  each  merchant  maj 
tender  to  the  other  his  acceptance  in  payment  of  the  debt  due  bjr 
himself.  By  this  exchange  the  debts  are  closed  on  each  side.  Con- 
sequently each  acceptance,  according  to  Lord  Overstone's  dogma,  is 
Currency,  as  they  are  Money  in  law. 

In  the  great  Continental  fairs,  merchants  exchanged  their  accept- 
ances by  millions ;  the  debts  were  closed,  and  therefore  they  were 
Money  or  Currency. 

5.  A  merchant  issues  his  acceptance,  which  gets  into  the  hands  of 
a  banker.  The  banker  issues  notes,  which  get  into  the  hands  of  the 
merchant.  When  the  banker  presents  his  acceptance  to  the  mer- 
chant for  payment,  the  merchant  pays  the  banker  in  his  own  notes. 
By  this  exchange  the  debt  on  each  side  is  closed ;  hence,  by  Lord 
Overstone's  own  dogma,  the  acceptance  is  equal  by  Money  and 
Currency  as  the  Notes. 

6.  Or  the  merchant  issues  an  acceptance,  which  gets  into  the  hands 
of  his  own  banker  When  the  acceptance  falls  due,  the  banker  simply 
writes  ofif  the  amount  from  the  merchant's  account.  Both  debts  are 
then  closed,  and,  according  to  Lord  Overstone's  own  dogma,  the 
acceptance  and  the  deposit  are  equally  Money  and  Currency. 

7.  If  two  persons,  A  and  B,  are  customers  of  the  same  bank,  and 
A  owes  B  a  debt,  A  gives  B  a  cheque  on  his  account,  B  pays  the 
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cheque  into  his  account,  the  banker  transfers  the  Credit  from  A's 
account  to  B's,  and  the  debt  is  closed  by  Novation.  Hence,  by 
Lord  Overstone's  own  dogma,  the  Deposit  is  Money  and  Currency. 

Thus  Lord  Overstone's  dogma  is  transfixed  by  shafts  drawn  from 
his  own  quiver. 

The  same  doctrine  may  be  extended  to  other  cases : — 

8.  A  person  buys  a  ticket  from  a  railway  company.  The  company 
is  then  in  debt  to  him  for  a  journey.  But  when  the  company  have 
carried  him  to  his  journey's  end,  the  debt  is  closed.  Therefore,  by 
Lord  Overstone's  dogma,  the  railway  journey  is  Money  or  Currency. 

9.  A  person  buys  an  opera  ticket.  The  manager  is  then  indebted 
to  him  for  a  performance.  When  the  person  has  seen  the  per- 
formance, the  debt  is  closed.  Hence,  by  Lord  Overstone's  dogma, 
the  performance  of  the  opera  is  Money  and  Currency. 

10.  A  person  buys  a  postage  stamp.  The  Post-oflice  is  then  in 
debt  to  him  for  the  carriage  of  a  letter.  When  the  letter  is  carried 
to  its  destination,  the  debt  is  closed.  Hence,  by  Lord  Overstone's 
dogma,  the  carriage  of  a  letter  is  Money  and  Currency. 

And  the  same  principle  may  be  applied  to  many  other  cases, 
which  will  readily  supply  themselves  to  the   intelligence  of  the 
reader.     And,  in  short,  it  may  be  said  that  in  all  exchanges  what- 
ever, according  to  Lord  Overstone's  dogma,  each  object  exchanged, 
whatever  its  form  may  be,  is  Money  and  Currency. 

In  the  next  place,  by  the  unanimous  consent  of  Economists,  a 
r^a^yment  in  Money  does  not  close  the  Debt. 

Economists  affirm  that  the  transaction  is  not  closed  until  a 
^^tisfaction  has  been  obtained  for  the  one  originally  given.  They 
therefore  held  that  in  an  exchange  for  money,  the  exchange  is  not 
Consummated  or  completed. 

A  baker,  say,  wants  shoes.  He  sells  his  bread  for  money.  But 
can  he  wear  the  money  as  shoes  ?  Certainly  not :  he  must  exchange 
away  his  money  for  shoes.  Consequently,  the  Economists  held 
that  the  exchange  was  not  consummated  or  completed,  and  the  debt 
closed,  until  the  baker  has  got  the  shoes  in  exchange  for  the  bread. 

For  this  reason,  all  Economists,  from  Aristotle  to  the  present 
time,  have  perceived  and  declared  that  money  itself  is  only  a  species 
of  Credit,  or  general  Bill  of  Exchange,  as  we  have  shown  by  a 
whole  catena  of  writers.  Hence  Money  and  Bills  of  Exchange 
are  fundamentally  analogous.  They  are  merely  the  evidence  of 
a  debt  due  to  their  possessor.  And  the  payment  of  a  Bill  of 
Exchange  in  money  is  only  the  exchange  of  a  particular  and  pre- 
carious Right  for  a  general  and  permanent  one. 
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But  as  Economists,  we  have  nothing  to  do  with  satisfiictioo  ud 
enjoyment,  but  only  with  exchanges.  The  exchange  of  goods  fail 
bill  is  one  exchange^  the  exchange  of  a  bill  or  note  fxx  moncf  i> 
another  exchange,  and  the  exchange  of  money  for  goods  is  anodier 
exchange. 

Hence  a  person  who  has  received  Money  for  goods  and  senrico 
has  no  more  got  a  satis&ction,  in  the  Economic  sense,  than  dK 
person  who  has  received  a  Bill  of  Exchange. 

The  result  of  Lord  Overstone's  dogma  is  either  that  there  is  no 
such  thing  as  Currency  at  all,  or  that  everything  is  Corrency. 

Lord  Overstone's  Definition  of  Ourrenoy  vioiaia  ike 

Law  of  Continuity. 

But  the  Law  of  Continuity  shows  the  fallacy  of  Lord  Oventooe^i 
dogma  that  Bank-notes  payable  on  demand  are  Currency.  Bdt 
would  not  Notes  payable  one  hour,  or  two  hours,  or  three  hoon 
after  demand  be  Currency?  Would  not  Notes  payable  one  diy 
after  demand  be  Currency?  or  two  days,  or  three  days?  Lonl 
Overstone  denied  that  Bank  post  bills,  which  are  payable  seven  days 
after  sight,  are  Currency.  According  to  this  dogma,  if  a  person 
receives  a  Bank-note  payable  on  demand,  it  is  Currency ;  but  if, 
for  his  own  convenience,  he  asks  for  one  paj^ble  seven  days  after 
sight,  that  is  not  Currency.  But  seven  days  after  sight  the  BiO 
becomes  payable  on  demand ;  and  then,  by  his  own  dogma,  it  is 
Currency.     What  was  it  during  the  preceding  days  ? 

It  used  formerly  to  be  the  custom  for  country  bankers  to  issue 
Notes  payable  three,  ten,  or  twenty  days  after  demand.  These 
Notes  circulated  just  like  other  Notes.  Ix)rd  Overstone  denied  thai 
such  Notes  are  Currency.  But  by  his  own  dogma  they  are  Currcno' 
on  the  day  they  become  payable.     What  are  they  before  that? 

Cheques  are  payable  on  demand,  and  the  acceptance  of  a  Cheque 
is  payment ;  it  closes  a  debt  equally  as  Notes.  How  are  Cheques 
not  Currency  as  much  as  Notes  ? 

A  Bill  of  Exchange  is  payable  on  demand  the  day  it  becomes 
due,  and,  by  Lord  Overstone's  dogma,  it  becomes  Currency  on  that 
day.     What  was  it  during  the  preceding  term  ? 

It  is  evident  that  there  can  be  but  one  answer.  All  these  instru- 
ments are  Currency,  though  differing  in  degree,  and  the  distinction 
between  them  is  untenable. 

Nay,  according  to  this  dogma.  Bank-notes  themselves  are  only 
Currency  for  about  seven  hours  out  of  the  twenty-four,  because  they 
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?  onI)r  pijrable  on  deaumd  and  during  banking  houn,  say  from 
:o  4*  As  soon  as  the  clock  strikes  4  the  Notes  are  not  payable 
I  nc\t  day,  conse<iuently  they  are  not  Carrency»  and  do  not  affect 
rcifni  exchanges.  Therefore,  at  five  minutes  before  4  the  Notes 
c  Currency,  and  affect  the  foreign  exchanges ;  at  five  minutes  af^er 
they  are  not  Currency,  and  do  not  affect  the  foreign  exchanges. 
I  the  same  way,  at  five  minutes  before  9  the  Notes  are  not  Cur- 
r.cT,  and  do  not  affect  the  foreign  exchanges ;  at  five  minutes  after 
*Scs  are  Currency,  and  do  affect  the  foreign  exchanges.  We  leave 
:  •  our  readers  to  say  whether  such  dogmas  are  sound  philosophy. 
^Nc  arc  happ)'  to  say  that  the  distinguished  French  Economist, 
L  he:  i'hcvalier,  entirely  agreed  with  us  on  this  point  After 
■vin^  the  untenable  nature  of  the  distinction  set  up  between 
i&r.k- notes  and  Bills  of  Exchange,  he  says  (La  .yfimmaUy  sect  3, 
t  5 1  **  The  Knglish  language  has  a  generic  word  which  com- 
rrhcntis  Money,  Ikmk-notcs,  Paper  Money,  or  asstgnats  not 
)e.\enible  into  sfiecie,  and  every  other  kind  of  security  which  can 
e  ;«t  into  circulation,  and  is  accepted  more  or  less  generally 
3K>n«:  men,  and  that  is  the  word  Currency.  Our  language  has  no 
nrr-.se  ctjuivalcnt ;  nevertheless,  the  word  Xumhraire  may  be  taken 
:  the  \jme  sense,  and  I  shall  employ  it  for  the  future  in  this  work.** 
iSfi  he  gave  his  formal  adhesion  to  the  fundamental  nature  of  a 
-rrcno  as  set  forth  alcove.  (Refcrt  on  my  UWks  to  the  Academy 
*  */.  r  u  am  J  PoiitiCiil  Scierues  to  the  Institute  of  France,  yournal 
'  F...%,mtitcs,  Aujptsf,  iS6j.) 


THE  CLEARING   HOUSE. 

T>c  Clt-aring  House  is  an  institution  by  which  all  the  Banks 
•  *.  r.  ]o:n  in  it  arc  formed,  as  it  were,  into  one  hu^e  Banking 
'r^K  :•.::>  fO.  lor  the  puqtose  of  transferring  Credits  from  one  Hank  to 
i.-.  Ar.cT  without  the  use  of  coin,  just  in  the  same  way  as  Credits  are 
-ri£.ferrcd  from  one  account  to  another  in  the  same  Bank  without 
•at  use  of  com. 

Ktm-  tanker  has  every  morning;  claims,  on  Inrhalf  of  his 
■•i:  •mers.  a|;ainst  his  neighbours,  and  they  have  claims,  on  behalf 
^  ?*:r.r  customers,  against  him.     These  cl.iims  are  called  (tankers' 

I  fTDet!)  It  was  the  custom  for  es*ery  banker  to  send  out  his  clerks. 
'>  &rs<  thing  esery  morning,  to  collect  these  charges,  which  had  to 
«r  ;^4i  in  money  or  bank  notes.     Having  collected  these  charges. 
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he  credited  his  customers  with  the  sums  respectively  due  to  them. 
The  money  and  the  bank  notes  became  the  actual  property  of  the 
banker,  but  he  was  obliged  to  create  an  equal  amount  of  Credit  on 
behalf  of  his  customers,  so  that  the  final  result  was  that  there  was 
exactly  the  same  amount  of  Credit  in  existence. 

But  each  of  his  neighbours  had  also  claims,  on  behalf  of  their 
custpmers,  against  him.  Consequently,  every  banker  was  obliged  to 
keep  a  large  stock  of  money  and  bank  notes  to  meet  these  claims. 
By  this  system  a  very  large  amount  of  money  and  bank  notes  was 
obliged  to  be  retained  among  bankers,  for  the  sole  purpose  of 
meeting  these  bankers'  charges.  It  was  simply  transferred  and 
re-transferred  from  bank  to  bank.  It  never  got  into  general 
circulation  at  all,  so  as  to  affect  business  or  prices,  and  it  could  be 
made  no  other  use  of. 

It  was  stated  before  the  House  of  Commons  many  years  ago,  that 
one  Bank  alone,  the  London  and  Westminster,  was  obliged  to  keep 
;;^i  50,000  in  notes  for  this  sole  purpose.  And  if  that  Bank  alone, 
then  in  its  infancy,  was  obliged  to  retain  such  a  sum  in  notes  idle  for 
this  sole  purpose,  what  would  be  the  sum  necessary  to  be  retained 
at  the  present  day,  by  all  the  Banks,  if  it  were  not  for  the  Clearing 
House  ? 

To  remedy  this  inconvenience  an  ingenious  plan  was  devised,  it  is 
said,  by  the  Banks  at  Naples,  in  the  i6th  century.  The  Banks 
instituted  a  central  Chamber,  to  which  each  sent  a  clerk  with  their 
claims  against  their  neighbours.  These  clerks  exchanged  their 
respective  claims  against  each  other,  and  paid  only  the  differences  in 
cash. 

By  this  means  the  different  Credits  were  readjusted  among  the 
different  customers'  accounts,  as  easily  as  before ;  and  a  large 
amount  of  money  and  bank  notes  was  set  free  for  the  purposes  of 
circulation  and  commerce,  and  was  for  all  practical  purposes  equiva- 
lent to  so  much  increase  of  Capital  to  the  Banks  and  the  country. 

This  system  was  first  adopted  in  this  country  by  the  Banks  in 
Edinburgh.  And  we  have  now  to  show  that  no  permanent  extinc- 
tion of  Credit  takes  place  as  in  Compensation,  and  that  the  final 
result  is  only  a  Transfer  of  credit ;  that  is,  a  Novation, 

Suppose  that  a  customer  of  the  Commercial  Bank  has  ;£^ioo  in 
notes  of  the  Royal  Bank  paid  to  him.  He  is  thus  Creditor  to  the 
Royal  Bank.  He  pays  these  notes  into  his  account  with  the 
Commercial  Bank,  and  thus  constitutes  the  Commercial  Bank  his 
agents,  to  collect  the  proceeds  of  the  notes  and  place  them  to 
his  account. 
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Suppose  that  in  a  similar  way  a  customer  of  the  Royal  Bank  has 
;^ioo  in  notes  of  the  Commercial  Bank  paid  to  him.  He  is  then 
I^reditor  to  the  Commercial  Bank.  He  pays  these  notes  into  his 
account  with  the  Royal  Bank,  and  thus  constitutes  them  his  agents, 
to  collect  the  proceeds  from  the  Commercial  Bank  and  place  them 
to  his  account. 

Each  Bank  is  then  Debtor  to  the  customer  of  the  other. 
The  full  way  would  be  for  each  Bank  to  send  a  clerk  to  the  other 
to  collect  the  notes  in  money.  Each  Bank  then,  having  then 
received  payment  from  the  other  of  its  notes,  would  give  Credit  to 
its  customer  for  :he  amount,  and  put  the  money,  which  would  then 
become  its  own,  into  its  own  till ;  just  as  if  the  customer  had  paid  in 
the  money  himself. 

Thus  it  is  evident  that  there  is  in  each  case  a  Novation  and  not  a 
Compensation, 

This  method  of  settling  the  claims  of  the  customers  of   the 
two  Banks,  would  require  ;£^2oo  in  money. 
The  same  result  may  be  obtained  in  a  much  simpler  way. 
Let  the  clerks  of  the  two  Banks  meet. 

The  clerk  of  the  Commercial  Bank,  says  to  the  clerk  of  the  Royal 
Bank  :  "  In  consideration  of  your  giving  up  to  me  the  notes  held  by 
your  customer,  by  which  I  am  debtor  to  him,  and  so  releasing  me 
from  my  debt  to  him,  I  agree  to  credit  my  customer  with  their 
amount,  and  to  become  debtor  to  him." 
This  is  evidently  a  Novation, 

The  clerk  of  the  Royal  Bank,  says  to  the  clerk  of  the  Commercial 
Bank :  "  In  consideration  of  your  giving  up  to  me  the  notes  held  by 
your  customer,  by  which  I  am  debtor  to  him,  and  so  releasing  me 
from  my  debt  to  him,  I  agree  to  give  Credit  to  my  customer  for  their 
^Hfiount,  and  so  become  debtor  to  him." 
This  evidently  is  also  a  Novation, 

The  clerks  of  the  two  Banks  then  exchange  notes;  and  each 
having  received  ;£^ioo  in  its  own  notes — that  is  being  released  from 
'fs  debt  to  the  customer  of  the  other,  which  is  equivalent  to  a 
payment  in  money — enters  the  amount  to  the  credit  of  its  own 
customer. 

By  this  means,  each  Bank  instead  of  being  debtor  to  the  customer 
o{  the  other,  becomes  debtor  to  its  own  customer ;  and  the  use 
of  ^200  in  money  is  saved. 

The  release  of  each  Bank  from  its  debt  to  the  customer  of  the 
3ther,  is  the  consideration  for  the  creation  of  the  debt  to  its  own 
:ustomer. 
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No  doubt  the  ^^loo  of  notes  of  each  Bank  are  withdrawn  ta  I 
circulation  and  replaced  in  its  own  tilL     But  an  equal  amoot 
of  Credit  is  created,  and  placed  to  the  credit  of  each  customer; » 
that  the  final  result  is  that  the  quantity  of  Credit  remains  exactly  tte 
same. 

Thus  the  debt  of  each  Bank  to  the  customer  of  the  odNij 
is    extinguished    by    the    new    Debt   created    in    fiivour  of  ill 
customer. 

It  is  usually  said  in  the  Continental  Treatises,  that  the  Qeaiiag 
House  is  a  Maison  de  Compensation  or  Liquidation ;  but  this  is  not 
shown  to  be  an  error ;  it  is  not  a  Maison  de  Compensation  but  of 
Novations, 

A  Compmsation  consists  of  two  Acceptilations  ;  but  an  openuioi 
at  the  Clearing  House  consists  of  two  Novations,  And  the  retsoo 
why  the  operations  of  the  merchants  at  the  Continental  fain  vere 
Compensations^  in  which  both  Credits  were  extinguished ;  and  tbe 
operations  of  the  Clearing  House  are  two  Novations^  in  which  net 
Credits  are  created,  which  pay  and  extinguish  the  prior  ones; 
but  create  an  e(iual  amount  of  new  credits,  so  that  the  final  result  is 
that  the  total  amount  of  Credit  remains  exactly  the  same  as  it  was  at 
first,  is  this — 

In  the  case  of  the  Continental  merchants,  they  were  principals; 
the  tills  they  held  were  their  own  property  ;  and  they  were  mutually 
indebted  to  each  other ;  when,  therefore,  they  exchanged  their 
mutual  debts,  they  were  cancelled  and  estinguished ;  and  no  new 
Debts  were  created  to  replace  them. 

But  in  the  case  of  the  Clearing  House,  the  Banks  are  not 
principals ;  they  are  only  Agents  for  their  customers  ;  consequently, 
when  they  receive  their  own  notes,  and  so  are  released  from  their 
Debt  to  the  customer  of  the  other,  they  are  bound  to  create  an  equal 
amount  of  Credit  in  favour  of  their  own  customer,  which  cancels  and 
extinguishes  the  preceding  Debts,  but  leaves  exactly  the  same 
•wint  of  Credit,  a  Debt,  existing. 

tence  the  Clearing  House  is  a  Maison  de  Novation^  and  not  of 
^^ensation  or  Liquidation. 

iTie  system  of  clearing  was  adopted  by  the  City  bankers  in  1776; 

t  the  Bank  of  England  was  not  admitted  to  it     Nor  were  the 

int  Stock  Banks  admitted  till   1854;    when  the  charges  of  the 

oint  Stock  Banks  pressed  so  heavily  on  the  private  bankers  that 

tb«v  wMvt  obliged  to  admit  them.     The  Bank  of  England  was  not 

1864. 

s  of  the   London  bankers  consist  of  Cheques  and 
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\%  of  Kschnngc,  and  not  Notes;  but  that  makes  no  difference 
the  principle  of  the  case.  A  Cheque  or  a  Bill  on  a  Bank,  by 
uitutner  who  has  funds  to  meet  it  as  his  account,  is  in  all 
>c(-t&  eijuivalcnt  to  a  Note  of  the  banker  himself.  Each  bank 
c«  t»  the  Che(]ues  and  Bills  due  to  its  customers,  and  re-arranges 
Credits  due  to  its  various  customers  exactly  in  the  same  way 
i!  they  were  Notes. 

^forc  1864^  the  <liSerences  payable  by  the  Banks  were  settled 
Kiok  Notes :  and  it  is  said  that  about  ^350|Ooo  were  required 
that  pur|x)sc. 

>.t  when  the  liank  of  England  was  admitted  in  1864  to  the 
inng  House,  the  system  of  Clearing  was  still  further  improved; 
that  the   u&c  of  Coin  and   Notes  is  now  entirely  dispensed 

\er)  CU-anng  Bank  keeps  an  account  with  the  Bank  of  England ; 

:he  Inspettur  of  the  Clearing  House  keeps  one,  too.     Printed 

of  the  (Scaring  lianks  are  made  out  for  each  Bank,  with  its 

name  at  the  top;  and  the  others  are  placed  in  alphabetical 

-r  UIi»w  It.      On  the  left-hand  side  is  the  Debtor's  column, 

on  the  right-hand  side  is  the  Creditor's  column.     The  clerk 

r.e  Clearing  House  then  makes  up  the  accounts  between  each 

c.  and  enters  only  the  difference  in  the  balance  sheet,  according 

t  t«  Creditor  or  Debtor.     A  balance  is  then  struck  between 

(  :e«!;:or  and  the  Debtor  side,  and  the  {taper  delivered  to  the 

k.  «h«i  takes  it  back  to  his  own  bank.     The  labncc  is  then 

:   ti%   or   re«  eived   from,   the  Clearing    House.      If  the   Bank 

Hr^tor.  it  ^ive4  a  white  ticket   to,  and   if   it   is   Creditor,   it 

:\c4  a  grctn  tuket  from  the  Clearing   House.      By  this  most 

a;.  Kis  s\  stem,  not  a  single  Coin  or  Bank  Note  is  re(|uired ; 

!.ne   s»ins   transfened   by   this   means   between   the  different 

c»  am«junt   to   about    ^{^7, 000, 000,000  a  year  at   the   present 

-!  beMilcs  the  I.ondon  Clearing  House,  there  is  the  (Country 
knag  House ;  and  every  large  city  in  the  countr>*  has  a  Clearing 
.sc  of  Its  own.  What  the  aggregate  amount  of  Credits  trans- 
rd  by  all  the  Clearing  Houses  in  the  country  is,  we  have  no 
ns  of  knowing. 

cither  ha\e  He  any  means  of  knowing  the  amount  of  (*oins 
hAtik   Notes  saved   to  the  community   by  the  institution  of 
^n.ig   Houses.     Hut  it  is  something  enormous. 
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weigh  and  assay  the  bullion  at  each  operadoo,  which 
I  Mine,  a  great  impediment  to  commerce, 
nations  adopted  a  more  convenient  plan.  They  divided 
nn  into  pieces  of  a  certain  definite  weight,  and  affiled  a 
amp  on  them,  to  certify  to  the  public  that  they  were  of 
weight  and  fineness ;  and  they  gave  them  certain  namesi 
\  they  were  commonly  known. 

(Heces  of  bullion,  issued  by  public  authority^  with  a  stamp 
to  certify  their  weight  and  fineness^  and  called  by  a  definite 
d  intended  to  be  used  in  commerce  without  fiirthcr  esam* 
ire  called  CoillS 

nations  discontinued  the  practice  of  direct  barter^  and 
the  precious  metals  as  measures  of  value,  the  erpedimt 
1;  the  metals  into  pieces  of  definite  weight  and  fineness 
'  obvious,  that  we  should  naturally  expect  that  coining 
ntcd  by  those  nations  which  first  adopted  the  predoas 
>  money. 

r,  as  it  may  appear,  however,  it  is  certain  that  this  was  not 
Silver  and  gold  were  ttsed  as  measures  of  value  for  ages 
>ining  was  thought  of;  and  there  b  every  reason  to  believe 
in^:  was  invented,  at  least  in  Europe  and  Western  Asia,  by 
who  up  to  that  time  had  never  used  Gold  and  Silver  as 
and  coining  was  practised  by  them  for  centuries  before  it 
•!cd  hy  nations  who  had  used  the  preciotis  metals  as 
■r  ages. 

vrcms  no  reason  to  doubt  that  coining  was  im-entcd  by 
>»*»«  long  before  the  age  of  authentic  history.  Sir  Alexander 
.:irn,  who  is  the  highest  authority  on  Indian  numismatics, 
>ifn  that  the  Hindoos  coined  silver  in  square  coins  at  least 
s  I  SCO  ii.i . ;  though  how  much  earlier  it  is  not  possible  to 
wevcr.  this  plan  did  not  find  its  way  into  Western  nations. 
^Kcn  iltsputetl  whether  Money,  or  Coin,  was  in  use  in  the 
(he  Homeric  poems.  Some  critics  have  contended  that  in 
Lsuges  where  Homer  used  the  word  ft^\s^  he  meant  coins 
lame,  as  there  certainly  were  in  after  ages.  But  after 
nc  over  the  Homeric  |>oems  for  this  express  purpose,  we 
ed  that  there  is  not  the  faintest  allusion  to  anything  like 
them. 

A\  do  we  find  no  allusion  to  Money  in  Homer,  but  the 
nificativc  of  wealth,  give  no  preference  to  the  precious 
ove  other  things.  On  the  contrary,  they  are  comparatively 
niioned.    The  Homeric  words  expressive  of  wealth  most 
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frequently  refer  to  cattle,  or  horses,  or  agriculture.     Thus  we  have 

iroXvppriv,  TToXvpovrqSf  TroAvMnros,  <f>i\oKr€avos,  iroXvirdfuov^  a^Kiot, 

woXvKTJfjuoVy  TTokvXrj'Cos,  In  Iliad  vii.  i8o,  and  xi.  46,  are  almost 
the  only  instances  in  which  gold  is  especially  alluded  to  as  wealth-- 
woXvxpva-oLo  ^vK-qvYjs,  When  the  Greek  and  Trojan  leaders  send 
spies  to  discover  the  plans  of  the  enemy,  neither  of  them  promises 
Money  as  a  reward.  Nestor  (//tad  x.  215)  promises  the  successful 
spy  a  black  ewe  with  its  young — a  matchless  gift;  and  Hector 
(x.  305)  promises  on  his  part  a  chariot  and  a  pair  of  horses. 

The   Homeric  poems  probably  originated  when   the  Achaeans 
were  the  rulers  of  Hellas,  and  before  the  Dorian  conquest,  though 
very  probably  they  may  have  been  edited  after  that  period.    In 
those  times,  then,  we  have  seen,  that  there  was  no  Money  of  any 
sort  in  Hellas,  nor  even  were  gold  and  silver  used  as  measures  of 
value.     But  some  time  after  this,  though  how  long  we  cannot  say, 
a  Money  of  a  curious  nature  came  into  use  throughout  Hellas. 
They  used  large  iron  or  copper  nails,  or  skewers,  called  o/JcXarKOi, 
of  such  a  size  that  six  of  them  made  a  handful ;  and  when  silver 
was    substituted,   the    hpd\p.i) — the    standard    silver    coin    of   the 
Hellenes — derived  its  name  from  the  fact  that  it  represented  the 
value  in  silver  of  a  handful  of  these  nails,  or  skewers.     They  arc 
mentioned  by  Plutarch  in  his  life  of  Lysander,  §17,     He  says  that 
Lysander  sent  a  quantity  of  gold  and  silver  money  to  Sparta  by 
Gylippus,  who  stole  part  of  it ;  and  this  being  discovered,  made  the 
chief  Spartans  demand  that  all  the  gold  and  silver  should  be  sent 
away  as  a  foreign  nuisance ;  and  that  they  should  use  nothing  but 
their  own  national  coin,  which  was  of  iron,  and  tempered  with 
vinegar,  so  as  to  render  it  useless  for  any  other  purpose.     And  he 
says — "  Probably  all  the  money  in  former  times  was  of  this  kind ; 
for  they  used  iron  skewers  as  money,  and  some  used  copper  ones. 
Whence  it  comes  that  even  now  a  quantity  of  small  coin  is  called 
opo\o%  and  a  drachma  is  six  oboli,  because  the  hand  can  grasp  that 
number."    We  shall  see  below  that  Pheidon,  who  introduced  a  silver 
coinage  into  Hellas,  collected  a  number  of  these  nails  or  skewers, 
and  laid  them  up  in  the  Temple  of  Here,  at  Argos,  as  a  curiosity. 

Although  Julius  Pollux  says  that  the  invention  of  coining  was  by 
different  writers  attributed  to  four  different  persons,  or  peoples,  the 
claimants  for  this  honour  are  practically  but  two — Pheidon  of  Argos 
and  the  Lydians.  The  majority  of  ancient  writers  attribute  it  tc 
Pheidon,  King  of  Argos.  The  historian  Ephorus  is  quoted  in  twc 
places  by  Strabo.     In  viii.  6,  he  says — 

""Ei^opos,  kv  Alyivjj  apyvpov  irp&rov  KOTrrjvai  <f>rf<riv  xnrh  4>€t&i)vos 
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»  -^o^  ytvmrdai  wapa  Tii¥  Xvrp&nfra  r^  X^'lP^  ^^  Jiv$pmtrmit 

nr/  sajs  tkmi  siher  was  JSrst  mmd  in  j£gimm  by  Phddmu 
\ilamd  became  a  commercial  fort^  at  iAi  iaJkaMamit  wen 
betake  tkemuhes  to  maritime  commerce  in  contofnena  of  tke 

f  the  lamd:* 

\  viiL  3— 

lurpa  i^vfM   ra   ^tUvuta   KaAoifMrOy    xai   OTa0|iovf|  Ka2 

a\aftayf»ivov  ro  rt  aAAv  irac  r^  vipyvpov/* 

be  imvemied  tke  measures  caikd  the  Pheiiomam  ones,  antt 

mJ  aumed  Money  of  sih*er  and  other  hinds.'* 

t\  mchgtaim  Magnum  under  the  title  ^tkUrm^^  says — 

wi  Ac  vp^9$  ^iS^v'Apytioi  vop&irpa  Iko^€i^  ir  Aiyiyp,  koi 

7«Mrpi  «d4  draXd/imv  rois  o/ScAMFKovti  (iv«0i|kc  r||  iv  'Apyti 

Pheidon  of  Arg$s  was  the  first  who  et^er  coined  Money; 

JiJ  at  .£^'na ;  and  he  both  put  money  into  circuiation^  and 

tke  skewers^  and  laid  them  up  in  the  t^mpie  of  Here^  in 

oniance  with  this,  </Klian  says — 

r^N^Tifi    }i\ip%iiipa.    (Ko^arru    kqi    i^    tkvuav    cfcA>}0i|    vopuspa 

/in-  urrf  the  first  rcko  coined  Afoney^  ukick^  too^fr&m  tkem 
fip't.ran  .\foitey** 

Parian  marble  says— 

•  1*  *l*  .  .  .  fmv  f».      W/jycicK  fdi}/Miv  .•.€...  iWKCiVurCt  Kai 

I .  •  -.  t ,  >  1 1 1-  f  I*  A I  y  l\']ji  €  ron/ire  r. " 

r>e  authorities,  therefore,  agree  that  Pheidon  of  Argot,  was 
m\\o  coined  Money,  which  he  did  at  ^iCgina ;  because  it 
cat  mmmerctal  port ;  and  therefore  it  was  most  wanted 
the  convenience  of  commerce, 
mod  at  which  Theidon  lived  has  been  the  subject  of  much 

For  while  some  carr>'  it  back  so  Car  as  865  bc,  others 
down  to  783-  744.  The  question  is  fully  discussed  in  the 
rndti  to  the  first  volume  of  Clinton's  fasti  Hdlenid :  and, 
cn:(ifi,  the  latter  is  the  true  date.  We  may,  therefore,  place 
-aion  Iff  coining  in  Kuro|>e  by  Pheidon  in  the  Arst  half  of 
ih  century  b.c.      At  that  time  he  was,  by  far,  the  most 

•overeign  in  Hellas.  Argos  was  the  metropolis,  not  only 
'cl(j|Kinnesian  Dorians  hut  of  the  Asiatic  l>orian  colonies, 
lans  carried  on  a  ver>'  large  commerce  with  the  Phcnicians, 
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d  these  coins  were  adopted  throughout  the  western  states  of 

la   Minor.      'Iliere  are  several  of  these  coins  in  the  British 

iftcum. 

It  may  almost  seem  superfluous  to  remark  that  this  stamp,  or 

iiticate,  in  no  way  affecu  the  Value  of  the  Coin,  or  the  quantity 

LS^ngf  it  will  exchange  for  a  purchase.  Its  only  object  is  to 
rt  the  trouk>le  of  weighing  and  assaying  the  bullion  in  commerce. 
«  ran  the  Name  of  a  Coin  in  any  way  afTect  its  Value. 
\\iK\  It   is  true,  are  estimated  in  the  number  of  these  pieces 

^•u'ihon,  or  Coins:  but  it  is  necessarily  implied  in  the  bargain 
^  the  Coins  shall  contain  a  certain  quantity  of  bullion  of  a 
ioite  fineness. 

N'otrtliclcss,  although  this  seems  so  perfectly  clear,  it  is  a  con* 
>^n  uii  this  point  which  is  at  the  root  of  most  of  the  fallacies 
t  r\:rj\jgancie!i  on  the  Currency  question,  which  have  so  long 
L-.  :   :hc  public  ear.     They  almost  all  arise  from  confounding 

Name  -  or  Denomination— of  a  Coin  with  its  Value :  its 

::.r  »iih   Its  Turchasing  I'ower:   and,  from  supposing  that,  if 

i.rf:»>:dture  choose  to  call  a  Shilling  a  Pound,  that,  therefore, 
>r.i;..:i^  mould  have  the  value  of  a  Pound.  Anyone  who  will 
Ad  un  \\\s  mind  the  simple  principle  that,  though  the  stamp 
c\  :he  i]u\Ti  currency,  it  is  the  weight  of  bullion  alone  which 
n  1:  Value,  will  \k  able  to  steer  his  course  safely  through  all 

s%'.:^\s  and  «{uirk&ands  of  monetary  controversies. 

'.'.  .«  A.-***  e%iilcnt  that  if  this  process  of  stamping  bullion,  and  so 

:..:«:   ::   into  (.'«)in,  is  done  free  of  all  cxi)ense,  at  the  will  of 

\   r.c  mr«o  «.hiH>sc*s  to  present  bullion  at  the  Mint  and  demand 

:jl\c   .:    >tjm|iCil  :  and  also  without  any  delay:  the  Value  of 

::.?*...:.  x\  Hull  ion,  must  be  exactly  the  same  as  the  Value  of 
'  ^-ct-i!  as  Ct»in. 
1'.  :.   »'.\ir.  a  charge  ib  made  for  the  workmanship;   or  if  any 

.1    t  >.c  !  on  changing  the  metal  from  one  form  into  the  other; 

.:    «:^lu>  takes  place  in  doing  so;    there   will   be   a   difference 

'■•-«:.  ::.c  Value  of  the  metal  as  lUiUion  and  as  Coin,  equal  to 

z.-kt^f:  Swr  Workmanship,  the  tax  im]>osed,  and  the  amount  of 

;'r-«:  If  c;uin.'  during  the  |Krriod  of  delay. 

.    -ry^.  .■.•^»c*ir,  are  all  fixed.  «»r  njnstani,  ijuantitics.  which  can 

•  k.  cr*...:.t  ii.  an<l   they  form   the   limits  of   the  variation  ot    the 

'  ::.«.  ::ictal  in  llulliim  and  in  Coin. 
;-  ■    .::»;.tH'iis,    ilu-n.    tlul    tlurc   is    no   « har^:!-    li»r   work- 

.    !-    2  .    :    •   tax.  an*!   iu»  lit  la\    :ri   imning     and   **\\.\    \\\m\\  thcM* 
.-.•.■..':.•    .\     ui-  lu\e  this  tumlanu-nul  l-iw  <»l  the  ( 'linage. 
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and  Pheidon  adopted  his  system  of  weights  from  them.  From  time* 
immemorial  there  had  been  two  standard  weights  used  in  Assyria— t 
the  Babylonian  and  the  Euboic  talent  The  Dorians  traded  willl 
the  Phenicians,  and  adopted  the  Babylonian  talent  The  loniioil 
adopted  the  Euboic  talent  As  iEgina  was  the  great  commeidriv 
depot,  this  talent  was  afterwards  called  the  iEginean  talent  Tkfl 
Assyrians,  at  this  time,  had  no  coinage.  Pheidon,  introducing  ttefl 
system  of  Babylonian  weights  into  Hellas,  seems  to  have  investdl 
a  system  of  measures  which  were  called  after  him,  and  also  a  sihcrl 
coinage,  to  supersede  the  clumsy  iron  and  copper  skewers  and  Dills  I 
then  used  as  Money.  I 

The  account  of  the  invention  of  coining,  just  given,  seemil 
natural  and  probable.  There  is,  however,  a  passage  in  Herodotus,  I 
which  seems  to  be  at  variance  with  it  He  says  I.,  94,  speaking  of  I 
the  Lydians  : — "  II/owTot  Sc  dvOpiainDv  twv  i^/x€49  ?8/x€v  vo/aut/jui  ^(pww  I 
#ca4  dpyvpov  KO\pdfi€voi  €\prj<ravTo"  I 

"  And  t}iey  were  the  first  tnen  we  know  of  who  coined  and  usd  I 
go/d  and  silver  money**  I 

This  has  always  been  supposed  to  mean  that  the  Lydians  were  I 
the  first  who  invented  coining,  and  that  they  used  a  double  standard,  I 
as  it  is  called,  of  gold  coins  and  silver  coins.  If  this  be  the  case,  I 
the  authority  of  Herodotus  is  against  the  claim  of  Pheidon,  and,  I 
though  it  is  somewhat  singular  that  Julius  Pollux  does  not  mention  I 
this  passage,  he  says  that  Xenophanes,  of  Colophon,  assigns  the  \ 
invention  to  the  Lydians. 

However,  the  commentators  have  not  rightly  seized  the  meaning 
of  Herodotus.     They  make  him  say  that  the  Lydians  coined  gold 
coins  and  silver  coins  separately.     But  when  #cal  is  used  to  connect 
two  qualities,  it  means  that  the  object  spoken  of  partakes  of  both 
qualities  at  once.      Thus,  as  the  month  began  in  the  middle  of 
the  day,  the  last  day  of  a  month  was  called  Ivn]  koX  vka — the  ne\f 
and  old  day — because  it  belonged  partly  to  one  month,  and  partly 
to  another.      So  there  are  many  other  examples.      This  passage, 
therefore,  does  not  mean  that  the  Lydians  were  the  first  to  coin 
gold    money    and    silver    money   separately  —  if    Herodotus   had 
meant  that  he  would  have  said  vofxurfia  xp^^ov  t€  Kat  dpyvpov — 
but  it  means  that  the  Lydians  were  the  first  to  coin  money  of  a 
mixture  0/  gold  and  silver. 

This  rendering  of  the  passage,  which  is  the  genuine  Greek  idiom, 
exactly  tallies  with  the  fact  The  Lydians  had  a  coinage  of  a 
mixture  of  gold  and  silver,  which  they  called  tJAckt/jov,  or  eUctrum. 
They  were  usually  made  of  three  parts  of  gold  and  one  of  silver. 
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Mco  Compcnsatio  est  necessaria  quia  interest  nostra  potius 
ere  <)uam  soluturo  repetere." 

\^ff  ComffHiiUUfm  is  necessary^  hfcausf  it  is  our  interest  rather 
I.  than  to  recover  back  what  we  hai*e  paid. 
\\  Aurcitus  allowed  Compensation  as  a  matter  of  right,  and 
tiui  1  k.4>ts  became  Nfoney,  or  I^gal  Tender,  with  respect  to 
icr. 

was  enacted  (Cod,  4.  31,  4,  14) — "Si  constat  pecuniam 
lelKrri.  ipso  jure  pro  soluto  compensationem  haberi  opertet." 
r  mutual  debts  are  proved.   Compensation  is  to  be  held  as 
as  .1  matter  of  rif^ht. 
o     **  0>m|K*nsationes  debitorum  ipso  jure  6ent/' 

(  .  fKf^nsation  of  Debts  is  a  If^al  right. 

'T\  h.id.  however,  always  been  obIi^cd  to  allow  Compensation 

-^ic-  of  the  Common  I^iw  of  England  was  the  same  as  the 
r  of  Rome.  If  two  fiersons  were  mutually  indebted,  each 
Tv\^  hts  action  against  the  other. 

V.  however,  which  adopted  the  law  of  the  Pandects  and  the 
.i;*a\*»  allom-ed  (.'ompensation  or  Set  Off. 
\:.y  ta^s  the  rule  of  (Common  I^w  worked  great  mjustice. 
•••n  an«i  a  t)ankrupt  wore  mutually  indebted,  the  person  was 

*  >  :uv  his  debt  m  full,  and  onlv  received  a  dividend  on  his 
n  t.'.c  tunkrupt's  estate.  To  remedy  this,  the  Act  (Statute  4 
.  I-  allowed  set-ott'  in  cases  of  Kinkruptcy.  apd  this  was 
3  S>   Matutes  2  (ico.  ii.  c.  22,  s    12,  and  8  (ieo.  ii.  c  24, 

'■>  trie  Supreme  Court  of  Judicature  Art.  36  and  37  Vict. 
'•'•.  which  enacts  thit.  in  all  cases  in  which  the  rules  of 
:  Mii!  with  thoK*  01  the  Common  I-aw.  the  rules  of  Equity 
vail.  <  ompensation  is  alhrnvd  in  all  cases.  Hence,  if  two 
arc  mutually  indebted  in  c<)ual  amounts,  due  and  payable  at 
r  time,  each  Debt  is  Monev,  or  Ix'gal  Tender,  for  the  other 
debts  must  have  actually  accrued  due  at  the  time,  to  Ik* 
of  Com{>ensation. 

Q  sa\s  (/>/>.  16.  2,  17)  -*'()uod  in  dicni  «irbrtur  non 
k.a  'ii-.r  ante«|uan)  dies  vrnit.  ' 

re  :*  huh  n  m*i  due  canni*:  /v  ,,'mfrnuifcd. 

•  .nttance,  if  a  bunker  holds  a  customer's  acceptance  not  yet 

X 
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due,  he  cannot  retain  a  balance  on  his  customer's  account  to  mea 
it,  because  his  customer's  debt  does  not  come  into  existence  vaA 
the  bill  becomes  due. 

So  if  a  banker  holds  a  merchant's  acceptance  not  yet  due,  and  if 
the  merchant  holds  Notes  of  the  banker,  the  banker  must  pay  hb 
Notes  on  demand,  and  cannot  set  off  the  merchant's  acceptmcc, 
because  the  merchant's  debt  has  not  yet  come  into  existence. 

So,  for  a  similar  reason,  if  two  merchants  hold  each  otho^ 
acceptances,  one  of  which  is  due,  and  the  other  not  yet  due,  thcf 
cannot  be  compensated. 

If  a  Debt,  which  ¥ras  not  yet  due,  was  set  against  a  Debt  wfaid 
had  become  due,  it  was  termed  Deductio  (Gains,  Inst.  iv.  57). 

The  following  are  examples  of  Compensation — 

I.  Suppose  that  two  bankers  issue  Notes,  and  each  has  got 
possession  of  ;^ioo  in  the  Notes  of  the  other.  Each  tenders  the 
other  his  own  Notes  in  payment  of  his  0¥ni  Debt 

Each  banker  is  two  persona  \  he  is  Creditor,  and  has  a  Right 
of  action  (+  ;^ioo)  against  the  other;  and  each  is  Debtor,  or  his 
the  Duty  to  pay  ( -;£^ioo)  his  own  Notes  to  the  other. 

So  long  as  each  banker  holds  the  Notes  of  the  other,  there 
are,  of  course,  ;^2oo  of  Rights  of  Action,  Credits,  or  Debts,  in 
existence. 

But  when  they  exchange  Notes,  each  tenders  to  the  other  the 
Debt  he  has  against  him,  in  payment  of  the  Debt  due  to  him ;  that 
is  Compensation. 

Each  banker  still  continues  to  be  two  persona  \  but  instead  of 
each  being  Debtor  to  the  other,  each  is  now  Debtor  to  himselL 

It  is  a  case  of  double  Confusio,  Each  Debt  is  now  extinguished 
by  Confusio,  Each  obligation  is  now  extinguished,  and  the  £t^ 
cease  to  exist  as  Economic  Quantities. 

a.  Suppose  that  a  banker  holds  a  merchant's  acceptance  for 
^looy  which  has  become  due ;  suppose  that  the  merchant  holds 
£100  of  the  banker's  Notes,  or  has  an  account  with  him.  When 
die  banker  demands  payment  of  his  acceptance  from  the  merchant, 
the  merchant  tenders  him  bis  own  Notes  in  payment ;  or  the  banker 
'umply  writes  off  the  amount  of  his  acceptance  from  the  merchant's 

tKnint ;    and  as  before,   both  Obligations  are  extinguished  by 

n^iisio. 

3*  Suppose  that  two  merchants  have  issued  equal  acceptances, 

jach  due  on  the  same  day.      Suppose  also  that  the  acceptance 

"^  each  merchant  comes  into  the  possession  of  the  other.     On  the 

nnent,  each  merchant  tenders  to  the  other  his  own 
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c  in  layment  of  the  acceptance  due  to  him ;  this,  as  before, 
c  Confusio ;  and  both  Obligations  arc  extinguished. 
rni  of  Compensation  was  formerly  very  extensively  used  on 
lent,  before  bankers  discounted  mercantile  bills. 
i(.rous  centres  of  commerce,  Ljrons,  Antwerp,  Nuremberg, 
,  and  many  others,  there  were  held  great  fairs,  every 
iths. 

fi  Hants,  instead  of  making  their  bills  payable  at  their  own 
Ik-tc  they  must  have  kept  large  sums  in  cash  to  meet  them, 
n  {ayable  only  at  these  fairs.  In  the  meantime  their  bills 
all  over  the  country,  performing  the  part  of  money,  and 
il  with  indorsements. 

cnain  day  of  the  lair  the  merchants  met  together,  and 
:hi*ir  acceptances  to  each  other;  and  if  their  respective 
re  c<|uaK  they  were  balanced  and  paid  by  being  exchanged 
I  h  other,  by  Compensation.  By  this  means  an  immense 
was  tarried  on  and  liciuidatcd  without  any  specie  at  all. 
■»ert,  une  of  the  morning;  stars  of  modem  Kcooomics,  says 
c  fair  <'f  Lyons,  transactions  to  the  amount  of  80,000,000 
u-rc  Settled  without  the  use  of  a  single  coin. 


CONFUSIO    MERGER. 

L  ;ir<M>n  h.is  issued  a  Right  of  Action  against  himself,  and 
.\^A\\\  II)  any  way  into  his  own  possession,  so  that  he 
::.c  Ki^ht  tt)  dt-niand  and  the  Duty  to  (>ay  himself,  it 
Confusio.  t»r  Concunus  Debiti  et  Credttixn  Roman  l^w  : 
•  rrck  luw  ;  an<l  MCfgCf  in  ours. 

;:ni\ir'aliy   af:reed  thai   i\m/usu\  or   dmairsus  Debiti  tt 

.'■^'.«.  Ill'  a  simple  Pcbt  extinguished  the  Obligation;   but 

•>c>  so   iias  ^ivcn  rise  to  much   subtle  s|)eculation,  and 

r.cs  pu//Ii*d  Jurists  and    Divines.     It  was  a   problem   in 

c  1  urisprudenre  exactly  similar  to  the  doctrine  in  Algebra 

-  i:i%es  +.  which  was  for  centuries  acknowledgctl  as  an 

dtv^ima,  Imt  of  which  the  scientific  explanation  has  only 

V    gi\cii    in    very    recent    times.     The    Divines   alleged, 

«::;!  "lite  treated   cannot   l>e  destroyed;  and   the  Jurists 

\    the    Ri^ht    iKTin^   transferred   to  the   Debtor,   he  could 

himself ,    and,    therefore,   that  the  C^blif^ation  was  extin- 
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This  explanation,  however,  is  not  satisfactory ;  because  there  are 
cases  in  which  a  man  may  sue  himself;  he  may  fulfil  two  characteo, 
or  persona;  and  as  one  persona,  or  character,  he  may  sue  himsdf  as 
another  persona. 

Moreover,  this  would  only  show  that  the  Right  is  suspended, 
or  in  abeyance,  and  not  that  it  is  actually  extinguished ;  and  some 
eminent  Jurists  seem  to  take  this  view  (Stair's  Institutes  of  the  Lob 
of  Scotland,  book  i.  tit.  i8,  §  9). 

Moreover,  in  several  cases,  a  Confusio,  or  Concursus  DdfiH  d 
Crediti  occurs,  in  which  the  Right  and  the  Duty  unite  in  the  same 
person  and  are  not  extinguished,  but  may  afterwards  be  sepaiated 
{Stair,  ut  supra  ;  Erskinis  Institutes  of  the  Law  of  Scotland,  book  in. 
tit.  4,  §  23 ;  BelVs  Dictionary  of  the  Law  of  Scotland,  art  Confum) 

The  following  considerations,  however,  will  give  a  satisfactoij 
solution  of  this  juridical  puzzle. 

When  one  person  is  a  Creditor,  and  another  is  a  Debtor,  they  are 
two  characters  ox  personos. 

If  then  the  Right  of  Action*  comes  into  the  possession  of  the 
Debtor,  he  now  fulfils  two  characters,  or  personce.  The  liro  perseiut 
exist,  though  they  are  now  united  in  one  individual ;  just  the  same 
as  they  did  when  in  separate  individuals.  And  these  two  persona 
may  deal  with  one  another  exactly  in  the  same  way  as  when 
they  were  separate  individuals.  They  may  agree  to  extinguish  the 
^  Obligation  by  either  of  the  three  methods  by  which  Obligations  are 
extinguished  (Acceptilation).  The  Obligation  then  is  not  suspen- 
ded, or  in  abeyance ;  it  is  absolutely  extinguished  and  annihilated. 

Thus  this  perplexity,  which  was  held  by  Jurists  for  centuries  to  be 
insoluble,  is  now  removed. 


CONSUMPTION. 

Consumption  in  Economics  is  the  correlative  term  to  Pro- 
duction. 

The  Producer  is  the  person  who  offers  a  product  for  sale  in 
commerce ;  the  Consumer  is  the  person  who  purchases  it  for  his 
own  use  and  enjoyment,  and  takes  it  out  of  Commerce. 

Hence  Production  and  Consumption  constitute  Exchange 

A  great  deal  of  misconception  has  been  introduced  into 
Economics  in  recent  times,  by  the  unfortunate  fact  that  the 
English  word  Consumption  represents  two  French  words,  Con- 
somption  and    Consommation. 
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tw  Consomption  comes  from  Consumer^  which  necessarily 
iH  dt-stnirtion.  But  Consommation  comes  from  Consommer^ 
h  means  to  finish,  to  accomplish,  to  complete,  and  in  no  way 
l\fs  di-struction. 

•w  Conu^mmation  is  the  technical  term  in  French  Economics 
L*onsum|Hion,  and  what  we  have  to  do  is  to  determine  the 
■iin^'  of  Consommation  in  French. 

^1  Kiftnomists  termed  the  person  who  brought  a  product  into 
Rurkct  and  offered  it  for  sale,  the  Producteur ;  and  the  pierson 
pun  hoM-d  it  for  use  and  enjoyment,  and  took  it  out  of 
mcrrc%  the  Consammatiur^  or  the  Acketeur-Contommateur^  the 
-f  ('tinsumer. 

'Hi.  -mmation  is  derived  from  Consommer^  which  comes  from  the 
"!  C^^niummart^  to  complete^  to  accomplish. 

\\\is  I J  Fontaine  says — "En  peu  de  jours  il  consomma  raflaire." 
In  a  ft*  days  he  completed  the  transaction." 

■  PajMal  says— "On  vachercher  et  consommtr  la  dtfmonstration.'* 
Wf  must  now  seek  for  and  complete  the  proof." 

•  Ihipuis  says — "Durant  laquelle  sc  consomme  le  grand  omTage.** 
Ihinn^  »hi(  h  the  great  work  is  a^mpleted** 

rv.'hrf  writer  says — "  \ai  sacrifice  d'Isaac,  qui  ne  fut  point 
»:W,   fut    rimage  de  cclui   qui    fut  conu^mme  sur   la  croix." 

TTv-  >at  nfi«*f  of  Isaac  which  was  not  completed^  was  the  type  «>f 
•••  «h]i  h  v^os  o»mf'leted  on  the  Cross." 

"•    r-Mttl  not  nuiltiply  instances,  as  every  French  sc^holar  knows 

•  V,  ;:^:i  thai  the  ^renuine  sense  of  consommrr  is  to  Complete,  to 
r.  :.!ivh. 

i  :his  was  the  nu-aning  universally  given  to  ConMmmation  by 
..r  .  I  re  n<  h  F<'ononiisis. 

.s  \»  Tn-Nru-  savs — "There  is  this  difference  between  an 
..:  ^«    .ind  a  sale,  that   in  an  exchange  ever)thing  is  completed 

'K'r.r:  !..r  ta«h  |Kirty  :  they  luive  the  thing  which  they  wished 
f  -  uri ,  ai^d  ha\e  only  to  enjoy  il.     In  a  sale,  on  the  rontrar\-, 

■  t:!\  th*   bu)er  who  has  gained  his  obji.-<t,  In^^'ause  it  is  only  he 

r»  aMf   to  enjoy.     Hut   all   is  not   finished  (/ermine)  for  the 

* 

ki*-*  "  !1\«  hangr  arrivi->  tiireetly  at  its  objet  t,  nhieh  is  roni- 
-••n  i»  ti  mmath*n) ,  thire  are  only  two  irrms.  and  it  is  finishol 
f,'rm:n/t  m  one  ronirart.  Hul  a  eonlra<l  in  whieh  M<  ne\ 
n»r„-4  .s  not  romplete<l  {u»nsifmme),  Uiause  ihe  seller  must 
•fnr  a  bu)rr,  rilher  by  himself,  or  by  the  inter{K)sition  of  him 
•  tiiitn  hr  tran^kfepk  his  money.     'Inhere  are,  therefore,  lo  am\e  5A 
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completion  (consomfnation\  which  is  the  final  object,  at  least  foira 
terms  and  three  contractors,  of  whom  one  intervenes  twice."  I 

So  Blanqui  says — "  Toutes  les  transactions  devaient  se  consomm^ 
par  forme  d'Arhange." — "  All  business  must  be  completed  in  the  fonM 
of  an  exchange."  1 

So  Coumot  says — "Ou  se  consoniment  les  achats  et  les  vents."— j 
"  Where  sales  and  purchases  are  completed.**  I 

Michelet  says — "  II  ne  consomme  rien,  ne  finit  rien." — "  He  comr  I 
pletes  noi}DL\n%y  finishes  nothing."  ] 

Consommation^  or  Consumption,  then,  in  the  language  of  the  \ 
early    French    Economists,   simply  meant    the    completion  of  n  ; 
Exchange.     Suppose,  for  example,  that  a  painter  and  a  sculptor ' 
agree  to  exchange  a  picture  and  a  statue.     When  the  painter  has . 
received  the  statue  and  the  sculptor  has  received  the  picture,  eadi 
has  Produced,  />.,  offered  in  exchange  his  own  work,  and  has 
Consummated  his  desire  by  obtaining  the  object  he  wished  to 
enjoy.    And  the  Exchange  is  Consummated,  or  Completed, 
because  each  has  obtained  a  Satisfaction.     Hence  was  effected 
what  the  early  Economists  called  a  complete  Exchange.     But  there 
was  no  idea  of  Destruction  in  this  reciprocal  Consummation  of 
desires. 

The  Consommateur,  or  Consumer,  then,  was  the  person  who 
Consummated,  Completed,  or  Accomplished  the  desire  of  the 
Producer.  The  Producer  brings  forward  something  and  offers  it 
for  sale :  but  it  is  the  Purchaser  who  gives  Value  to  it :  it  is  he  who 
crowns  the  work,  and  Consummates  the  desire  of  the  Producer: 
or  completes  the  transaction  by  purchasing  the  product  by  gi\'ing 
something  in  exchange  for  it :  which  is  its  value.  The  consumer, 
therefore,  meant  nothing  but  the  Purchaser,  or  Customer. 

Thus  Consommation  was  used  by  the  early  French  Economists  to 
mean  simply  Demand. 

Thus  Boisguillebert,  the  morning  star  of  modem  Economics, 
says — "  Consommation  {Demand)  is  the  principle  of  all  Wealth.'* 

"All  the  revenues,  all  the  riches  in  the  world,  both  of  a  prince 
and  his  subjects,  only  consist  in  Demand  (consommation) :  all  the 
most  exquisite  fruits  of  the  earth  and  the  most  precious  products 
would  be  nothing  but  rubbish  if  they  were  not  Demanded 
(Consommh)y 

The  word  Consumption  as  hitherto  used  in  Economics,  is  a 
complex  term,  for  while  production  was  used  to  mean  obtaining  a 
product  and  bringing  it  into  commerce.  Consumption,  or  Con- 
sommation as  the  French  word  is,  was  used  by  the  Physiocrates  to 


Consumption  3 1 1 

an  (Kin  basing  a  product,  taking  it  out  of  commercet  and  using 

tn)«*\ing  it.  And  as  a  considerable  part  of  Economical  products 
the  fruits  of  the  earth,  which  are  destroyed  in  their  use  and 

jmmmt,  this  secondar>'  and  accidental  sense  of  destruction  came 
Be  U  o»nsidcred  as  the  primar)*  one. 

Sm:th  u-^-N  thf  words  "consume,"  "consumption,"  and  "con- 
-vLnublc  b:(KxlN'*  hut,  as  usual,  gives  no  definition  of  what  he  means 
^  :Si-m  Thr  introduction  to  the  H'eaitk  of  Nations  opens  thus—* 
*Thc  annual  laltour  of  e%*ery  nation  is  the  fund  which  originally 
«ip;4ii-^  It  with  all  the  necessaries  and  conveniences  of  life  which  it 
annua2]\  itmsumes.  and  which  consist  always  either  in  the  immediate 
podurr  of  that  bbour,  or  in  what  is  purchased  with  that  produce 
from  other  lutions. 

"  AiTonling.  therefore,  as  this  produce,  or  what  is  purchased  with 
c  Nrar>  a  greater  or  smaller  proportion  to  the  number  of  those  who 
«r  to  Ci^nsumf  it,  the  nation  will  be  better  or  worse  supplied  with  all 
Ac  fHf  i-<»sarif>  and  <*onvcniences  for  which  it  has  occasion." 

In  Boi»k  it.,  (h  1,  he  sa>-s  that  when  a  man  possesses  sufficient 
tiork  to  maintain  him  for  months,  or  years,  he  "naturally  endeavours 
^'  dcTi\c-  a  rt- venue  from  the  greater  part  of  it,  reserving  only  so 
s-jrh  fi*r  his  immtiiiate  consumption  as  may  maintain  him  till  this 
?ncr. lie  t»t.:inN  to  come  in." 

He  als*i  savs  m  the  same  chapter  that  as  floating  capital  is  to  be 
i^wi!  "  m.iMiv.  l)\  me.ms  of  which  all  the  other  thrix*  are  circulated 
ir^  jtifr:^uUj  to  their  pro[>er  omsumrrs.** 

I"  *  hap:*  r  n  **(  the  same  Book  he  says — "Though  the  weekly  or 
■'2t\\  r*\'nuf  of  all  the  different  inhabitants  of  ever>*  country  in 
v  s^*:.'    ni.iriner  nuy  tie.  and  in  reality  fre<]uently  is,  fuid  to  them 

TT.'fr-\  .  their  real  riches,  however,  the  real  wtx»kly  or  yearly 
''!•  r^-  <•?  all  of  them  taken  together,  must  always  Ik*  great  or  small 

:r  .:-r:«'n  !  »  th«-   iuanlity  of  ionsymahle  j^t\*ds  which  they  can  all 

'  vm  ;■,::<  has<-  with  this  monev.     The  whole  revenue  of  all  of 

:vsi  uk.c:i  tiv^ether  is  e\idently  not  e<)ual  to  lK>th  the  money  and 

">  ..^/fc*^=j/»Y  jC'Sh/i,  but  only  to  one  or  other  of  thesi*  two  \'a]ues, 

i":d  t»  th»'  Littrr  more  |»ro[x.Tly  than  to  the  former. 

■Th"ii#:h  We  fre*iuently,  therefon*,  expn-ss  a  |Hrvon's  revenue  by 
■V  ro-t-il  j»:i-i  I  %  whuh  arc  annually  paid  to  him,  it  is  l)ecause 
'V  untiu.'i!  oi  tht'M.-  pieceN  re^uLites  the  extent  of  his  |>ower  of 
■•»/  4ji;"r^*.  or  thi-  \alue  of  the  g<M)ds  whi<  h  he  can  annually  afford 

- .  ntMmtf  We  still  mnsiili  r  his  re\enue  as  consiNiin;;  in  this  power 
'  r^r.^.isjn^-  or  ii*nsufftinc*  a:ul  no;  in  the  piei  es  which  convey  it." 

A.nd  further  on  in  the  same  chapter,  after  showing  that  the  use  of 
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money  is  to  circulate,  and  distribute  these  consumable  goods  tollidrl 
proper  owners,  speaking  (^  a  bankei's  notes,  he  says  that— "Tkl 
same  exchanges  may  be  made,  the  same  quantity  of  ^vnsvnflMl 
goods  may  be  circulated  and  distributed  to  dieir  proper  consnmen  faf  I 
means  of  his  promissory  notes  to  the  value  of  ^100,000,  as  byn  I 
equal  value  of  gold  and  silver."  | 

In  Book  IV.  ch.  viiL,  he  says — "  Consumption  is  the  sole  enl  I 
and  purpose  of  all  Production ;  and  the  interest  of  the  prodnos  I 
ought  to  be  attended  to  only  so  Car  as  it  may  be  necessary  fa 
promoting  that  of  the  consumer.    The  maxim  is  so  perfecdy  id^ 
evident,  that  it  would  be  absurd  to  attempt  to  prove  it    But  is  ; 
the  mercantile  system,  the  interest  oi  the  consumer  is  almost  gob- 
stantly  sacrificed  to  that  of  the  producer ;  and  it  seems  to  coosidff 
production,  and  not  consumption,  as  the  ultimate  end  and  object 
qS,  all  industry  and  commerce."    And  in  a  great  number  of  otfxi 
passages,  which  we  need  not  quotes  Smith  evidently  means  die 
purchaser  by  the  word  consumer. 

J.  B.  Say  says^ — "The  reader  must  understand  that  as  Pro- 
duction is  not  the  creation  of  matter,  but  the  creation  of  udSijy 
so  consumption  is  not  the  destruction  of  matter,  but  the  destrudm 
of  utility.  The  utility  of  a  thing  once  destroyed,  the  first  foundatioD 
of  its  value,  which  made  it  sought  for,  which  establishes  the  demand 
for  it,  is  destroyed.  Thenceforth  it  has  no  value ;  it  is  not  a  portion 
of  wealth. 

"  Hence,  to  consume  (consommer\  to  destroy  the  value  of  things^  to 
annihilate  their  value,  are  expressions  whose  meaning  is  absolutdy 
the  same,  and  corresponds  to  that  of  the  words  produce,  give  utility^ 
create  value,  whose  meaning  is  also  the  same. 

"All  consumption,  being  the  destruction  of  value,  is  not  measured 
by  the  volume,  the  number,  or  the  weight  of  the  products  con- 
sumed, but  by  their  value,"  and  so  on. 

Again  he  says- — 

"  CoNSOMMATEUR :  Is  he  who  destroys  the  value  of  a  product, 
either  to  produce  another,  or  to  satisfy  his  tastes  or  wants. 

"CoNSOMMATiON :  CoNSOMMER :  to  cousumc  (consommcr)  is  to 
destroy  the  value  of  a  thing,  or  a  portion  of  its  value,  by  destroying 
the  utility  which  it  had,  or  a  portion  of  that  utility. 

"We  cannot  consume  (consommer)  that  which  cannot  be  destroyed. 
Thus  we  can  consume  the  service  of  an  industry,  and  not  the 
industrial  faculty  which  has  rendered  this  service :  the  service  of 
land,  but  not  the  land  itself. 

^  TraiU^  div.  iii.  ch.  i.  '  Epitome  at  the  end  of  the  TraUL 
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^A  value  cannot  be  cxmsumed  twice;  for  to  say  that  a  thing 
>  consumed  is  to  say  that  it  does  not  exist  any  more. 

**  Lvcr^ihing  which  is  produced  is  consumed ;  therefore  every 
ihac  created  is  destroyed,  and  was  only  created  to  be  destroyed.^ 

Again  he  Aays'—^The  most  immediate  effect  of  every  kind  of 
onsumption  {Amsomma/ion)  is  the  loss  of  value,  and  therefore  of 
valth,  which  follows  for  the  possessor  of  the  product  consumed 
fmmf).  This  effect  is  constant,  inevitable,  and  we  must  never 
sight  of  it  in  reasoning  on  these  matters.  A  product  consumed 
mtme)  is  a  value  lost  for  all  the  world  and  for  ever." 

And  this  meaning  of  consumption  as  destruction  has  been  widely 
iftopurd  by  writers.  Thus  Malthus  says* — **  ComsumpHon ;  the 
otnK-tion,  wholly  or  in  part,  of  any  portions  of  wealth**;  and 
Cocuum|iti«>n  is  the  great  purpose  and  end  of  all  production." 

So  M<CuIltich  says — **By  consumption  is  meant  the  annihibtion 
F  thoH:  (qualities  which  render  commodities  useful  or  desirable. 
i)  cim^umc  the  products  of  art  and  industry  is  to  deprive  the 
lanef  of  which  they  consist  of  utility,  and  consequently  of  the 
ichangi'jbU-  value  communicated  to  it  by  labour.  Consumption 
^  in  fait,  the  end  and  object  of  human  exertion;  and  when  a 
3CBiDodity  is  in  a  fit  state  to  be  used,  if  its  consumption  be  de- 
»Tt'd,  a  lt*ss  IS  incurred."' 

T»  t.his„  Senior  has  well  answered* — "That  almost  all  that  is 
T^^-i  t  ti  ts  (lestroyc-d,  is  true ;  but  we  cannot  admit  that  it  is  pro- 
;> '.d  lur  thr  puqxMc  of  being  destroyed.  It  is  pnxlu(x*d  for  the 
jTf^^  ip|  Uinjc  made  use  of.  Its  destruction  is  an  incident  to 
s  j%i .  not  only  n<it  intended,  but  as  far  as  possible  avoided.  In 
k  t,  th«  rt  .ire  some  things  which  seem  unsusceptible  of  dt*struction, 
VT'^^'C  t»)  aitidental  injur)*.  A  statue  in  a  galler>*,  or  a  medal, 
r  A  ^f  m  in  a  cabinet,  may  Ik*  preserved  for  centuries  without 
;/:u:*r:  ili  tc  ri<  »ration.     There  are  others,  such  as  food  and  fuel, 

-    :.   jun^h  in  the  very  act  of  using  them;  and  hence  as  these 

::.'    ni«*>t   essential   commodities,  the  word   consumption   has 

•^r.  A{*(f;itd  unueruUy  as  expressing  the  making  use  t>f  anything. 

.:  !.V  t>uik  cif  lommcxlities  are  destroyed  by  those  numerous 
radujki  agents  whi«'h  we  rail  collettively  hme^  and  the  action  of 
i^>h  «e  \tnve  to  retard.  If  it  be  true  that  consumption  is  the 
A.c«:  *i  jXX  production,  the  inhabitant  ot'  a  house  must  be  termed 
<.-r.tunif  r,  but   it  would   l>e  strange  to  (all  him  its  destroyer; 


:i  • 


*  r»«*.v.  \X.  Ill  ch.  u.  '  /if/imi/t^mt  L^n  /\;'i/ua/  £*i?m^'Hjr,  p   247. 

*  /^tm.  t/Jtt  0f  /Wf/«.a/  Hi^Hjmjr,  p.  511. 
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since  it  would  unquestionably  be  destroyed  much  sooner  if  unin- 
habited. It  would  be  an  improvement  in  the  language  of  Political 
Economy  if  the  expression  *to  use'  could  be  substituted  for  that 
*to  consume.'"  At  p.  14,  Senior  observes  that  "Demand  is  some- 
times used  as  synonymous  with  consumption."  1 

In  fact,  it  is  astonishing  that  men  of  ability  should  maintain  sudi 
a  monstrous  paradox  as  that  everything  which  is  produced  is 
destroyed;  that  it  is  only  produced  for  the  purpose  of  beii^ 
destroyed ;  and  that  if  it  is  not  destroyed,  a  loss  is  incurred 

An  architect  builds  a  splendid  Palace.  He,  the  builders,  and 
the  workmen,  are,  in  the  language  of  Economists,  Producers;  the 
palace  is  a  product ;  are  palaces  produced  for  the  purpose  of  bring 
destroyed ;  and  is  a  loss  incurred  if  they  are  not  destroyed  imnw- 
diately  they  are  produced? 

An  artist  produces  3.  great  picture.  Does  he  produce  it  for  Ae 
purpose  of  destroying  it  ?  And  is  loss  incurred  if  it  is  not  destroyed 
as  soon  as  produced  ? 

A  sculptor  produces  a  great  statue.  Does  he  produce  it  for  tbe 
purpose  of  its  being  destroyed  ?  And  is  a  loss  incurred  if  it  is  not 
broken  in  pieces  immediately  that  it  is  produced  ? 

J.  B.  Say  says^ — "The  English  succeed  in  making  very  fine  glass 
for  mirrors,  and  could  supply  them  at  a  very  moderate  price,  if  the 
enormous  duties  laid  on  the  manufacture  of  glass  in  England  did 
not  raise  the  product  to  a  price  which  many  consumers  (consm- 
mateurs)  cannot  afforcj." 

Now  did  the  Consumers  of  the  mirrors  smash  them  ?  Were  the 
mirrors  produced  for  the  purpose  of  being  smashed  ?  And  was  t 
loss  incurred  if  they  were  not  smashed  immediately  they  were 
produced  ? 

It  is  said  in  Gii  Bias,  B.  iv.  c.  6—"  A  book  in  great  esteem 
among  the  students,  who  have  already  consumed  {consomme)  four 
editions  of  it."  Now  did  the  students  buy  these  four  editions  for 
the  purpose  of  destroying  them  ? 

Johnson,  explaining  the  elementary  principles  of  trade  to  Dr. 
Wetherell,  Master  of  University  College,  Oxford,  says^— "  Here  are 
three  profits  to  be  paid  between  the  printer  and  the  reader,  or  in 
the  style  of  commerce,  between  the  manufacturer  and  the  consumer; 
and  if  any  of  these  profits  be  too  penuriously  distributed  the  process 
of  commerce  is  interrupted.'^ 

Now  do  the  consumers  or  readers  of  books  purposely  destroy 

^  CourSy  part  iii.  ch.  3. 

'  BoswELL,  sub  anno  1776,  vol.  ii.  p.  414,  edit.  1822. 


Hbem?  Arc  books  produced  Tor  the  purpose  of  being  destroyed? 
Hnd  is  a  loss  incurred  if  they  arc  not  destroyed? 
^B  There  ate  vast  quantities  of  furniture  produced  which  seem 
^Bbsolutely  indestructible  except  by  violence,  if  properly  protected. 
^hIk  Scythian  war  chariot,  the  unique  glory  of  the  Florentine 
H|biscuin,  seems  to  be  made  of  wood  which  has  attained  the 
Hotdit)'  of  iron,  and  shews  that  wood  may  be  as  durable  as  marble. 
Hpoir  carpenters  produce  massive  bookshelves  and  massive  tables. 
^Kk  these  bookshelves  and  tables  produced  for  the  purpose  of  being 
^■Btroyed?  And  is  a  loss  incurred  if  they  are  not  destroyed?  So 
^■r  from  their  being  destroyed,  there  seems  to  be  absolutely  no  limit 
^gf  their  durability.  The  Scythian  war  chariot  is  contemporarj'  with 
Humham,  and  it  is  as  fresh  as  the  day  it  was  made. 
^K  We  need  not  multiply  any  more  instances,  as  multitudes  will 
^HCUr  to  any  one  who  thinks  on  the  subject  for  an  instant.  But  it 
Hjlevly  appears  that  if  Consumption  means  destruction,  the  doctrine 
Bfaat  consumption  is  the  end  of  all  production  is  manifestly  false ; 
^Bld  [O  say  that  a  loss  is  incurred  if  things  are  not  destroyed  as  soon 
^K  they  are  produced,  is  an  absurdity  so  great  that  we  can  only 
^■Hrrel  how  men  of  ability  couid  put  such  a  thing  into  their  books. 
^B  In  fact,  this  doctrine  is  only  another  example  of  that  careless 
^Bd  hasty  generalisation  which  ha.s  caused  so  much  mischief  in 
Hfeocnomics.  It  is  true  that  some  things,  such  as  food  and  fuel, 
^■e  produced  for  the  purpose  of  being  destroyed :  destruction  is 
^■IKntial  to  their  use.  But  there  are  many  other  things  of  which 
^■CRniction  is  only  incidental  to  their  use,  such  as  clothes  and  many 
^■ber  things ;  and  also  a  vast  number  of  things  do  gradually  waste 
^Bny  in  the  course  of"  time,  such  as  houses,  watches,  and  innumer- 
^HUe  other  things ;  but,  so  far  from  being  purposely  destroyed,  the 
'  ITPatest  care  is  taken  to  preserve  them  and  to  keep  them  in  repair ; 
mi  there  are  multitudes  of  other  things  which  are  absolutely 
idestruclible  except  by  violence. 

But,  even  though  it  be  said  that  the  majority  of  things  do  wear 
away  in  the  course  of  time,  Economics  has  nothing  to  do  with  their 
destruction.  As  Economics  has  nothing  to  do  with  the  various 
processes  by  which  products  are  obtained ;  but  a  product  only 
liters  into  Economics  when  it  enters  into  commerce;  so  when 
is  purchased  and  passes  out  of  commerce  it  passes  out  of 
L'.onomics;  and  Economics  has  nothing  to  do  with  the  mode  in 
which  products  are  used  or  destroyed.  The  Economic  phenome- 
non is  nothing  but  the  exchange. 

tn  the  language  of  commerce  the  Consumer  means  simply  the 
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buyer.     When  Say  speaks  of  the  Consumers  {cansammaieurs)  d  4e 
mirrors,  he  means  merely  the  buyers  of  them.     He  himself  says^ 
"The  Consumers  {consommateurs)  of  products  are  their  bayea* 
When  it  is  said  in  Gil  Bias  that  four  editions  of  the  book  loe 
consumed,   it  only   means    that    they   were    bought    When  Di 
Johnson  speaks  also  of  the  Consumer,  he  means  only  the  boycL 
In  the  language  of  Commerce,  Producer  and  Consumer  mean  orif 
seller  and  buyer ;  Production  and  Consumption  together  constitile 
exchange,  which  is  the  true  field  and  limit  of  Economics,  and  kii 
by  divagating  from  the  true  limits  of  the  science  that  Econonott 
have  caused  all  the  confusion.     Bastiat  well  says* — "  In  genenl  le 
devote  ourselves  to  a  trade,  a  profession,  or  a  career ;  and  it  b  not 
from  that  that  we  expect  directly  the  object  of  our  satisfiictiaB 
We  render  and  we  receive  services ;    we  offer  and  we  denudi 
values;    we  make  purchases  and   sales;    we  labour   for  otheni 
and    others   labour   for   us:    in   a   word   we   arc  Produten  and 
Consumers,^^ 

By  using  the  terms  Production  and  Consumption  in  their  tnic 
and  strict  commercial  sense  we  are  enabled  to  get  rid  of  the  term 
Distribution.     The  Physiocrates  used  commerce  and  exchange  to 
mean  the  whole  passage  of  a  product  from  its  first  seller  (producteur) 
through  a  series  of  exchanges  to  its  last  purchaser  (acheteur-m- 
sommateur) ;   the  intermediate  exchanges  were  denominated  tra^ 
But  as  a  matter  of  fact,  each  of  these  transactions  is  a  separate  and 
independent  exchange,  and  an  Economic  phenomenon.    The  fanner 
grows  the  corn,  and  produces  it,  i,€,  offers  it  for  sale  in  the  market 
It  then  enters  Commerce  and  Economics.     The  miller  buys  it  from 
the  farmer ;  he  is  the  customer  or  consumer.    That  is  one  exchange, 
or   Economic   phenomenon.      The   miller   grinds    the    com,  and 
produces^  or  offers  it  for  sale  to  the  baker,  who  is  the  customer,  or 
purchaser,  or  consumer  of  the  flour.     That  is  another  exchange,  or 
Economic  phenomenon.     The  baker  bakes  the  flour  into  bread,  and 
produces^  or  ofiers  the  bread  for  sale  in  his  shop,  and  the  public  come 
and  buy  the  bread  in  his  shop.     They  are  the  buyers,  customers,  or 
consumers  of  the  bread.     That  is  a  third  exchange,  or  Economic 
phenomenon.      Then    the    bread    passes    out    of    commerce  and 
£k:onomics,  into  use  and  enjoyment.     Now  here  is  a  separate  series 
^^  exchanges;   each  wholly  independent  of  the  others;  each  an 
omic  phenomenon ;  and  all  governed  by  the  same  great  general 
^d  of  course  an  analogous  course  of  reasoning  applies  to 

-^-i//,  p.  349. 

'9mes  Economiques,     Art  **  Producteur  Consommateur,"  p.  56a 
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2iM!^     'II1US  the  term  Distribution  is  absorbed  in  Production 

•resumption. 

rt'.mt-s  however.  Distribution  is  used  in  the  same  sense  as 

ii{4ion.      Thus  Turgot  entitles  his  work  Reflexions  sur  la 

f:.*m  et  Distribution  des  Riehesses.*'     So  Smith  says* — "The 

of  thtN  improvement  in  the  productive  {wwers  of  labour, 
r  order  according  to  which  its  produce  is  naturally  distributed 

the  different  ranks  and  conditions  of  men  in  the  society 
\\\v  subji^t  of   the  First    Book  of  this   Imiuiry."      Senior 

-  Pi»litir.il  l'Ux)nomy  to  be  the  Nature,  Production,  and 
•u!:>m  of  Wealth.  Now  by  Distribution  these  writers  mean 
:.:ition.  i>r  purchase.  Smith  says*--**  The  metal  pieces  of 
.:  'nifiney)  is  rom(K>sed,  in  the  course  of  their  annual  circula- 
irrjr^uff  to  ever>-  man  the  revenue  which  properly  belongs  to 

Arni  a  little  further  on  he  says — "The  same  exchanges  may 
•if.  th«-  same  (Quantity  of  consumable  giHHis  may  be  circulated 

tfx'utfj  to  their  projKT  cimsumcrs^  by  pa|)er  as  by  money. 

K'liriomists  sfMikc-  of   Distribution  they  invariably  meant 

.:::on  l>y  means  of  an  exchange.     For  how  is  wealth  dis- 

\*     \\\  no  other  method  than  that  of  exchange.     If  a  man 

!•>  \.A\K'  brt-ad  distributed  to  him,  he  must  have  something  to 

•  \-  ri.ince  for  it.  such  as  shoes  or  other  things.     And  if  a 

,•  r%  -h»N  %  di'^tnlmti'd  to  him  he  must  have  something  such 
.  i  !■•  ^•\i  in  txrhan^r  for  them.  Hence  the  sh(H*maker  and 
fc'  r  .if-   .  .\k\\  jinxliK'tTs,  ami  the  re<ipnMMl  distribution,  or  con- 

-    ft  *m\\  «)ihiT\  priKiuee  is  an  exchange.      Hence  we  see 

/>  Ju.n.ft,  Ihitrihution^  and  Consumption  of  Wealthy  the 

.;';j    I):ifnrution  of   Wealthy  and   the   Production  and 

-:•.';  n  '[f  Wtoi'fh  arr   identical  expressions,   and  alisolutely 

•:  .  r-  !.»rf  iliminatt  all  itKas  <jf  destruction  from  the  ttrchnical 

'.'  ri  •-!  (*i>nsuinpt:nn  in  Kconomics.  and  le.ive  only  purchxse 

\r.\*    ^1  ni  ral   mt  anin;^.     \Vr   have  st-en   that   it   is  entirely 

•v;*  i»  a^w-rt  that  i\tr\ thing  is  priHlucitl  for  the  puqtose  of 

•.•s!rM\.ii     ami  thai  1!  (  iMisumption  nu-ans  destruction,  it  is 

r^*    ti»   sa\    that  CnnNumption  is  tlu*  end  of  all   rnnluction. 

^^  tri:-  IN  it  to  v.iy  that  il  < 'onsiiniplion  U-  drferT«d,  a  loss  is 
'\      \\\i\  whiti  wi-  Ml*  that  ( 'onsuni[)tion  is  nu  rely  pun  hasi-. 

'.   s  !ru<-  to  say  that  < 'oiisuinption  is  the  t-nd  4>f  all  l^r^Hlui  tion, 

.V    I*r"!u<  Mon    nirans    oftrnng    something   in  eXf  hangc,  and 

•  ■:.  •    '.  *  ■  11  V.I. '.'A  .  *  .V.i/i.  «  .  •  /v. //*.  .1/ A.  *.vi.  VI  »• .  lilt  fml  action. 

•'.&.:•  .-'  .%'x'i.-MJ,  Ik.  11.  ciuj>.  IL 


3i8  Fundamental  Concepts  and  Axioms  [Btttj 

Consumption  means  taking  it  in  exchange.     So  also  it  is  tnie  dot 
the  quicker  Consumption  is,  the  more  profit  there  is,  and  the  sloia 
Consumption  takes  place,  the  less  profit  there  is.     We  have  show% 
under  Rate  of  Profit ^  that  a  profit  made  in  a  day  is  seven  timeii 
greater  Rate  of  Profit  than  a  Profit  made  in  a  week,  and,  of  coune^ 
the  longer  it  is  deferred,  the  less  it  becomes.     So  if  his  product  ii 
not  consumed,  or  purchased  at  all,  it  is  a  total  loss  to  the  prodooa; 
and  he  has  lost  the  reward  of  his  labour,  as  it  is  only  consumptki 
which  constitutes  his  product  wealth,  and  his  labour  is  not  cod- 
summated,  or  completed,  until  he  has  got  a  reward  for  it    A  dx)^ 
maker  does  not  want  a  thousand  pairs  of  shoes ;  what  he  wants  ii 
something  in  exchange  for  them — bread,  clothes,  fuel,  house  rooi^ 
etc.,  either  directly,  or  the  means  of  obtaining  these  things,  wfakk 
is  money ;  and  unless  his  shoes  are  consumed,  or  bought,  he  en 
get  no  satisfaction  for  his  labour,  which  is  thrown  away,  and  not 
completed.     So  a  baker  does  not  want  a  thousand  loaves  of  bra4 
but  like  the    shoemaker,  he    wants    the    other   necessaries,  coo- 
veniences,  and  enjoyments  of  life,  which  he  can  get  in  exchange  for 
them.     So  a  vrine  merchant  does  not  want  his  hogsheads  of  port 
and  claret,  or  his  butts  of  sherry :  a  cloth  merchant  does  not  want 
his  miles  of  cloth :  a  farmer  does  not  want  his  acres  of  com,  or  his 
herds  of  cattle :   a  coalowner  does  not  want  his  shiploads  of  coal:  | 
but   each  and  all  of  them  want   the  other  necessaries  and  con- 
veniences and  amusements  of  life  which  they  can  get  in  exchange 
for   them.     A  company  of  actors  do  not  perform  a  play,  nor  a 
troupe  of  opera  dancers  execute  a  ballet,  for  their  own  delectation, 
but  for  what  they  can  get  in  exchange  for  it ;  and  their  labour  is 
productive  just  as  it  does  or  does  not  bring  in  returns.    So  no 
producer  wants  the  things  which  he  himself  produces,  but  only 
what  he  can  get  in  exchange  for  them,  and  the  faster  he  can  gain 
things  in  exchange  for  his  products  the  faster  he  increases  in  wealth. 
Hence  we  see  that  in  this  sense,  which  was  the  one  given  to  it  by 
those  who  originated  it,  it  is  true  that  Consumption  is  the  end  of  all 
Production ;  and  that  the  faster  the  consumption  takes  place  the 
greater  is  the  increase  in  opulence.     And  as  Production  and  Con- 
sumption  constitute  exchange,  it  is  rapidity  of  exchange  which  leads 
to  national  opulence. 

A  country  which  abounds  with  gold  and  silver  coin  cannot 
properly  be  said  to  be  wealthy ;  any  more  than  one  which  abounds 
with  machinery.  So  long  as  these  stand  idle,  the  country  must 
remain  poor,  like  a  manufacturing  town  in  a  strike.     It  is  their 

otion  or  circulation  which  generates  wealth,  and  the  rapidity  of 


that   circulation  which  indicates  the  rate  of  increase  or  progress. 
This  consideration  will  enable  us  to  solve  a  question  which  was  long 
agitated  by  Economists  and  statesmen.     Which  employment  con- 
duces most  to  national  opulence?     From  the  time  of  Colbert  to  the 
French  Revolution,  the  question  whether  the  towns  or  [he  country 
most  conduced  lo  national  wealth  was  keenly  disputed,  and  accord- 
ing as  one  side  or  the  other  pre^-ailed,  the  one  was  encouraged  and 
cockered,  and  the  other  depressed.     Now,  as  the  velocity  of  the 
circulation    indicates    the   rate  of  progress,   whatever  employment 
causes  currency  to  circulate  with  the  greatest  rapidity,  most  aug- 
ments national  opulence.     Currency  is  the  engine  of  circulation, 
and    industry   is  its  motive  power;  whichever  species  of  industry 
drives  the  engine  fastest,  most  rapidly  augments  the  national  wealth. 
Now    it  is  well  known  that  of  all  species  of  industry,  agriculture 
causes  the  most  languid  circulation  of  the  currency.     By  offering  an 
extra  stimulus  of  reward,  the  productions  of  human  Industry  can  be 
multiplied  and  quickened  to  an  extraordinary  extent,  but  the  process 
of    Nature    is    slow,  and    cannot    be    accelerated    at    command. 
Different  trading  pursuits  cause  a  brisker  circulation  in   different 
degrees — all  much  faster  than  agriculture.     Hence  a  purely  agricul- 
tural country  must  increase  slower  in  opulence  than  any  other,  and 
i!her  countries  very  much  in  the  proportion  of  their  inhabitants 
iigaged  in  agriculture,  as  compared  to  other  pursuits.       Experience 
amply  verifies  this  remark.     Poland  and  other  countries,  which  have 
few  resources  but  agriculture,  are  the  poorest  and  most  barbarous  in 
Europe.     Great  Britain  and  Holland,   in  which  the  smallest  pro- 
■"irlion  of  the  inhabitants  are  engaged  in  raising  food  for  the  rest, 
i;l-  ibc  wealthiest,  and  other  countries  very  much  in  similar  pro- 
j. unions.     The  instances  are  not  many  in  which  people  have  made 
|V>rtunes    by   agriculture,    but   there    is   scarcely   probably    a  small 
countrj-    town,  where  some    industrious   and    eneigelic  individuals 
liave  not  realized  a  competence  by  trading. 


COPYRIGHT. 

Copyright  is  one  form  of  Incorporeal  Properly.  It  is  the  Right 
to  appropriate  the  profits  to  be  made  by  works  of  literature  and  art. 
Now  this  Right  to  appropriate  the  profits  to  be  made  by  these 
subjects  can  neither  be  seen  nor  handled,  but  it  may  be  bought  and 
sold,  or  exchanged ;  its  Value  may  be  measured  in  Money ;  and 
therefore  it  is  Wealth. 


J 
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COST  OF  PRODUCTION. 

We  have  defined  Production  to  be  the  act  of  placing  any  product 
in  the  market  where  it  is  offered  for  sale  (Production).  Hence 
Cost  of  Production  must  mean  the  Cost  of  placing  any  product  in 
the  market  where  it  is  offered  for  sale. 

But  Ricardo  insisted  that  the  expected  Profit  to  be  made  by 
selling  the  article,  must  be  included  under  the  Cost  of  ProductioD. 
This,  however,  is  obviously  inadmissible.  The  Cost  of  Production 
is  the  cost  of  placing  the  article  in  the  market ;  its  Value  is  die 
amount  it  realizes  in  the  market,  and  the  Profit  is  the  difference 
between  the  Cost  of  Production  and  its  Value.  Ricardo  excluded 
from  consideration  in  his  treatise  all  commodities  except  those 
which  were  capable  of  being  produced  in  unlimited  quantities  by 
human  labour;  and  then  he  contended  that  Cost  of  Production 
regulates  Value.  But  he  also  maintained  that  the  Quantity  of 
I^abour  expended  in  obtaining  a  product  is  its  Value,  and  conse- 
quently he  made  Quantity  of  Labour  and  Cost  of  Production 
identical.  This  doctrine,  obtained  from  the  consideration  of  only 
one  small  class  of  Economic  Quantities,  has  exercised  a  most 
baleful  influence  on  English  Economics,  and  now  requires  a 
thorough  investigation. 

I.  It  has  been  shown  in  the  first  part  of  this  work  that  the  ruin 
of  a  very  large  part  of  English  Economics  is  owing  to  the  undue 
prominence  which  is  given  to  Labour  as  the  Cause  of,  and  as 
necessary  to.  Value.  Smith  begins  by  putting  Labour  in  the  fore- 
front of  his  work  as  necessary  to  Value,  for  reasons  which  we  ex- 
plained in  the  first  part  of  this  work ;  although  he  has  completdy 
contradicted  that  doctrine  in  a  subsequent  part  of  it 

In  Book  I.,  ch.  v..  Smith  has  thrown  the  whole  subject  of  Value 
into  the  utmost  confusion,  by  suddenly  changing  his  notion  of  the 
Value  of  a  thing  from  being  the  Quantity  of  Labour,  or  Cona- 
modities,  it  will  purchase  or  exchange  for,  to  the  Quantity  of 
Labour  embodied,  as  it  were,  in  its  production.  Hence  the  un- 
fortunate and  misleading  expression.  Intrinsic  Value,  has  become 
firmly  established  in  Economics,  which  is  not  only  most  manifestly 
self-contradictory,  but  it  has  greatly  obscured  the  comprehension  of 
the  whole  subject,  and  especially  the  Theory  of  Credit. 

Ricardo  perceived  Smith's  inconsistency,  and  censured  him  for 
it;  but  he  has  fallen  into  exactly  the  same  contradiction  himself^ 
*>ecause  he  b^ns  his  work  by  defining  the  Value  of  a  thing  to  be 
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the  thing  it  will  exchange  for ;  and  as  he  goes  on  in  his  book  he 
changes  the  idea  of  the  Value  of  a  thing  to  be  the  Quantity  of 
Labour  embodied  in  it. 

From  this  unforttmate  idea  not  only  has  the  term  Intrinsic 
Value  become  firmly  established,  but  also  the  equally  unfortunate 
idea  of  an  Invariable  Standard  of  Value.  Smith  and  Ricardo 
imagined  that  if  any  commodity  could  always  be  produced  with  the 
same  Quantity  of  Labour,  it  would  be  an  Invariable  Standard  of 
Value. 

Ricardo  says:  "If  the  Quantity  of  Labour  realised  in  com- 
modities regulate  their  exchangeable  Value,  every  increase  in  the 
Quantity  of  Labour  must  augment  the  value  of  that  commodity  on 
which  it  is  exercised,  as  every  diminution  must  lower  it.** 

Ricardo  calls  the  Quantity  of  Labour  required  to  produce  a 
commodity^  its  Absolute  Value,  and  says  that  if  any  commodity 
could  always  be  produced  with  the  same  Quantity  of  Labour  it 
would  be  an  Invariable  Standard  of  Value. 

He  says:  "The  Labour  of  a  million  of  men  in  manufactures 
will  always  produce  the  same  Value." 

Therefore,  according  to  Ricardo,  whether  a  commodity  sdls  for 
;^io,  for  ;^'5o,  or  for  ^100,  it  is  of  exactly  the  same  Value ! 

Ricardo,  however,  constantly  uses  another  expression  as  identical 

with  Quantity  of  Labour,  namely.  Cost  of  Production. 

It  is,  however,  quite  erroneous  to  use  Quantity  of  Labour  and 
Cost  of  Production  as  identical  expressions,  because  nothing  is 
more  common  than  for  wages  to  rise  or  fall,  while  Quantity  of 
Labour  remains  exactly  the  same.  Now  Wages  are  certainly  part 
of  the  Cost  of  Production,  hence  Cost  of  Production  constantly 
varies,  while  Quantity  of  Labour  remains  exactly  the  same. 

2.  Even  supposing,  however,  that  Quantity  of  Labour  and  Cost  of 
Production  remained  the  same,  it  is  quite  easy  to  show  by  numerous 
examples  that  it  is  quite  erroneous  to  say  that  they  regulate  Value. 

(i)  It  is  quite  common  in  a  coal  mine  to  have  different  strata 
of  coal  of  different  qualities.  Some  strata  at  the  top  may  be  of 
excellent  quality;  others  lower  down  may  be  of  very  indifferent 
quality,  mixed  with  shale  and  other  rubbish ;  now  the  coals  obtained 
from  the  inferior  strata  may  require  a  greater  amount  of  Labour  or 
Cost  to  obtain  them  than  the  superior  coals.  But  will  they  bring 
the  same  price  in  the  market?  Common  sense  and  experience 
show  that  they  will  not;  but  that  the  better  qualities  of  coal  will 
sell  for  a  higher  price  than  the  worse  qualities,  no  matter  what  the 
Cost  of  Production  or  Quantity  of  Labour  may  be. 

V 
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(2)  Take  the  case  of  an  orchard.    The  trees  are  of 
cultivated  with  the  same  amount  of  Labour  or  Cost 
each  individual  fruit  must  be  the  result  of  exactly  the  same 
of  Labour  or  Cost  of  Production.    Yet  everyone  knows  Aat  <Nft 
the  very  same  orchard,  and  off  the  very  same  tiee^  fruit  of 
different  qualities  will  be  gathered    Will  these  diflGerent  quafida 
fruit  bring  the  same  price  in  the  same  maiket?    CommooieBB 
and  experience  show  that  they  will  not:  but  that  the  mpenv 
qualities  of  fruit  will  bring  a  higher  price  than  the  inferior  qnililieib 
quite  irrespective  of  Cost  of  Production  or  Quantity  of  Labour. 

As  an  example  of  this,  it  is  usual  in  the  coffee  plantilioa 
in  the  East  Indies  to  separate  the  berries  into  three  stKS'.ds 
larger,  the  middling,  and  the  smaller :  it  is  found  that  die  ids 
of  the  whole  crop  is  much  increased  by  this  separatioo  of  ds 
berries :  while  the  three  sizes  tell  for  very  different  prices^  Novs 
each  hes^  is  produced  by  exactly  the  same  Quantity  of  Labour  <r 
Cost  of  Production,  it  is  evident  that  it  is  a  manifest  fidlacytv 
assert  that  Value  is  regulated  by  quantity  of  Labour  or  Coit  of 
Production. 

(3)  Take  the  case  of  an  ox  or  a  sheep.  Every  part  of  these 
animals  is  the  result  of  the  same  Cost  of  Production  :  and  therefore 
every  part  of  the  same  animal  ought  to  bring  the  same  price  in 
the  same  market  But  is  this  the  fact?  Common  sense  and 
experience  show  that  they  do  not :  but  that  different  parts  of  the 
same  animal  bring  very  different  prices. 

(4)  It  is  quite  common  for  a  street  of  houses  to  be  built  in  a  net 
neighbourhood :  and  when  first  built  they  let  for  a  moderate  [moe: 
but  as  population  and  fashion  increase  in  the  neighbourhood,  the 
rents  of  the  houses,  long  after  they  are  built,  and  are,  perhaps 
in  a  much  inferior  condition,  will  be  much  higher  than  they 
were  when  the  houses  were  new. 

(5)  All  fruits  of  the  earth  are  greatly  affected  by  the  qualities 
of  the  soil  they  are  grown  in.  There  are  few  which  are  more 
sensitive  to  the  qualities  of  the  soil  and  the  influence  of  the 
weather  than  the  vine.  The  slightest  difference  in  the  qualities 
of  the  soil,  exposure  to  the  sun  or  wind,  produces  the  most  marked 
differences  in  the  qualities  of  the  wine,  and  on  its  price.  It  is 
impossible  to  select  an  example  to  show  more  cleariy  the  fallacy 
of  the  doctrine  that  Cost  of  Production  or  Quandty  of  Labour 
regulates  Value  than  the  culture  of  the  vine. 

Ricardo  was  so  entUh  of  the  doctrine  that  all  Value  is  due  to 
human   Labour,    that  he   maintained  that  the  sun  and  air  and 
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fine  weather  and  moisture  have  no  effect  on  the  Value  of  the 
crops.  He  says — "But  these  natural  agents,  though  they  add 
greatly  to  Value  in  use,  never  add  Exchangeable  Value,  of  which 
M.  Say  is  speaking,  to  a  commodity.  .  .  .  But  as  they  perform 
their  work  gratuitously,  as  nothing  is  paid  for  the  use  of  air,  of  heat, 
and  of  water,  the  assistance  which  they  afford  us  adds  nothing 
to  Value  in  Exchange." 

The  glaring  absurdity  of  this  doctrine,  so  contrary  to  the  plainest 
common  sense,  is  sufficient  to  condemn  the  whole  of  Ricardo's 
system.  In  reply  to  this  we  may  simply  quote  a  paragraph  from 
a  daily  paper  of  June  3rd,  1880: — "The  longed-for  rains  have 
come  at  last,  and  though  the  showers  as  yet  have  been  gentle 
and  rather  local,  the  half  inch  of  moisture  which  has  refreshed 
the  fields  during  the  last  seventy  hours  has  been  wortA  at  least  a 
million  sterling.  Every  gdlon  of  water  which  the  thirsty  soil  has 
drunk  up  might  be  appraised  at  a  tangible  money  value,  for  it 
has  brought  back  life  to  the  parched  pastures." 

If  Ricardo's  doctrine  were  true,  that  sun  and  air  and  water 
have  no  effect  on  the  value  of  the  crops,  it  would  equally  follow 
that  bad  weather,  storms,  and  other  calamities  would  have  no  effect 
in  diminishing  their  value. 

In  fact,  if  Ricardo's  doctrine  were  true,  the  Value  of  the  crop 
ought  not  to  be  more  than  the  Labour  expended  upon  ploughing 
and  preparing  the  groimd  and  sowing  the  com :  because  human 
labour  ends  there:  all  the  growth  and  increase  is  the  agency  of 
Kature. 

The  direct  consequence  of  Ricardo's  doctrine  that  Labour  is 
the  cause  of  all  value  is  that  the  growth  of  com,  and  fruits,  and 
of  flocks  and  herds,  is  due  to  human  labour,  a  consequence  which 
was  broadly  asserted  by  some  of  his  disciples. 

The  Expression  Quantity  of  Labour  is  unintelH^le. 

3.  When  Smith  and  Ricardo  say  that  Value  depends  upon 
Quantity  of  Labour,  the  expression  at  first  sight  seems  some- 
what plausible,  and  has  had  many  adherents;  but  the  slightest 
reflection  shows  that  it  is  absolutely  unintelligible.  For  when 
^ings  of  different  kinds  are  produced  by  different  kinds  of  Labour, 
how  is  it  possible  to  compare  Quantities  of  different  kinds  of 
Labour? 

Labour  is  the  generic  name  for  the  exertion  of  Thoug^ht  or 
Abilities  of  any  sort;  and  there  are  of  course  as  many  different 
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kinds  of  Labour  as  there  are  different  species  of  Thought;  and  I 
these  are  quite  incommensurable  with  each  other,  and  can  by  n  I 
possibility  be  compared  with  each  other.  I 

How  can  the  Labour  of  a  ploughman,  a  carpenter,  or  a  bridda|(r  I 
be  compared  with  the  Labour  of  a  Newton,  a  Raphael,  or  a  Shib  I 
speare?     How  can  we  compare  the  "Quantity  of  Labour*  in  tkl 
Principia  with  the  "  Quantity  of  Labour"  in  the  San  Sisto^  MoAA^ 
or  the  Messiah  ?    How  are  we  to  compare  the  "Quantity  of  Labon* 
in  the  Comedy  of  Dante  with  the  "Quantity  of  Labour"  inoDecfj 
Giotto's  frescoes,  or  Ghiberti's  doors  of  the  Baptistery  of  Rorence? 
How  are  we  to  compare  the  "Quantity  of  Labour"  in  a  BeM 
conducting  a  great  law  case,  with  the  "  Quantity  of  Labour*  ii 
a  surgical  operation  by  Paget  or  Fergusson  ?     How  can  we  compue 
the  Quantity  of  Labour  in  a  watch  with  the  Quantity  of  Labour  iij 
ploughing  a  field  or  steering  a  ship  ? 

The  fact  is,  that  immediately  we  begin  to  endeavour  to  compm  1 
different  kinds  of  Quantities  of  Labour  together  the  attempt  is  so 
hopeless  that  it  must  be  abandoned. 

Absurdity  of  tJu  Doctrine  that  all  Values  are  Proportional  io 

Quantities  of  Labour, 

4.  The  doctrine  that  Value  is  due  to  Quantity  of  Labour  adopted 
by  Ricardo,  as  applied  only  to  certain  commodities,  was  carried  to 
an  extreme  by  De  Quincey,  a  fervent  admirer  of  Ricardo's,  in  some 
dialogues  on  Political  Economy. 

One  of  the  interlocutors  asks  if  there  is  any  one  principle  in 
Political  Economy  from  which  all  the  rest  may  be  derived. 

The  other  replies  that  there  is :  such  a  principle  exists  in  the 
doctrine  of  Value;  that  the  ground  of  the  Value  of  all  things 
lies  in  the  Quantity  of  Labour  which  produces  them.  Here  is 
that  great  principle  which  is  the  cornerstone  of  all  tenable 
Political  Economy ;  which  granted  or  denied,  all  Political  Economy 
stands  or  falls.  .  .  .  Mr.  Ricardo's  doctrine  is  that  A  and  B  aK 
to  each  other  in  Value,  as  the  Quantity  of  Labour  which  producci 
A  to  the  Quantity  which  produces  B ;  or,  to  express  it  in  the 
shortest  formula  by  substituting  the  term  base  as  synon; 
producing  labour ;  all  things  are  to  each  other  in  Value  v 
are  in  Quantity. 

"  I  affirm  that  when  the  labourer  obtains  a  large  qiv 
for  instance,  it  is  far  from  being  any  fair  inferenoe 
then  at  a  high  real  value ;  that  in  all  probabilil 
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<  .il  valiu- :  and  invi'rs«.-Iy  I  affinn  that  when  'Kaif/^  aiv 
r>  hi(:hi-»t  Tv.ll  valuL-,  the  labourer  will  nbtain  th«  very 

iiantily   of   corn.    .    .    .     But  what  \%  it  that   I  assert? 

ihi-Ti-  i^  no  ronn<.vtiun  ai  all  of  any  kind,  dirt-ct  or 
iiHivn  tlif  (juaiitily  commanded  and  the  value  com- 
.  .  .  I  should  again  l>u  intruducinc  the  notion  of  a 
I   U-iMrct-n  the  (luantity  obtained  and  the  value  obtun- 

It  In  the  [lurgMiM.*  of  my  whole  ar^ment  to  exterminate. 
.  *rs  is  ih.it  no  surh  coniK-ctitin  subsists  Ix-twcun  the  two 
>  .\n\  inffreiiie  that  the  real  value  is  Krt--at,  lietausv  the 

liuvN  is  urtat  or  small,  iKvause  the  i|uantily  it  buys 
'■t  nt  i|>r<K-ally,  that,  l>e<au!*'  the  n-al  value  is  great  or 

<  i<>r<  the  c|unnlitii-ri  iNiught  shall  l*e  t;Teat  or  Miiall." 

.ir<    .11  a  high  real  value  when  it  r<.-«iuire!>  much  labour 

w:i);(->,  and  at  a  low  real  value  wlu.-n  it  re<)uires  liltle 

I'^'hUk  I-  wa^es :  and  it  is  |ierfectly  ron>istent  with  high 

'■:.<.'.  the  l.ilMiufi-r  slintild  l>e  almost  starving  ;  and  i»erfectly 
■*::\\  loH  nal  valiK— that  the  lalKtun-r  should  t>e  living  in 

.v.A   I'liiit'iiri.  .  .  .     Meantime  I  presume  that  in  your 

•  \>  i\Ii.kK-.  u«-  iif  the  word  value,  a  high  value  ought  to 
\.\^\\  \.ilui',  and  that  it  will  Ik-  very  ali^urd  if  it  should 

..-  :>'  |i'.ir>  hjMiig  a  great  Quantity,  that  eondition  is  surely 
,:  ::.  .u.>  in.in\  ul.a  of  value."  " 

.u.t.  d  till-  Icin^  i\tr.i't  in  <irder  In  slmw  ihe  Utter 
-:  !!:■  »oid  \.ilu.'  «hi<h  Smith.  Ku.inl.>.  .md  iheii 
.!■    ::!;ri-!ui.il  iiiiii  till-  Mit-nte.     Tli<-  V.ilue  <>l  a  thing 

•  '.-.■-w^  il  »iil  [mrih.iM-:  and  of  ii.ur-e  the  greater  the 
r-..,!  !h!:i^  w!ii<  h  il  <  ,in  [lurc  h.i>i-,  tin-  ;;ti-.iti-r  is  its  Value. 

■  -..'.■  li!'.^  :h.-  v.ilui-  -if  a  thinj;  \<\  Ik'  ih.'  <,»uanttiy  ol 
■:■.».. 1  :ti  ;;.:tin.;  U.  the  ali-urd  i  cini  luM.ui  neti-vsarily 
:  'Xv  m<T<  lalH'iir  i-  givm  and  the  suLdK-r  the  result,  the 
•:•  •^.i•  thin.;  IS,  'I'lul  !■•,  aoiiidiMi:  ti>  IV  fjuincey,  a 
..f   :-   niii- Il   Hiiite  ^alii.il'le  wInn  he  gt-ts  X'*  '"  wages 
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writing  his  History  was  equal  to  the  Quantity  of  Labour  in  200  oA 
trees  growing:  equal  to  the  Quantity  of  Labour  in  1,000  ottk 
growing :  equal  to  the  Quantity  of  Labour  in  10,000  sheep  growing!  |5 

A  piece  of  ground  on  ^ich  a  town  is  built  sells  for  jf  iO)00o: 
also  a  Bank  Credit  may  be  of  the  value  of  ;^io,ooo  :  conseqneotlf 
the  Quantity  of  Labour  in  the  piece  of  ground  is  equal  to  tt 
Quantity  of  Labour  in  the  Bank  Credit 

A  girl's  head  of  hair  sold,  as  we  have  seen,  for  ^5  :  therefoR  tbe 
Quantity  of  Labour  in  the  growth  of  the  girl's  hair  is  equal  to  te 
Quantity  of  Labour  in  about  two  and  a  half  she^ 

Such  are  the  doctrines  of  Political  Economy  wfaich  are  sd 
current  in  this  country! 

We  have  already  seen  that  there  is  no  labour  at  all  in  moce  te 
about  20  per  cent  of  things  which  have  Value. 

But  all  these  perplexities  and  absurdities  vanish  at  once  when  «t 
clearly  perceive  that  Demand  is  the  sole  cause  of  Value. 


Error  of  the  doctrine  that  Cost  of  Production  regulates  ¥alllt 

6.  It  has  already  been  shown  that  it  is  a  profound  enror  to 
suppose  that  Cost  of  Production  regulates  Value :  and  in  practical 
Economics  it  often  happens  that  Value  regulates  Cost  of  Produc- 
tion :  i.e.  Wages  are  regulated  and  adjusted  by  the  Value  of  the 
commodity. 

(i)  In  the  trial  of  W.  Frend  it  is  said— "But  I  believe  it  to  be 
a  notorious  fact  that,  in  proportion  to  the  fluctuating  Value  of  the 
manufactured  commodity,  the  price  of  spinning  a  certain  quantity  of 
wool  has  varied  in  different  degrees  downwards  from  one  shilling, 
which  may  be  considered  as  the  maximum." 

(2)  So  it  was  said  by  a  landowner  in  the  East  of  England- 
"  Wages  in  the  East  of  England  during  the  present  century — firom 
1800  to  1870 — were  always  regulated  by  the  price  of  wheat  flour." 

(3)  So  an  Essex  farmer  says — "  It  is  a  very  old  custom  in  the 
East,  South,  and  I  believe  in  the  West  of  England,  to  pay  farm 
labourers  in  proportion  to  the  current  price  of  wheat.  When  wheat 
becomes  dear  the  farmers,  quite  unsolicited,  have  been  in  the  habit 
of  raising  the  wages  of  their  men,  and  vice  versd.^* 

(4)  So  in  the  iron  trade  it  has  long  been  the  custom  to  r^ulate 
wages  by  the  price  of  iron :  and  in  speaking  of  a  conference  to 
adjust  differences  between  the  Lanarkshire  ironmasters  and  their 
men,  a  sliding  scale  was  agreed  to  that  when  the  price  of  iron  was 
60s.  per  ton  the   men  should  be  paid  5s.  per  ton :    and  that  a 


n  of  II.  per  ton,  either  up  or  down,  should  mean  a  rise  or 
id.  per  ton  in  w^es. 

lO  it  was  said  in  a  daily  papt;r — "  One  of  ihe  most  general 
'ements  in  the  coal  trade  is  the  adoption  of  the  sliding  scale 
lod  of  determining  wages  by  the  price  of  the  Product  of  the 
ur.  In  nearly  every  one  of  the  coal-producing  districts  there 
been  adoptions  of  this  principle:  in  some  cases  at  isolated 
leHes,  and  in  others  covering  Large  associations.  The  principle 
ot  new  in  the  trade;  for  it  is  well  known  that  for  two  years 
re  the  strike  in  Durham  last  year,  a  sliding  scale  arrangement 
been  in  force  in  that  county,  and  in  an  allied  industry— the  iron 
-there  had  been  an  adoption  of  the  principle  for  two  periods 
the  auspices  of  the  Board  of  Arbitration  for  the  manufacturing 
■ade  of  the  North  of  England,  And  in  much  earlier  years  it 
Hated  that  in  the  lead  mining  industry  a  somewhat  similar  method 
determining  wages  was  known.  In  the  manufacturing  iron  trade 
special  facilities  for  gathering  these  data,  which  are  the 
best  basts  for  such  scales — figures  showing  the  relationship  between 
prices  and  wages  for  years.  In  one  of  the  great  centres  of  that 
Bade  the  relationship  has  become  in  years  so  definite  as  to  approach 
''>  the  dignity  of  a  rule :  and  the  old  standard  of  '  shillings  to 
pounds  ■  is  one  well  known.  That  is,  for  every  pound  in  the  price 
'>f  certain  classes  of  iron  the  puddler  should  receive  for  his  part  of 
ihe  labour  in  producing  that  iron  is.  per  ton.  With  this  generally 
acceptable  rule,  it  was  easy  to  define  a  scale  of  advances  suited  to 
lie  special  circumstances  of  the  trade  in  a  given  district" 

(6)  So  in  the  years  1S72  and  1873  the  price  of  coal  rose 
i-iiormously,  to  the  dismay  of  every  householder  in  the  country. 
During  this  period  also  repeated  rises  took  place  in  the  wages  of 
lie  colliers.  The  public  are  never  very  nice  in  observing  the  order 
of  such  events,  and  many  persons  thought  that  the  long-prophesied 
failure  of  our  coal  supplies  had  come  ;  and  that  the  increased  price 
of  coaJ  was  due  to  the  increased  cost  of  obtaining  it.  The  com- 
plaints of  the  public  were  so  loud  that  a  Committee  of  the  House 
of  Commons  was  appointed  to  investigate  the  subject.  They  insti- 
tuted a  searching  inquiry  into  the  whole  facts  of  the  case,  and  they 
clearly  shewed  that  the  enormous  rise  in  the  price  of  coal  was  due 
to  the  immense  demand  for  iron,  every  ton  of  pig  iron  requiring 
three  tons  of  coal,  and  every  ton  of  rolled  iron  requiring  six  tons  of 
coal.  The  Committee  said  that  they  were  satisfied  that  the  prices 
of  coal  which  prevailed  several  years  before  the  present  rise  com- 
;ed  were  so  low  that  they  did  not  afford  a  reasonable  profit  to 


^^CDci 


328  Fundamental  Concepts  and  Axioms  [RlR 

the  owners  of  collieries  in  general,  nor  such  remuneration  as  tk  lie 
workmen  might,  with  regard  to  the  hazardous  nature  of  thdr  labou,  lii 
reasonably  expect.  |t 

The  witnesses  examined  by  the  Committee  were  unanimous  dsl 
it  was  the  high  price  of  coal  that  caused  the  workmen  to  demand 
higher  wages,  and  not  the  reverse.  Mr.  Baker  said — "  The  iioo 
trade  has,  generally  speaking,  owing  to  its  large  consumption,  niM 
the  price  of  coal  and  wages  too."  Mr.  Wardell  said — "  Wages  hue 
advanced  in  proportion  to  the  price  of  coal."  Mr.  Dickinson  sal 
that — "Coal  has  been  selling  at  an  unprecedentedly  high  price  of  late, 
and  the  consequence  has  been  that  wages  have  been  similarly  high.* 
Mr.  Macdonald  said — "  In  every  case  in  Scotland  the  rise  in  Ae 
price  of  coal  preceded  the  rise  in  the  rate  of  wages.  The  woikmeii 
followed  the  employers'  demand  upon  the  public  with  a  demand  for 
an  advance  of  wages.  The  advance  of  price  was  announced  in  the 
papers,  and  always  preceded  the  demand  of  the  men.  In  one  cas^ 
where  the  men  were  satisfied  that  the  rise  in  the  price  of  coal  nas 
injurious  to  the  manufacturing  interests  of  the  country,  they  agreed 
not  to  press  their  demand  for  wages  if  the  employers  would  take  off 
the  last  advance  of  price."  Mr.  Halliday  described  the  successive 
rises  in  the  price  of  coal,  which  were  followed  by  a  rise  in  wages. 
He  said  that  the  custom  from  his  youth  upwards  had  been  that  the 
men  should  have  a  rise  of  2d.  for  every  lod.  rise  in  the  price  of  coal; 
which  custom  had,  however,  not  been  strictly  followed  in  the  late 
rise.  In  1869  wages  were  3s.  6d.  to  3s.  9d.  a  day.  In  187 1  they 
got  an  advance  of  2d.  per  ton  in  consequence  of  the  rise  in  coaL  In 
November  187 1,  coal  advanced  lod.,  and  the  men  got  id.  In 
January  1872,  coal  rose  lod.,  and  the  men  got  id.  In  May  coal 
rose  another  lod.,  and  the  men  got  nothing.  In  June  coal  rose 
IS.  3d.,  and  the  men  got  2d.  In  July  coal  rose  2s.  6d.,  and  the  men 
got  3d.  In  September  coal  rose  5s.,  and  the  men  got  3d.  In 
December  coal  rose  3s.  4d.,  and  the  men  got  2d. 

The  Report  says — "  It  is  dearly  shown  that  the  retjU  order  oj 
events  has  been  tJu  rise  in  the  price  of  iron^  the  rise  in  the  price  of 
coaly  and  the  rise  in  the  rate  of  wages.  The  increased  payment  per 
ton  for  labour  employed  in  getting  the  coal  cannot  therefore  be 
considered  as  the  primary  cause  of  the  large  increase  in  the  price  of 
coal ;  a  rise  in  wages  followed  upon  rather  than  preceded  a  rise  in 
the  price  of  coal." 

The  same  system  has  found  favour  among  our  antipodean  fellow- 
citizens.  It  is  said  in  the  Times^  July  31st,  1874 — "In  view  of  the 
diflficulties  that  surround  the  labour  question  at  home,  I  think  it 
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>?ntilc  to  call  attention  to  one  mode  of  settling  aflairs  of  this  sort 
>fKt<il  Ity  the  coal-miners  at  Newcastle,  to  the  north  of  Sydney.  A 
»4«ns!ratian  signaliNing  the  settlement  was  held  lately.  The 
Lirman  of  the  miners'  ass<x:iation  took  the  opportunity  to  announce 

:cnns  of  agri-ement  accepted  hy  the  miners  and  managers,  which 
ri-  a*  follows— "First,  that  the  minimum  rate  of  wages  (xayable  for 
■  i:v  and  all  other  work  usually  performed  by  miners  at  each  of 
'  afM>\cmentioned  collieries  shall  ht  the  rates  current  thereat  prior 
Jul\  23rd,  1872,  when  the  selling  price  of  second  or  best  coal  was 

\Kt  tun,  and  of  small  coal  3s.  6d.  per  ton.  Second,  that,  subject 
t.St  al>ovc  limit,  the  wages  |)ayable  at  each  of  the  alx>ve  collieries 

he«'.n^  and  all  other  work  usually  |K*rformed  by  the  miners  shall 

rt^.AttJ  H  the  friir  of  rtw/,  and  rise  and  fall  with  it,  .  .  .  On 
viutiin.:  thr  aliove,  the  chairman  announced  to  coal  buyers  in 
-t<>n.i.  .Nouth  Australia,  New  Zealand,  Hong  Kong,  Ikitavia,  and 
lu  :h.it  no  hindrance  in  future  would  exist  through  strikes  to  the 
If •)«  ot  >\i\\\^  —  the  commercial  millennium  of  the  |X)rt  had 
i%nl  .  ^triki'N  and  I(M*k-outs  were  a  thing  of  the  past.  Various 
vic^s  addrt-SM-d  the  meeting  in  the  same  happy  and  reassuring 
i.n. 

I\r^-  instanci-s  are  sufficient  to  prove  the  truth  of  the  principle 
■<'':  ^*l■  1m\c  Uen  endeavouring  to  enforce,  that  it  is  just  xs 
:n  ::.•    I'n«  r  oi  an  article  which  governs  its  Cost  of  I'roduciion 

. ':  :i  KuK  Cost  of  Production  appears  to  Regulate  Value. 

7.    I'.' ri-  ."iri,  lii»\it\«T,  undoubtedly  some  cases  in  which  Value 

;•-•-  !  -  Io'.Imw,  tir  lt»  conform  lo.  Ci)st  «)f  l*n>duction  ;  and  there- 

'^«*\  r^.i^otK-r^  mi^ht  s;iy  th.it  0)st  of  IVoduction  RcpllatCS 

:.  .•  mt  !;.i\f  mm-  \*\  determine  in  a  scientific  |K)int  of  view 
*^v-r  I'liN  IS  really  so.  tir  thither  it  is  only  appxirrntly  so; 
'tr..  r  :.*.<   >.tnir  phenomena  cannot  1h-  accounteii  for  or  explained 

4   m.:«*i   Wider  Tlutiry.     And   if   so,   the  general   principles   of 
:.r.&i   i'Silir%4ip)iy  ( nni|H*l  Us  t(»  adopt  the  (leneral  Theory  and 
r- 1  ••i»  Sjwi  sal  one,  winch  only  acxounts  for  ont  class  of  casev 
k-.ir.l'.  sa\'»     "It  IS  the  Cost  of  Production  which  must  ulti- 
>.\  rrvuUte  the  Price  of  Commodities,  and  imT.  as  has  been 

r:   sa;d,  the  pro|M»rtion  iK'tween  '  *'^; 

\iti  (jijr:ion  txtw«x-n   Supply  P 
rc  xfic^x  the  market  Value  ' 
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in  greater  or  less  adundance,  accordii^  as  the  Demand  nuq 
increased  or  diminished ;  but  this  effect  will  only  be  of  tei^M 
duration.  .  .  . 

''The  opinion  that  the  Price  of  commodities  depends  sold; 
the  proportion  of  Sup[dy  to  Demand,  en  Donand  to  Supply, 
become  almost  an  axiom  in  Political  Economy,  and  has  bo 
source  of  much  error  in  that  sdenoe." 

He  then  quotes  the  doctrine  of  Say  that  Supply  and  Dea 
regulate  Prices  at  all  times,  but  that  Cost  of  Productioo  is  a  I 
below  which  they  cannot  remain  any  length  of  time^  bee 
Production  would  then  be  entirely  stopped  or  diminished, 
Lord  Lauderdale's  Law,  which  we  have  given  in  a  previous  dia 
and  says — 

''This  is  true  of  monopolised  commodities^  and  indeed  d 
market  Price  of  all  other  commodities  Jbr  a  limited  perifd.    I 
Demand  for  hats  should  be  doubled,  the  Price  would  immedi 
rise,  but  the  rise  would  only  be  temporary:  unless  the  Co 
Production  of  hats,  or  their  natural  price,  were  rsused.    II 
natural  Price  of  bread  should  fall  50  per  cent,  from  some 
discovery  in  the  science  of  agriculture,  the  Demand  woulc 
greatly  increase,  neither  would  the  Supply :  for  a  commodity  i 
supplied  merely  because  it  can  be  produced,  but  because 
is  a  Demand  for  it     Here,  then,  we  have  a  case  where  the  S 
and  Demand  have  scarcely  varied ;  or  if  they  have  increased, 
have  increased  in  the  same  proportion :  and  yet  the  price  of 
will  have  fallen  50  per  cent,  at  a  time,  too,  when  the  Val 
Money  had  continued  invariable. 

"Commodities  which  are  monopolised  either  by  an  indi^ 
or  by  a  company  vary  according  to  the  law  which  Lord  Laud 
has  laid  down :  ^t  they  fall  in  proportion  as  sellers  augment 
Quantity^  and  rise  in  proportion  to  the  eagerness  of  the  I: 
to  purchase  them :  their  Price  has  no  necessary  connection 
their  natural  Value.  But  the  Prices  of  Commodities  whic 
subject  to  competition^  and  whose  Quantity  may  be  increas 
any  moderate  degree,  will  ultimately  depend,  not  on  the  si 
Demand  and  Supply^  but  on  the  increased  or  diminished  C 
their  Productions^ 

Mill  agrees  in  this  doctrine.  He  says  that  there  is  a  Law  di} 
from  Supply  and  Demand,  which  regulates  the  permanent  or  ai 
Values  of  the  class  of  commodities  we  are  considering.  Ai 
agreement  with  Ricardo,  he  says — 

"  It  is  therefore  strictly  correct  to  say  that  the  Value  of  t 
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h  can  be  increased  in  Quantity  at  pleasure  does  not  depend 
rpc  acrtdentally  and  during  the  time  necessary  for  Production 
djust  itself)  upon  Demand  and  Supply:  on  the  contnury, 
And  and  Supply  depend  upon  it." 

To  rt*capitulate :  Demand  and  Supply  govern  the  Value  of 
^  vhich  cannot  be  indefinitely  increased:  except  that  even 
brm,  when  produced  by  industry,  there  is  a  minimum  Value 
mined  by  Cost  of  Production.  But  in  all  things  which  admit 
idcfiniie  multiplication,  Demand  and  Supply  only  determine 
perturbations  of  Value,  during  a  period  which  cannot  exceed 
mgth  of  time  necessary  for  altering  the  Supply." 
\t  student  will  obsen-e  Mill's  reasoning.  He  says  that  the 
c  at  any  fartiaUar  time  Ls  the  result  of  Supply  and  Demand : 
[Uain  meaning  of  which  is  that  the  Value  at  aii  times  is  the 
t  of  Supply  and  Demand.  And  then  he  goes  on  to  search  for 
w  other  than  Demand  and  Supply  which  rq^lates  their  per- 
mit X'alue !  l*hat  is  to  say,  their  permanent  Value  is  regulated 
different  l4iw  from  that  which  regulates  it  at  aii  times ! 

Mali h us  who  was  a  good  mathematician,  naturally  felt  that 
rdo\  nu'thiHi  of  reasoning  was  inadmissible.     He  says — 
t  has  lH.t.*n  shown  that  no  change  can  take  place  in  the  market 
^  <>f  rum  modi  tics  without  some  previous  change  in  the  relation 
K*   I K  nund  to  the  Supply ;  and  the  ({ucstion  is  whether  the 

:--^:t:<>n  is  trur  in  rcfcrcnrc  to  natural  prircs?     This  ({uestion 
.    ••  I  ••ursr,  l)c  drlt-rminfd  by  attending  rarcfully  to  the  nature 

•     •  lumgr    which   an   alteration    in  the  (lost   of    Production 
.   v<i    :n    the   state   of    thi*    Demand    ami    the    Supply,   and 

-[jrU    to   the   siHt  ifir   and    immediate   cause    by   which   the 
f  ./  Prue  whit  h  takes  place  is  effeetetl. 

Vt  ai;  allow  that  when  the  Cost  of  Production  diminishes,  a 
t  Pn«  r  Is  almost  universally  the  ctmseijiience ;  but  what  is  it 
*.'  A.i\  wtin  h  forces  down  the  price  of  the  comnxKiity  ?     It  has 

«.^o«;i  m  the  preceding  Mition  that  it   is  an  actu.il  or  con- 
r.!  «  \*  i-ss  of  Supply. 

Vf  all  a!I«>w  that  when  the  (j>st  of  PrtNluction  incrcisi-s,  the 
^  '4  <«»mmoditirs  riv-.  Hut  what  is  it  sjh-<  ifically  whi<  h  f«irces 
.«  ;in<i-^  It  h.is  Iki'M  shown  that  it  is  an  .u  tii.il  or  t  ontingent 
I  <4  Supply.  Ki'in<»\c  tlu-M-  actual  or  contingent  \ariations  of 
'-pp!\  that  IS,  111  I  hi-  lAirnl  of  the  Supply  remain  e\.ictly  the 
.  «::?!•  lilt  r\tiss  or  lailurt-,  whether  the  ('ost  of  Production 
<r  falls  .  and  there  is  n*»t  the  sii^httit  f^round  J^r  smpposimg  iJkmi 
I'lnu/tfft  0/  PnVf  tvt^ttU  Utkf  piace. 
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"  If,  for  instance,  all  the  commodities  which  are  produced  in 
country,  whether  agricultural  or  manufactured,  could  be 
during  the  next  ten  years  without  Labour,  but  could  only 
supplied  exactly  in  the  same  quantities  as  they  would  be  in 
actual  state  of  things ;  then,  supposing  the  wills  and  means  fA  the 
purchasers  to  remain  the  same,  there  cannot  be  a  doubt  that 
prices  would  also  remain  the  same.  But  if  this  be  allowed,  itj 
follows  that  the  relation  of  the  Supply  to  the  Demand  is  tie 
dominant  principle  in  determination  of  prices,  whether  maiket 
natural,  and  that  the  Cost  of  Production  can  do  nothing  but  i 
subordination  to  it,  that  is  merely  as  it  affects  the  ordinary  rdadoa 
which  the  Supply  bears  to  the  Demand. 

"It  is,  however,  not  necessary  to  resort  to  imaginary  cases  ii 
order  to  fortify  this  conclusion.  Actual  experience  shows  the 
principle  in  the  clearest  light 

"In  the  well-known  instance  noticed  by  Adam  Smith,  of  the 
insufficient  pay  of  curates,  notwithstanding  all  the  efforts  of  tbe 
legislature  to  raise  it,  a  striking  proof  is  afforded  that  the  pennaoent 
price  of  an  article  is  determined  by  the  Demand  and  Supply,  and 
not  by  the  Cost  of  Production.  The  real  cost  of  the  educatioo 
would  in  this  case  be  more  likely  to  be  increased  than  diminished 
by  the  subscription  of  benefactors ;  but  a  large  part  of  it  being  paid 
by  benefactors,  and  not  by  the  individuals  themselves,  it  does  not 
regulate  and  limit  the  Supply ;  and  this  Supply,  on  account  of  sudi 
encouragement,  becoming  and  continuing  abundant,  the  price  is 
naturally  low,  whatever  may  be  the  real  cost  of  the  education  givea 

"The  effects  of  the  poor-rates  in  lowering  the  wages  of  in- 
dependent labour  present  another  practical  instance  of  the  same 
kind.  It  is  not  probable  that  public  money  should  be  more 
economically  managed  than  the  income  of  mdividuals ;  con- 
sequently the  cost  of  rearing  a  family  cannot  be  supp>osed  to  be 
diminished  by  parish  assistance ;  but  a  part  of  the  expenses  being 
borne  by  the  public,  and  applied  more  largely  to  labourers  with 
families  than  to  single  men,  a  fair  and  independent  price  of  labour 
adequate  to  the  maintenance  of  a  certain  family,  is  no  longer 
a  necessar)'  condition  of  a  sufficient  supply.  As  by  means  of 
parish  rates  so  applied  this  Supply  can  be  obtained  without  such 
wages,  the  real  costs  of  supplying  labour  no  longer  regulate  the 
ordinary  wages  of  independent  labour. 

"In  fact,  in  every  kind  of  bounty  upon  production,  the  same 
effects  must  necessarily  take  place ;  and  just  in  proportion  that  sudi 
bounties  tend  to  lower  prices,  they  show  that  prices  depend  upon 
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■«  Sup(>]y  compared  with  the  Demand,  and  not  upon  the  Cost  of 
imtion." 
^  lia\ing  now  presented  to  our  readers  the  opinions  of  these 
s  writers  we  shall  endeavour  to  discover  some  principles 
rttoth  may  decide  the  contro\x*rsy  which  is  at  the  basis  of  the 
vboir  thror)'  of  Economical  Dynamics. 

The  doctrine,  then,  whose  soundness  we  are  going  to  investigate 
»  lhi%  that  there  are  two  classes  of  cases  of  value,  in  the  first  of 
Miich  Cost  of  Prodmdion  rrgu/aies  Vaitte^  in  the  other  the  Cost  of 
famjc  the  last  quantity  raised  rtf^tates  the  Value  of  the  whale. 
Now.  Itcfore  we  investigate  the  truth  of  these  laws,  we  shall  lay 
1  i-rtatn  fundamental  principles,  drawn  from  the  whole  analogy 
atf  l*h\^iral  S<'iencc  : — 

/.  Tktre  Munat  be  more  than  One  Grand  General  Theory  of 
ii'^ime. 

if     That  if  tus\  or  mort^   Theories  of    Value  will  apparently 
nt  Jt*r  amy  class  of  phenomena  of  Value ^  or  Changes  of  Value^ 
Tkt,»r\  only  is  to  be  held  as  the  true  one  which  accounts  for  ALL 
^kt  fhem^^mema  in  the  Science^  and  mtt  that  single  class  of  phenomena 

Hm«'i-  it  1^  quite  clear  that,  if  in  any  |Kirticular  class  of 
fhcn<*inL-na  »r  have  several  theories  which  will  ap|iarently  account 
lor  thcni,  «i*  have,  in  order  to  discover  which  is  the  true  law,  only 
ti>  vo;»|iir^-  a  ( hangc  in  the  relation  of  the  ({uantities:  and  then 
Li»:  !h.  ..r\  only  which  holds  good  for  the  altenxl  relation  of  the 
i|UL-i::::«-^.  and  accounts  for  the  change,  is  the  true  I^w,  and  all 
<<h*r*  niu^l  Ik*  rejected. 

!>..%  \^  \\\  exact  conformity  with  the  3rd  Aphori^n  of  the  Novum 
Orrtr.sm.  Umk  I — "  (Jutxl  in  coHtcmplationc  instar  causx  est,  id  in 
•A^i'-  •»'  :T»'»tar  ngulx  e>l  "  -*''rhat  which  in  Theory  is  the  Cause^ 
»-  Pwi.n.f  1^  the  Rule' 

Ih-  f' >uil  iieri>*e<l  from  thes*-  principles  iN  this  that  the  l-aw 
♦'■•fdiri.:  t«»  whh  h  ('hange>  of  Value  lake  place,  iN  the  l^w  of 
^  a2u*  Jt  ail  {urtieular  timev 

N>'V.  a^  <MH»n  .is  theM*  imiuhitalile  principles  are  laid  down,  the 

ili%   :«  l'"*!  ti>r  Kicardo  and  his  followers:  iMtMiiv  Ri<  ardo  himvlf 

teim:7s  :hjt  :he  law  i>f  Sttppiy  and  /Vw.i«</ govrrnN  the  market  price 

e.    al.  •  ••niniiiditie%  ft>r  a  limitet!  (xTiod.     And   Mill  vi\h  that    the 

1  j«  *»!    Suppix  and  DrmtinJ  i\\\\\  ^o\vu\^  p<rt¥rKtti>m%  of  \alue. 

\.  t»  !•.<%  i«m<edes  the  whole  <{iieNtion.      Because  the  law  which 
j..-%»-rri»  :hi    i'erturliations,  or  ('h.-inges  <>f  Value,  can  lie  ihr 
r-.^  Uw  of  Value  in  all  fiartieular  cases. 
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There  are  several  cases  wfaete  ''Qiiaiititjrof  Labour*  and '< 
of  Production''  may  be  cmuddered  aa  equmlenl^  and  the 
argument  will  apply  to  show  that  nettber  ngmkUa  vafaie.    But 
it  as  we  may,  either  Quantity  of  Labour  or  money  Cost  of 
tion,  we  shall  show  that  the  doctrine  that  Cost  of 
regulates  Value  is  entirely  fidse;  because^  if  this  doctrine  be 
it  must  necessarily  mean : — 

ist  That  all  things  which  are  produced  by  an  equal  QuaiHi^i 
Labour  or  an  equal  money  Cost,  must  be  equal  in  Vabe^ 
dependently  of  any  odier  consideration. 

sndly.  It  must  also  mean  Aat  all  dumges  in  Value  most  hii 
to  changes  in  Cost  of  Production,  and  to  nothing  else; 

3rdly.  And  if  different  things  produced  by  equal  QnantitiBi 
Labour  must  be  equal  in  Valuer  still  more  rigoroody,  if 
must  it  follow  that  dl  parts  of  the  same  thing,  when  once 
must  be  equal  in  Value. 

But  we  have  already  given  a  number  of  ezamides  to  show 
entire  fallacy  of  such  a  doctrine. 

lo.  Ricardo  says  in  the  passage  already  quoted — **That  if  te 
Demand  for  hats  should  be  doubled,  the  price  would  immediitd^ 
rise ;  but  that  rise  would  only  be  temporary  unless  the  Cott  of 
Production  of  hats,  or  their  natural  price,  were  raised."  But  if  the 
hats  rose  from  the  increased  Demand,  why  should  they  fall  agas 
without  the  Supply  being  increased  ?  If  they  are  to  fall  again,  iriif 
should  they  have  risen?  If  Cost  of  Production,  Supply,  and 
Demand  remain  exactly  the  same  after  they  have  risen,  how  can  anf 
Change  in  their  Value  take  place  ?  Ricardo  has  omitted  to  stated 
what  he  meant,  no  doubt,  that  upon  the  rise  of  prices  from  tbe 
increased  Demand,  a  larger  Supply  would  be  produced,  wfaidi 
would  again  reduce  hats  to  their  former  Value.  But  the  omissiofi 
of  this  is  the  whole  essence  of  the  question.  Because  it  was  die 
increased  Demand  which  raised  them,  and  it  would  only  he  die 
increased  Supply  which  would  lower  them.  Thus  showing  that  it  ii 
entirely  through  the  operation  of  Demand  and  Supply  tiiat  aD 
changes  in  value  take  place. 

Ricardo's  doctrine  that  when  prices  are  very  high  or  very  low  dicy 
are  governed  by  the  Law  of  Demand  and  Supply,  but  that  at  some 
intermediate  point  they  are  governed  by  the  Law  of  Cost  d 
Production,  is  utterly  contrary  to  the  Law  of  Continmty^  litiA 
says  that  A  Quantity  cannot  pass  from  one  amount  to  anoiher  by  09 
change  of  conditions  without  passing  through  all  the  intermtJStii 
magnitudes  according  to  the  intermediate  conditions.      I^  tiiereCoR^ 
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^w  of  Demand  and  Supply  be  true  at  any  one  point  in  the 
of  prices  it  must  be  true  at  aii  points. 
Mill  has  on  this,  as  in  so  many  other  cases,  emitted  doctrines 
k  arv  contradictor)'.  Thus  he  says — *'For  this  reason,  and 
(he  erroneous  notion  that  Value  depends  on  the  froportiom 
xn  the  lK*mand  and  the  Supply,  many  persons  suppose  that 
icoportion  must  be  altered  whene\'er  there  is  any  Change  in 
aIuc  of  the  commodity ;  that  the  Value  cannot  fall  through  a 
tuti«>n  of  the  Cost  of  Production,  unless  the  Supply  is 
invntly  increased ;  nor  rise,  unless  the  Supply  is  permanently 
ri^hfd     But  this  is  not  the  fact" 

t  afterwards  he  says — **  It  is  simply  the  Law  of  Demand  and 
;y.  which  is  acknowledged  to  be  applicable  to  all  commodities, 
vhi<  h  in  the  case  of  money,  as  of  most  other  things,  is 
.>«/,  hit  not  let  aside^  by  the  I^w  of  Cost  of  Production, 
t-  J/  </  froductum  tvottid  havt  mt  effect  om  value ^  if  it  amid  havt 

11^41.  in  s|K'aking  of  another  class  of  cases,  he  says — '* Since 

•  •f  Troduction  here  fails  us  we  must  revert  to  a  law  of  Value 
L  'r  to  Co>t  of  Production,  and  more  fundamental^  the  Law  of 
ind  ai)d  Supply." 

i:r\,  m  H{k*aking  of  the  bw  governing  International  Values,  he 

"  Wi-  havr  sci-n  that  it  is  not  their  Cost  of  Production.  .  .  . 
iu%*.  :ii  •  iirilingly,  as  wt*  have  donr  Inrforr  in  a  similar  embarrass- 

fa!!  Ki<  k  u(Mm  an  antecedent  Itnt^  that  of  Supply  and  Demand, 
-.  :*.:^  wr  shall  again  find  the  solution  of  our  difficulty.** 
«    t'ri*  s<-  extra*  ts  c\hil»it   the  uttcrlv  URNcientific  character  of 

«\<^:'.  ru,  whit  h  is  contrary  to  the  fundamental  principles  of 
al  I'h:!tiMiphy  It  is  no  more  to  ho  tolerated  that  different 
X  «»t  L«  •Miomir  phentmicna  should  Ik:  governed  by  different 
rrif 'ital  I  j»s  t>f  Valiu-,  than  that  different  classes  of  Astrono- 

phrr.irnena  should  W-  governed  l»y  fundamentally  different 
*>  .  lyx  \\\A\  different  elassrs  of  Optical  phenomena  should  he 
r\v\\  «»n  different  theorit-s  of  Ki^ht.     When  the  analyst  si.x*ks 

•  K;uj::on  to  a  <ur%e,  he  manifestly  assumes  that  the  Ijw 
IS  tnif  at  any  one  |¥»int  must  Ik-  tnie  at  ali  |>oints.      For,  if 

*m  I  an  thi-re  \n-  a  j^eneral  K< {tuition  to  the  «ur%e?  If  different 
t  I  if  K4  ononucal  phenomena  have  different  fuiulamrntal 
r-s  hoH  <an  there  Ik-  any  (feneml  *■•  Economics? 

•  ^n  it  U*  a  Physiral  S<*ience?  Hvcnally 
'•«J  to  In-  a  demonstrated  truth  f  ^ 

ore  gf>\erned  by  the  I^w  of  Def 
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that  all  cases  mf^x/  be  so ;  and  the  distinctions  which  have  beaft- 
made  are  contrary  to  the  principles  of  Inductive  Philosophy,  aii{ 
must  be  swept  away. 

12.  Wages  are  part  of  Cost  of  Production,  and  Smith  saystiii| 
high  wages  cause  high  prices.     We  have  shown  that  this  is  a  cofr 
plete  error,  and  that  it  is  just  as  often  that  Wages,  Lt,  Costrf 
Production,  are  governed  by  the  Value  of  the  product  as  tl»j 
reverse. 

In  a  great  number  of  cases  it  is  impossible  to  say  what  the  Otii 
of  Production  of  any  article  is,  and  the  very  fact  of  a  market  baB|| 
opened  up  for  it  is  the  very  thing  that  confers  Value  on  it  InAe^ 
last  century,  eggs  were  at  id.  a  dozen  in  the  Highlands  of  Scodand, 
and  salmon  was  so  abundant  that  it  had  scarcely  any  saleable  nltti 
at  all,  there  being  no  communication  with  the  Southern  maikd& 
When  this  communication  was  opened,  eggs  rose  to  4d.  or  64  ^] 
dozen,  and  salmon  acquired  a  Value  of  about  is.  a  pound.  That! 
was  because  agents  from  the  South  came  and  bought  up  the  pw*' 
duce;  because  eggs  were,  p>erhaps,  is.  6d.  a  dozen  in  the  London 
markets,  and  salmon  was  2s.  6d.  a  pound.  Now,  eggs  were  not 
IS.  a  dozen  in  London  because  they  were  4d.  a  dozen  in  the 
Highlands,  but  people  gave  4d.  a  dozen  for  them  in  the  Highlands 
because  they  could  get  is.  a  dozen  for  them  in  London.  What,  then, 
becomes  of  the  Ricardian  rule,  that  Cost  of  Production  reguhUs 
Value?  In  this  case  it  was  the  Value  of  the  eggs  in  the  London 
market  that  regulated  their  Value  in  the  Highlands,  and  not  the 
reverse,  and  the  same  is  obviously  true  of  all  other  species  d 
produce. 

13.  The   universal  law   in   Economics   is,   therefore,   that  the 

RELATION   BETWEEN   DEMAND  AND  SUPPLY  IS  THE  SOLE  REGULATOR 

OF  VALUE.  This  law,  like  the  law  of  gravity,  holds  good  in  all 
cases  whatever.  It  not  only  governs  the  Value  of  any  article,  but 
also  governs  the  Value  of  every  separate  item  of  which  that  article 
is  composed.  All  circumstances  whatever  that  influence  Value  can 
be  shown  to  do  solely  through  their  effect  in  altering  the  relation  ol 
Supply  and  Demand. 

Price,  then,  is  a  perpetual  struggle  between  the  buyer  and  tht 
seller,  and  the  circumstances  which  compel  one  party  to  yield,  an 
the  onfy  measure  of  Value  at  the  time  of  the  purchase.  To  sa; 
that  the  Cost  of  Production  regulates  price  is  only  true  in  thi 
sense,  that  no  man  would  willingly  sell  any  articles  he  has  produce 
at  a  less  price  than  that,  together  with  something  additional,  by  wa 
of  reward  for  his  own  labour,  and  he  could  not  continue  to  do  s 
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■  ••  :i  ■ .  "•  "^tH  «»f  tiim-.  lUil,  having  s<.-tlk-<l  that  in  his  own  mind 
K*  V  •  •  .*•  -:  linii:,  lu-  ;ilways  (.nili'avours  to  ^lI  as  murli  niorr  as  he 
..  ■.  w  *•.  ■./  !*i»  *>in.tlli-^t  rrfiTim'f  ti»  the  ('t»si  of  PriMliirtion.  On 
:S  •■••  •  •  .r'.«l.  !Ji«  |iunhavr  rart-s  nothing  fur  tin-  Cnsi  of  Pro- 
iv:  •  '•  •>  •••!!>  uliji-i  I  is  In  I  my  as  chrap  as  In*  ran,  aiul  lu-  takes 
•>  :•  :.'  I  m!»i  :h-  r  tin-  mIIit  is  M-llin;^  at  .1  1o>n  ur  ntU.  Thi-  rrsult 
=#  •-  *  w    i  U    tJi.ii  !|"  thr  M-Ilinj:  Vahu-  of  any  artirli*  falls  IkIow  its 

V  -•  :  1'?"^:;:.  ::'in  fur  a  l«ni:ih  t»f  tinu-,  it  will  i  rase  to  Ik-  pnv 
d.'  -'.  lA'  r\  man  « mli-avnurN  to  priKlurt-  as  rhtap  as  hr  ran,  and 
It  ^!    .1^  il'.ir  .is  lu    tan,  anil  tin-  twi»  o[it-ratii»ns  arr  tjuitt-  indf- 

V  •  ■  '  "■   •  •»•  1»  *'il»t  r- 

\\  •  -  •■   \\.    «».i\  !!iat  \\v  ki  lation  iHiwnn  Supply  and  iK-mand  is 

"•  -        K-  ^  .l.ttnr  nf  Wiliir,  wt-  n»tMn  ti»  ^ay  that  a  Chati^f  of  Wtlur 

*  ^  '  :  ;  .•**  ';  ii  C'iAfi^t   in  that  ri\\if:on^  tin  J  up,>n  riitthini^  f/s(. 

N       *    '  .•     v«   :?j.    <■«".!   i»t"   I'riNlurtinn   uill   niakt-  an\   rhan^c  in 

\:  .      *•»  ::  !*  .iN'i  .H  ronipai>i««l  h\  a  t  han;ii-  in  thr  rdation  of 

U"    '       ..'..\\    **':;:»lv.   .uid    it    i^   unU    ihruii::h  and   Kv   nuans   of 

.      ■  .  .."  a!:- rjt!nn  thai  a  <  han^i-  in  tin-  ('o«»t  of  PrtKiurtion 

■  I-:!:;-.!!)''  ■!  l»\  a  <  ha'iiir  111  Valui*. 

1       '■:':•:  Ii:-*!T.i:i   tliis,  li  t  ii**  laki   a  f«w  i\aniplt-s  :  K-t  us  take 

i        ••    ■  .   •■:•'".  .J-*  ^''M  kin::'*,  aiul  1«  t  lis  supjHisf  tliat  at  any  pvt-n 

•-.If  .1  •  ■  r'.rri  pru  I    mi  ih«    inark<-i.  no  iiiatti  r  what,  and 

'    •  •     •      «   1  "  •  T\iri  i!i  inaml  tnr  ihi  in  at  tha:  prii  r. 

\    '      -    V    ■  ;.  ..    ••..,•.   .It   a   «  I  r!aiii   lini'-   Im  fnri    tin-   intriMluction 

•..   .t   !i..iv.:!.i' !".iri  r   1  !!i;»Ii  ly  ■!    i.:.w    h.md- ;   It!   un  also 

■*    •  ■.•   a:  -  \\\'    \\\\\'    in\«n!'»  .1  p:i  •  r  nl  iii.ii  Inni  r\  hy  «hii*h 

••...•      :■■    ^.irin-  ijiiaiit]!\    I't  ^:i»ikri^>,   }ir.:  at   tin.-  s^iinr 

:     :•:■:•  a-    :!•!  U  .      Nii\^.  "'   hi    <iri!\   prud'.j' 1 '«  thr  sanu- 

•-■•...-  *.'    will  <■!  I'liir-'    t.iki    til'-  !'•'•:  prill-  \w  ran 

•■  .  •   •    l»    '..ivil  Ti  :n.i:n::i^  :!i<    s.im« .  it  is  .|iii!i-  i-vidcnt 

■   •  .'     ■•     •     :';ii     wH   I  r:^'.:i',   .ivij   all   'hi    prnTit   a«"tTuin^ 

■•'...:     !i     '1    :h-    <  .1--   ..!    rr.Mlii  !:.)n  «!ll  ^o  ifito  the 

■  »   •      '   •   '    ;•     ii'T.  .ii?:M  ;  ;.  M'N.    t   !;■    «iiK>  n<  1!  nianufa«turi 

■  •     ■  'i    .  ..irr-'\.  I'.. I  .i!i'  M'.r-'n  :m  th*   mark- :  prit  •■  w:ll  fulluw 

■     -.A      ^     '  '•  A-  Inf.  •,      :'..   ..n'\  li-iV' ri  !!•  I    \\\\\  !».■  rli.i!  Tliat 

•    ■■  :•.  .'.!• '■;••  •    ^\:!1    T'.Mki    I  ?'.« 'Til' '".js   pr-';*:!'.,   "Win^   r-i  liis 

■.    i-    :    iL       .•:  ■•  •■•  :»:::?^  '*.•-  tri.r 'liri^  t\.      H'.:*  :*   !'i'    :i;.i!' rials 

.      .    ■         '-•■-k:^'"    I  .i'l    '•■     -.:':■!'■  il   in    u-'Ir'n-:   li    •,  MI]::!'.!  N, 

*  .:•  '    a:!;    ::.i:-.;t.:!'.\    -.x-^'i    \m   jtii  ?■  .i"-     :'■.•     «^'.:.i!.".:\    ht 

-.  •:•:    r- .lii-i    _•..»••  I    ;.:..!"i:-.    ?»;;!    :l    in     p'-«!::''-   a    ^rratiT 

*    '        ■     .'i  ■-•  iT".  •■..!•  :ni*i.i-'.l    ;i:.k':'-?\  wW  rv'!  h-    »'m'i!,  unless 

-■  ..  •::?;. .:i>':.'  -1  p:-,i  ■  ,  >•  •  a-  li»  in«  fi  a^*    lh«    »  ::<  li    nl  l«v,\i-x<  , 
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P-.^-^  ccmsidcrations  are  sufficient  to  show  the  fallacy  of  the 

'.    that    It   is   the  Cost   of    Ihtxluction   which    Regulates 

•r    Value.     On  the  contrary,  it  is  generally  the  Value  an 

-«  i\;iet:te<l  to  have,  when  produced,  that  causes  it  to  he 

•  d.  The  difference  between  the  Cost  of  its  Production  and 
J'  \s  railed  the  frofit^  and  the  course  of  a  prudent  man 
r-..  nrsi  to  calculate  the  Cost  of  Production  of  the  article, 
-•    ^OTiMder   what  would    be   its  probable  Value  when    pro- 

ji'MJ  if  the  difference  between  the  two,  or  the  profit,  is 
r"  I'l  nuke  it  worth  his  while  to  produce  it,  he  will  do 
•-•:,  hr  ^hould  tr>'  to  discover  some  more  profitable  o(K*ratiun. 

\  jue  «>f   the  article  when  produced  is  only  eiiual  to,  or 

U-,   tht'  ('(M  of    Production,  he  must  sell  at   a  loss,  and 

*:  of«-rations  of  this  nature  will  end  by  ruining  him.      The 

.  ?  all  rommerce  is  but  too  full  of  examples  of  the  Value 

•  •  ul.rn^  1k-I«w  the  Cost  of  Production,  and  of  mercantile 
Tw  *  whi«  h  nf\er  pay  their  ex|x:nses.      There  is  but  one  way 

\:  A  iiriidu*  er  ran  j:ovem  price  by  the  Co>t  of  Production, 
.-!  >  when  hi-  can  obtain  a  command  over  the  Supply,  and 

•  ^r,:fi*  :.ill\,  and  not  produce  more  than  the  jmblic  can  l»e 
'     r'^>   at  a  | articular  price.      The   Dutch  aited   u|)on  thi> 

•  w:i'  n   :ht  \   ron<|ucred   the  Spice   NI.ukIn   in   the    Kastrrn 

•  .;j  '.      With  •  onti-mpliblf  stlfi-hne*»s,  ihiv  nil  down  thrn- 

•   •'  •     -jm  I-  luarin^   iri  rs,  ami   so  artifi«  ially  «  nl).ii^«  1  »l  ihc 

i  t:  i    Ti  maiiult-r.      It  is  aNo  s.iid  ihal  ihcn-  is  but  onr  niiiu- 

^  ,-.«j  n\\\*  \\  prtKiu*  IN  plunibai:n,  t>r  l>lai  k  Ir.ul  tor  jk  m  iN,  and 

•  ■.;     •     th»-   h.inds  •>f   oiir  propriilor,  lu-  i  .irt  fuiiy  limits   its 
f'«i.:'  »   t»t  fi»nr  up  its  prirt-  in  thr  mark*  I. 

p  ,  -If  .  %s.irv  to  obsi  r\f  that  ^\\x\\  wi-  s.tv  tluii  a  <  hnniie 
i  -\.i::.i''->  d»  |N  nils  ujmid  a  «han;;r  ir)  tin-  rrlatum  n\  Supply 
k  T.a:ui,  m.    by  no  nitans  asM-rt   that   t!u    «  h.m^r   in   pri«  <■     ^ 

.    ;  T"  ;-.t:ii*i\i1    l«»    a    1  !i.»n;:f   \\\    \\\,\\    nlalion,    ^o    il).it.    t<ir 

.    a".    .Hli!:::ori    ut    otii- iDiirth    •»!    l!if    <iuanl'.:\    n^muM    j.r.»- 

i    rdvi«  t!'»Ji   oi    ont-i'nurtli    in    pru  f.      It    i^   wril    knoU!)   t!..il 

•  -.•^.un  dois  'lot   h"M  :  .in<l   tint   a  (iift'i  r«-nt   j.r«»jinrt!<'n     '* 

•  ■  '•'•^.iiM  anm:'^  (lit:'<  fi  :il  art;«  !«  >.  N^r,  ih«  luli  .i::- :i.;  :^ 
■••r    ri.u!'    Ml   ^tiuv    I'l^t.m*  .  N,  >,i:.  h  .i>  <'»rn,  ti»  i::^<n\ir   :;.• 

■  T-.-i:  •*:%!■»  IwtHitn  th'-  tw«»,  till,  N  II  .i;ij"  .ir  tli.it  .i:i\  ^.i!->- 
.  -  .•:•'■»  li.i"  U'lij  n!»!,uri««l.  .VI  t)i.i!  «  .in  I"  ^A'A  :-  :};.i: 
.  I  >u';,.'  rj  th»*  tifi*  th.i!  pr«>*lu««>  :i  «  li.m^'  m  \\\*-  «i:h'r. 
-T  j.*-'*.i'-.j  ih.il  tiiirt  is  any  t'i\«d  prujM.riiitn  li-twrtn  'l.t' 
■.a:.,.- s,   Ucauv-   It   nia\    \*  i\    wi  1!    In-,   anil  W'-   l«\\»\r   w  \o 
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be  the  case,  that  that  proportion  follows  no  fixed  law,  but  varid 
according  to  time  and  circumstances. 

It  is  perfectly  manifest  that  any  diminution  of  the  Cost  of  Roj 
duction,  through  however  large  an  extent  of  country  it  mn 
cover,  would  have  no  effect  whatever  in  altering  the  market  pdod 
until  the  extra  quantity  thrown  upon  the  market  bore  an  appredaHl 
proportion  to  the  previous  supply.  And  if  districts  of  countiya 
excluded  from  markets,  either  by  want  of  communication  or  ■ 
prohibitive  laws,  then,  when  there  are  markets  opened  to  tin 
their  produce  will  acquire  an  immensely  increased  value  to  «!■ 
it  had  before.  That  is,  the  opening  of  the  markets  will  iinmfnt|i 
increase  the  Value  of  the  produce  in  the  country,  and  the  increnel 
quantity  of  produce  thrown  upon  the  market  will  tend  to  km 
the  Value  of  the  produce  in  that  market;  and  these  two  Vatai 
will  approach  to  each  other  in  the  inverse  proportion  of  iki 
respective  quantities,  precisely  as  the  space  travelled  throo^  M 
each  of  the  two  bodies  under  the  influence  of  gravity  is  in  M 
inverse  proportion  of  their  masses.  The  establishment  of  stem 
navigation  enormously  increased  the  Value  of  produce  in  AH 
north  of  Scotland ;  the  repeal  of  the  com  laws  enormously  in* 
creased  the  Value  of  produce  in  the  Danubian  principalities. 

Rules  connecting  Cost  of  Production  and  Value. 

1 6.  A  consideration  of  the  preceding  examples  will  furnish  » 
with  the  following  Rules  regarding  the  relation  between  Cost  d 
Production  and  \'alue : 

1 .  yV?  change  in  Cost  of  Production  will  cause  a  change  in  W* 
unless  it  is  accompanied  by  a  change  in  the  relation  of  Supply  tfW 
Demand. 

2.  A  Diminution  in  the  Cost  of  Production^  when  effected  wiiM 
an  Increase  of  the  Quantity  produced^  goes  entirely  to  the  benefit  of  A 
Producer, 

3.  A  Diminution  in  tlie  Cost  of  Production^  in  cases  where  tk 
Quantity  of  the  Product  can  be  increased  without  limits  goes  entireh  f9 

!  benefit  of  the  Consumer.  * 

4.  A  Diminution  in  tlie  Cost  of  Productiofi^  in  cases  where  tin 
Mantity  can  be  Increased^  but  not  without  limit,  goes  partly  to  tk 
enefit  of  the  Producer,  and  partly  to  tJte  benefit  of  the  Consumer] 
Md  the  benefit  is  divided  betioeen  the  two  in  the  inverse  ratio  aj 

the    extra    Quantity    added   compared   to    the  previously    existing 
Supply^ 


k 
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Fundamental  Error  of  Smith  and  Ricardo. 

7,  The  systems  of  Smith  and   Ricardo,  although  there  may 

to  be  a  difference  between   them,  are  nevertheless  iden- 

in  their   fundamental   error.      For   they   both   look   to   the 

ng   person   as    conferring  Value   on   a    product.      They   both 

to  the  Labour  of  the  Producer  as  conferring  Value;  whereas 

is  unquestionably  certain  that  the  Demand  of  the  Consumer 

"tte  sole  origin  and  cause  of  Value.     Smith  says  that  it  is  the 

ur  which  the  Producer  bestows  upon  an  article  which  gives 

Value;    whereas  it  is  perfectly  certain  that  things  have  not 

oe  because   Labour  has  been   bestowed  in  producing  them; 

X  much  Labour  is  bestowed  in  producing  them  because  people 

to-  have  them  very  much,  and  are  willing  to  give  a  great 

ce  to  possess  them;  and  therefore  they  have  great  Value.     But, 

Condillac  observed  long  ago,  things  have  not  great  Value,  because 

ch  Cost  of  Production  has  been  bestowed  on  them;  but  great 

t  of  Production  is  bestowed  on  them  because  they  have  great 

^alue  when  produced.     Buyers  do  not  give  high  prices  because 

^^llers  have  spent  much  money  in  producing;  but  sellers  spend 

^^^uch  in  producing  because  they  hope  to  find  buyers  who  will  give 

"^lore. 

It  is  quite  true  that  the  natural  effects  of  competition  will  in 
'^Umy  cases  cause  the  price  to  approach  very  nearly  to  Cost  of 
I^oduction :  and  Ricardo's  law  will  apparently  be  found  to  be  true, 
^ut  this  is  one  of  those  cases  which  must  be  sedulously  guarded 
Against  in  science,  viz.,  to  give  in  a  careless  form  of  adherence  to  a 
^Orm  of  expression  which  is  radically  erroneous  because  it  appears 
U)  account  for  phenomena. 

Formerly  philosophers  thought  that  the  motion  of  projected 
bodies  had  a  natural  tendency  to  decay.  They  saw  that  the  motion 
of  a  projected  body  always  gradually  diminished  and  finally  ceased. 
It  was  quite  easy  to  calculate  results  upon  this  principle.  Given  a 
certain  velocity  of  projection,  it  was  quite  easy  to  calculate  when 
the  motion  would  cease,  upon  the  supposition  that  it  naturally 
decayed.  And  the  results  would  have  agreed  with  the  calculations. 
What  could  be  more  satisfactory?  If,  then,  it  is  hastily  assumed 
that  because  results  may  agree  with  calculations,  the  principles  of 
these  calculations  are  therefore  necessarily  true,  these  opinions 
might  have  held  their  ground.  But  it  is  well  known  that  modern 
philosophers  have  entirely  rejected  the  notion  that  motion  has  a 
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natural  tendency  to  decay.  But  they  arrive  at  the  same  result 
different  process  of  reasoning.  They  say  that  motion  has 
natural  tendency  to  decay :  but  that  in  all  the  cases  we  see  t 
are  counteracting  causes  at  work,  such  as  the  resistance  of  the 
friction,  etc,  which  oppose  it  and  finally  destroy  it.  And 
unanimously  reject  the  former  method  of  aocountiiig  for  the  res 
and  adopt  the  latter.  Hence  we  see  that,  though  principle: 
manifestly  erroneous  which  do  not  account  for  results,  yet  it 
not  necessarily  follow  that  any  principle  which  does  accoun 
results  is  therefore  necessarily  true,  because  it  may  in  fact  ha 
that  several  different  principles  may  account  for  the  result ;  a 
requires  judgment  to  decide  which  is  the  true  one.  Now 
Ricardian  principle  of  Value  is  just  like  the  former  of  tho 
motion.  It  apparently  accounts  for  results  in  some  cases; 
therefore  it  may  impose  upon  an  unwary  thinker,  but  it  wholly 
to  do  so  in  all  others.  But  it  is  a  dangerous  and  seducing  < 
utterly  false  in  principle,  and  has  been  the  cause  of  multitud 
calamities,  and  it  is  to  be  repudiated  and  rejected  by  all  those 
study  £k:onomics  in  the  true  spirit  of  science. 


CREDIT  {see  a/so  Debt). 

Credit,  in  the  popular  sense,  is  the  esteem  and  confi( 
in  which  a  merchant  is  held,  so  that  he  can  buy  goods,  not 
actual  money,  but  by  giving  his  Promise  to  pay  money  at  a  i 
time — that  is,  he  creates  a  Right  of  Action  against  himself, 
goods  become  his  absolute  property,  exactly  as  if  he  had  pai 
them  in  Money.  It  is  a  Sale  or  an  Exchange.  The  Rig 
action  is  the  price  he  pays  for  them.  It  is  termed  a  Credi 
French  a  Cr^ance — because  it  is  not  a  Right  to  any  sj. 
sum  of  money,  but  only  a  Right  of  Action  to  demand  a  si 
money  from  the  merchant  at  a  future  time. 

Now  Aristotle  said  that  Wealth  is  "Anything  whose  valu 
be  measured  in  monev " ;  and  in  accordance  with  this.  Mil 
that  *'  E\-er5*thing  which  has  Purchasing  Power  is  Wealth.*' 

Hence,  a  merchant's  Credit  is  Purchasing  Power,  exac 
Honey  is.  The  merchant's  Purchasing  Power  is  his  i 
d  his  Credit.  They  are  both,  therefore,  equally  Weal 
btDlle*s  and  Mills  definition.  When  a  merchant  pur 
ods  with  his  Credit  instead  o:  with  money,  his  Credit  is  t. 
in  money;   because  the  seller  of  the  goods  accepts  his 
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i!j1  in  value  to  Money.  Hence,  by  Aristotle's  and  Mill'i 
ti«»  1  i»hi(  h  is  now  universally  accepted,  a  merchant's  Penofuil 
t  \\  Wealth. 

nv>*'thcnc^  was  the  6rst  person,  that  we  are  aware  of,  to  perceive 
lo  ijrc  that  Personal  Credit  is  Wealth  and  Capital 

r  ^a\*  (Af^ainst  l^tines^  484,  20),  "fii-ori'  aya^oir  oyrocr 
r  .1   r»  fctil  ze^n*^  'wavrn^  IlMiTiiWdai,  /mi^oi'  •trr*  To  Ti/<  Ilurrciit, 

r-i/rr  Ar/^^'  /«H»  kinds  of  Wealth — Afoney  and  General  Credit 

erf, Iter  n  CfCdit^  and  u»e  have  it.** 

aIm»  (At  Phormion^  95^) — *****  ^   rorro   ayi^ocis  oTi   IIurTK 
.*•■,     Ti'.i      roirtifi'     fOTi     fityumi    Tp»>^     ^ptifiaruTfjuuv     wa¥     cir 

/  w;*  r.rri'  ij^n^rant  0/  this — that  Credit  is  the  p^eatest  Capital 

V  irwtrJt    thf  acquisition  of   Wealthy   you    would  be   utterfy 

tu%    I)cnH>!i(henes    shews    that    Personal    Creilit    is    aya^ — 

lltb,     pri»)>erty,     goods     and     chattels ;    and    'A<^o^^  —  or 

ital. 

.u%.    though    Personal    Credit    can   neither   be  seen,  nor 

Icti.  nor  transferred  by  nuinual  delivery,  yet  it  can  be  bought 

V  !ti.  of  cxchangeti ;  its  ra/ue  can  be  measured  in  money:  it  is 
\x^\x\^   Power,  and  therefore  it  is  Wealth. 

-.ti  a>   Adam  Smith  declares  that  a  man's  Ijibour  is  his  most 

1!    ;-.N»eNsion,  of  which   no  |>erson    has  the  ri>;ht   to  despoil 

v>  !o  ail   iiankers.   Merchants,  and  Traders,  their  Credit  is 

m«tst  S.U  red  {K>sMr»sion,  of  which  no  man  has  the  right,  falsely, 

r*i-'i'.   tfu-m. 

rr.i  r.  xiw  Persimal  Credit  of  all  Bankers,  Merchants,  and 
[cf%  is  an  integral  and  colossal  |)ortion  of  the  National  Wealth, 
x\  !^c  KMiiiNtnal  faculties  of  working  men  of  all  kinds  are. 
»  jL,s.,  trie  Credit  (»f  the  State,  by  which  it  can  purchase  Money, 
otr.c  trun^"*.  t)y  giving  |>ersons  the  Right  to  demand  a  series 
:ure  jaunents  Irom  it,  is  National  Wealth. 

MxJf'n    E^ofiomiits    include   Personal   Credit   under 

the   term    Wealth. 

Se  L<onf>miMs  steadfastly  refused  to  admit  tliat  Personal 
dit  !^  Wealth,  because  they  said  that  to  admit  that  Credit 
iValth  Would  Ik*  to  maintain  that  Wealth  can  be  created  out 
lochin^ 
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red  abilities."  Hence,  Personal  Credit  is  included  by 
I  under  the  term  CapitaL 

penon  has  more  explicitly  declared  that  Personal  Credit 
ealth  than  Mill. 

says  in   his  Preliminary  remarks  —  "Everything,  therefore, 

a  lort  of  Wealth  which  has  a  Power  of  Purchasing. 

al&«i  says  (bk.  iiL  ch.  xL  §  3) — *'For  Credit,  though  it  is 

rixiuctivc  jK)wcr,  is  Purchasing  Power." 

Itc  Credit  which  we  are  now  called  upon  to  consider  as  a 

•ct  Purchasing  Power. 

:  also  says  <bk.  iii.  ch.  xii.  ,^  3)~"The  amount  of  PuTChas- 

Power  which  a  person  can  exercise,  is  composed  of  all  the 

r>  in  his  |)Ossession,  or  due  to  him  ['>.  the  Bank  Notes,  Bills, 

JrctlitH  he  has],  and  of  all  his  Credit 

Iredst,  in  short,  has  exactly  the  same  Purchasing  Power 

Money."* 

>il  many  other  passages  to  the  same  effect 

»v.  \\  Mill  lays  down  as  the  fundamental  definition  of  Wealth — 

iTerything  that  has  Purchasing  Power  is  Wealth, 

if  he  says 

*'  Credit  is  Purchasing  Power  " ; 

the  nc<.cs^ry  inference  is  that — 

'*  Credit  is  Wealth." 

It  ;>  a  s>Ik»gi>m  in  which  Mill  is  safely  |iadlocked,  and  from 
I  '.here  IS  no  t*sia|>e. 

i^ts  <>t  ;>asNa^c*s  from  other  writers,  to  a  similar  effect,  might  be 
;i  nctisvary.  I  ml  that  would  be  wholly  superfluous,  because 
kTunicnt  IS  to  U*  juil^ed  of  by  its  own  intrinsic  force,  and  not 
L  ::..n)!<cr  ul  {ti.'rsons  who  assert  it. 

c  %:aiplc  statement  of  the  case  is  this — ancient  writers  unani- 
>  i'.ciii.  and  modern  Kconomists  have  come,  at  last,  to  agree 
::.tni,  that  the  only  true  definition  of  wealth  is— everything 
r  \a!jc  can  U*  measured  in  money — or  which  can  be  bought 
hol'i  ocrythin^  whit  h  has  Purchasing  Power.  Now,  as 
r^  Credit  can  l»e  valued  in  money,  and  is  Purchasing  Power, 
nianly  follows,  by  the  defmition,  that  Personal  Credit  is 

s.  f.i:  (  rcdil,  or  Mcrtantile  Character,  is  Purchasing  Power: 
13  tir»t  {xMntcd  out  by  1  >cmo!»thenes,  and  now  universally 
wied^ed,  IS  Wealth.  Hut  Personal  Credit  does  not  enter 
^xucMimii  s  until  the  merchant  actually  exert  ises  his  Credit, 
aakes  a  purchase  with  it. 
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When  a  merchant  purchases  goods  ^  on  Credit,"  it  is  an  absofaie  I 
Sale,  just  as  much  as  if  it  had  been  effected  with  money.  Yim\  I 
transaction  whatever,  on  Credit,  is  a  Sale  or  an  Exchange.  I 

At  the  very  instant  that  the  Property  in  the  goods,  is  transfemd  I 
to  the  buyer,  a  Contract,  or  Obligation,  is  created  between  the  two  I 
parties,  which  consists  of  two  parts  : —  I 

1.  The  Rig^ht  to  Demand  payment  at  the  due  time,  in  the  I 
person  of  the  seller,  or  Creditor.  I 

2.  The  Duty  to  Pay  in  the  person  of  the  buyer,  or  Debtor. 
These  two  quantities  constitute  the  Contract,  or  Obligatioii,  or 

Bond  of  I^w  between  the  two  parties. 
The  obligation  consists  of  two  equal  and  opposite  Qoantitia»  I 

which  may  be  denoted  by  this  symbol   •{  _^        /• :  where  tht 

(+;£ioo)  denotes  the  Creditor's  Rig^ht  to  Demand  payment,  add 
the  (-;£ioo)  denotes  the  Debtor's  Duty  to  Pay. 

And,  if  either  of  these  Quantities  be  destroyed,  the  other  is  also 
destroyed  with  it. 

Hence,  as  these  two  Equal  and  Opposite  Quantities  come  inti) 
existence  together,  and  can  only  exist  together,  and  vanish  together, 
they  are  analogous  to  Polar  Forces. 

We  have  shewn  the  great  practical  importance  of  applying  the 
Positive  and  Negative  signs  to  Property  (Property),  and  ot 
denoting  the  Right  to  a  Property  in  things  which  have  already 
come  into  possession  as  Positive,  and  the  Right,  or  Property,  to 
things  which  will  only  come  into  possession  at  a  future  time  as 
Negative.  Because  many  species  of  Property  are  of  a  mixed 
nature  :  that  is,  the  entire  Property  in  them  consists  partly  of 
Corporeal  Property,  and  partly  of  Incorporeal  Property.  We  have 
exemplified  this  in  the  Theory  of  the  Value  of  Land  (Annuity)- 

A  successful  Trader  is  an  Economic   Quantify  analogous  to 

the  Land. 

Now,  a  person  exercising  any  profitable  business,  or  profession,  is 
an  Economic  Quantity  exactly  analogous  to  the  Land. 

The  Land  has  produced  profits  in  the  past,  but  it  has  equal 
capacity  to  produce  profits  in  future. 

So  a  merchant,  or  professional  man,  may  have  accumulated  a 
quantity  of  money  as  the  fruits  of  his  skill,  industry,  and  ability  in 
the  past.  But  over  and  above  his  accumulated  money  he  has  the 
same  skill,  industry,  and  ability  to  earn  profits  in  the  future.    His 
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to  earn  profitt  m  the  fatnre  is  exactly  the  nine  as  his 
to  have  earned  profitt  b  the  past  And,  of  course^  be 
Right,  or  Property,  in  hit  expected  profitt  of  the  fiitnre. 
le  may  trade  in  two  ways :  he  may  trade  with  the  money  he 
ady  acqutred^the  profits  of  the  past :  or  he  may  trade  by 
ng  goods  by  giving  m  exchange  for  them  the  Rigbt»  or 
^\  to  demand  payment  at  a  future  time  out  of  the  profitt  he 
to  cam  in  future. 

nal  Character,  used  to  trade  in  thb  way  as  Purchasing 
1^  Credit,  and,  as  we  have  seen  that  anything  which  has 
iiig  Power  is  Wealth,  it  follows  that  Money  and  Credit  are 
Wealth. 

ic  is  evident  that  Money  and  Credit  are  Inrene  and 
ite  to  each  other.  HencCi  if  Money  b  a  PoriUfe 
mic  Qtiantitj,  Credit  is  a  Negathre  Bcooomic 
ity 

u  well  sap  (Harmdmies  Ecommiptn^  *'Art  Capital,* p.  sio) — 

It  is  a  wonderful  thing,  and   thanks  to  the  marvelloQS 

i^m  of   Exchange,  every  service  is,  or  may   become^  a 

It  which  is  more  surprising  still,  is  that  we  can  perform  the 

e  operation,  however  impossiUe  it  may  seem  at  first  sight 

« onvert  into  an  instrument  of  labour,  into  a  railway,  into 

a  I  apiul  which  does  not  yet  exist,  thus  utilising  the  services 

r:ll  not  be  rendered  until  the  twentieth  century.    There  are 

who  nuke  advances  on  them,  on  the  iiith  that  the  labourers 

tnvcUcrs  of  the  third  and  fourth  generation  will  provide  for 

rmcnt,  and  these  titles  on  the  foture  pasi  from  hand  to  hand 

ocr  remaining  unproductive." 

ynetJofi  o/  Credit  is  to  briffg  into  Commum  the  Pn9Mi 

Values  ff  Future  Profite. 

true  function  of  Credit  is  now  apparent  i  ii  is  te  krit^  imi» 

^r  tki  Preeetit  Values  of  Future  Profits. 

1  an  esuie  in  Land  is  sold,  the  Present  Value  of  all  itt  future 

IS  expressed  and  brou)(ht  into  commerce  by  the  Money  paid 

total  amount  of  the  Shares  in  any  commercial  company, 

;.  insurance,  railway,  or  any  other,  denotes  the  value  of  the 

property  of  the  company,  together  with  the  total 

of  their  Ftiture  Profits. 
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So  the  money  paid  for  the  goodwiU  of  a  business,  a  copyi^t»i 
patent,  a  professional  practice,  &c.,  is  the  Present  Value  of  the 
Future  Profits. 

So  when  a  merchant  or  trader  trades  on  "  Credit,"  he  bringi  into 
commerce  the  Present  Value  of  a  Future  Profit  He  bays  tbe 
goods  or  the  labour,  and  gives  as  their  price  the  Right  to  denuadi 
sum  to  be  paid  out  of  the  expected  future  profits. 

So  when  the  State  contracts  a  loan  for  any  public  purpose,  it  bajs 
the  Money,  and  gives  as  its  price  the  Right  to  demand  a  series  of 
payments  out  of  the  future  income  of  the  nation. 

So  when  municipal  corporations,  and  other  public  bodies,  contnct 
loans  for  public  purposes,  they  buy  money  by  giving  as  its  price  the 
Right  to  demand  a  series  of  payments  out  of  the  future  income  of 
their  constituents.  That  is,  they  bring  into  commerce  the  Fteseot 
Value  of  their  Future  Income. 

So  Credit  in  all  its  forms,  and  to  whatever  purpose  it  is  applied, 
simply  brings  into  commerce  the  Present  Value  of  a  Future  Profit 

The  famous  French  wit,  Rivarol,  well  said — "  Man  conquers  space 
by  commerce,  and  Time  by  Credit*' 

Credits  payable  in  Sendees, 

In  every  Obligation  or  Contract,  the  party  who  has  the  Right  to 
enforce  the  performance  of  the  Duty  is  the  Creditor,  and  the  party 
whose  Duty  is  to  perform  it  is  the  Debtor. 

The  words  of  the  Digest  are  general.  A  Credit  is  the  Right  to 
compel  a  person  to  Pay  or  Do  something.  Hence,  large  amounts 
of  Credit  are  payable,  not  in  any  material  substance,  money  or  any 
other,  but  in  Personal  Services. 

Thus,  in  feudal  times,  Rents  were  payable  not  only  in  money  and 
in  products  of  the  earth,  termed  Rents  in  Kind,  but  also  in  Personal 
Services,  and  such  Rents  were  termed  Rent  Services.  And  the 
person  who  has  the  Right  to  demand  such  services  is  as  much  a 
Creditor  as  the  person  who  has  the  right  to  demand  the  payment  of  a 
material  substance,  and  the  person  who  is  bound  to  render  a  service 
is  as  much  a  Debtor  as  the  person  who  is  bound  to  pay  some 
material  substance. 

A  jaded  legislator  has  taken  shootings  in  the  Highlands.  On  the 
loth  of  August  he  goes  to  the  office  of  the  railway,  and  pays  five 
guineas  for  a  ticket  to  Inverness.  That  ticket  is  a  Credit ;  it  is  a 
Bill  payable  in  a  railway  journey  to  Inverness  on  demand. 

A  person  wishes  to  see  Irving  in  Hamlet     He  has,  perhaps,  to 


IT  1  ticket  for  a  box  a  fortnight  in  advance.  That  ticket  b  a 
redtt  or  Right  of  Action,  or  a  Bill  payable  in  teeing  Inring  in 
imlct  a  fortnight  after  date. 

A  college  engages  one  of  its  members,  at  a  quarterly  salary,  to 
ic  lectures  to  its  students.  The  lecturer  gives  his  lectures,  and, 
nng  done  so,  has  acquired  a  right  to  demand  his  salary  from  the 
>:!qre.  This  Right  of  Action  is  the  Credit  or  the  Debt 
A  memlier  of  the  University  gives  lessons  to  private  students. 
c  fee  is  paid  either  in  advance  or  after  the  lessons  given.  If  the 
5  ore  luid  in  ad\'ance,  the  student  acquires  a  Right  of  Action,  a 
^tiit,  t>r  I>ebt,  against  his  tutor,  to  demand  so  much  instruction. 
the  lessons  are  given  first,  the  tutor  acquires  a  Right  of  Action,  a 
tdit,  or  a  Debty  to  demand  payment  for  his  lessons. 
I*hc  master  of  a  household  engages  servants,  and  agrees  to  pay 
tn  vact-s  monthly,  or  quarterly,  as  the  case  may  be.  When  the 
^xtiXs  have  {performed  these  terms  of  service,  they  have  a  Right  of 
:on  Ji^atnst  their  muster  for  their  wages.  This  Right  of  Action  is 
Iredit  or  a  Debt 

\  (icrxon  tiecomcs  a  Fellow  of  the  Zoa  In  exchange  for  his 
^  n; 'tit  in,  he  receives  an  ivory,  entitling  him  to  visit  the  gardens 
>ctrn  xs  he  pleases  during  a  year.  That  ivory  is  a  Credit 
\  ;<rson  bu\'s  |K>stage  stamps.  These  stamps  are  Rights  to 
Tund  the  Post  Office  to  carry  his  letters  to  their  destination, 
c  -Mmj»*  arc  Credit 

>«:>  \\.KiK  arc  innumerable  other  cases  where  persons  contract  to 
firm  professional  ser\-ices.  These  contracts  to  perform  services 
w  much  Obligations  as  Contracts  to  pay  material  services. 
FiciKc,  Creilit  can  purchase  services  exactly  in  the  same  way  as 
r.e>  ran  :  it  is  a  Purcliasing  Power  which  can  effect  any  result 
!  Money  can. 

*-/  function  i/  Credit  is  to  i*rin^  into   Commerce  tht  Present 

Wtiuti  of  Future  Profits. 

Pkc  true  function  of  Ocdit  is  now  clear. 

i:   It  a  %-er}*  common  idea  that  credit  is  the  goods  which  arc 
".t.*  iH  the  "transfer"  of  them. 

Hich  idea*  are  utterly  erroneous.     We  ha%'e  shown  that  Cre<lit  is 
Kvht  to  demaml  some  {>erson  to  |>ay  or  do  something  either  on 
r^mi.  or  at  some  future  time, 

tnj  thf  true  fuvution  of   Credit   ts  to  l^rinji^  into  ivmmerce  the 
•.£ni  Values  of  Future  i^ofit^. 
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When  an  estate  in  land  is  sold,  the  Present  Value  of  all  its  Futae  I 
Profits  is  expressed  and  brought  into  Commerce^  %x  drculalioii,  bf  | 
the  Money  paid  for  it  I 

The  total  amount  of  the  Shares  in  any  Commercial  Compuir, 
banking,  insurance,  railway,  or  any  other,  denotes  the  value  of  tk  1 
existing  property  of  the  company,  together  with  the  total  PltSOt 
Value  of  their  Future  Profits. 

.  So  when  a  merchant,  or  trader,  trades  on  "  Credit,"  he  brings  iotD 
commerce  the  Present  Value  of  a  Future  Profit  He  ba^ 
the  goods,  or  the  labour,  and  gives  as  their  Price  the  rig^t  to 
demand  a  sum  to  be  paid  out  of  the  expected  profits. 

So  when  the  State  contracts  a  loan,  it  buys  the  money,  and  gm 
as  its  price  the  Right  to  demand  a  series  of  payments  out  of  die 
future  income  of  the  people. 

So  when  municipal  corporations  and  other  public  bodies  contnKl 
loans,  they  buy  money,  by  giving  as  its  price  the  Right  to  demand 
payments  out  of  the  future  incomes  of  their  constituents. 

So  Credit  in  all  its  forms,  and  to  whatever  purpose  it  is  ^){dicd, 
simply  brings  into  commerce  the  Present  Value  of  a  Future 
Profit,  and  thus  augments  the  mass  of  Exchangeable,  or  Economic 
Quantities,  or  Wealth. 


ON  THE  SELF-CONTRADICTIONS  OF  J.   R   SAY  AND 

J.   S.   MILL  ON  CREDIT. 

In  the  preceding  chapter  we  have  explained  the  Juridical  and 
Mathematical  principles  of  the  Great  System  of  Credit ;  and  have 
pointed  out  the  errors  which  lay  writers,  literary  and  mathematical, 
have  fallen  into  from  a  want  of  knowledge  of  the  principles  of 
Mercantile  Law.  But  though  these  wTiters  committed  errors,  they 
did  not  flatly  contradict  themselves. 

We  should  only  be  too  glad  now  to  exhibit  the  applicatioD  of 
these  principles  in  practical  business:  but  we  are  compelled  to 
delay  our  progress  in  order  to  show  the  incredible  self-contradictions 
of  Say  and  Mill  on  the  subject  of  Credit  It  is,  as  we  conceive,  an 
essential  duty  of  such  a  work  as  this,  not  only  to  explain  the  true 
principles  of  the  subject,  but  to  point  out  and  refute  all  the  cunent 
errors  which  have  obtained  a  wide  hold  on  popular  opinion :  and 
the  mischief  done  by  Say  and  Mill  is  infinitely  too  serious  to  be 
passed  over. 

Jurists  of  all  nations  include  Rights  of  action,  such  as  Credits  or 
Debts,    under    the    terms  Peainia^   Res^   Bona^   Merx :    xP/f"*^ 
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■-/xiy/AaTa,  tt\ovtq%^  dyadd,  oZko?,  owria,  &C. :  goods,  chattels,  mer- 
2lia.ndise,  commodities :  and  writers  on  Economics,  seeing  that 
[its  in  the  form  of  Bank  Notes,  Bills  of  Exchange,  &c.,  perform 
:tly  the  same  functions  in  circulating  commodities  as  Money, 
Credit  under  the  title  of  Capital,  without  giving  any  very 
definition  of  Credit  or  of  Capital.  But  no  one  had  worked 
out  the  Theory  of  Credit ;  or  had  demonstrated  its  true  limits. 

Everyone  knows,  however,  that   in  recent  times  the  most  un- 
ridicule  has  been  poured  on  the  expression  that  "  Credit  is 
itaL"    J.  B.  Say  made  the  wonderful  discovery  that  the  whole 
''•^fld,  himself  included,  was  under  a  delusion  :  and  that  when  they 
that  '*  Credit  is  Capital "  they  were  such  dolts  as  to  maintain 
the  same  thing  can  be  in  two  places  at  once  ! 

Turgot  first  Erred  on  Credit 

Turgot  was  the  first  person  to  introduce  error  on  the  subject  of 

lit     When  at  College  in  1749,  and  only  twenty-two  years  of 

he  began  to  reflect  on  John  Law's  system  of  Paper  Money, 

^hich  had  produced  such  a  frightful  catastrophe  in  France  twenty- 

'^inc  years  before.     In  a  letter  addressed  to  the  Abbe  de  Cic^,  he 

^^sed  an  expression  which  has  been  the  keynote  of  a  fallacy  which, 

^ieveloped  by  Say  and  Mill,  has  been  sedulously  propagated  by 

^^nmerous  writers,  and  has  done  boundless  mischief  in  the  subject. 

He  says — *'  In  a  word,  all  Credit  is  a  loan  :  and  has  an  essential 
^"elation  to  its  repayment." 

Here  we  see  the  gross  confusion  of  ideas  on  the  subject  of 
Credit  at  the  present  day.  In  this  passage  we  see  that  Turgot 
^xmsiders  Credit  to  be  an  Operation.  This  is  Turgot's  first  vital 
«nor.  Credit  is  a  Quantity.  We  have  shown  that  Credit  is  the 
|)resent  Right  to  a  Future  Payment :  and  how  can  the  Right  to  a 
ftture  payment  be  an  Operation  ?  It  would  be  just  as  rational  to 
-say  that  a  guinea  or  a  bill  of  exchange  is  a  loan.  Turgot  says  that 
every  Credit  implies  a  future  payment :  and  for  that  reason  it  has 
Value :  and  it  may  be  bought  and  sold  like  any  material  chattel, 
like  Money ;  but  that  does  not  make  a  Rig^ht  a  Transfer. 

Tuigot's  remark,  therefore,  that  every  credit  implies  a  future  pay- 
menti  had  nothing  to  do  with  Law's  Paper  Money.  Law  under- 
stood the  principles  of  Credit  better  than  any  man  of  his  day :  and 
ao  long  as  he  confined  himself  to  Credit,  he  was  the  first  financier 
of  hb  age.  His  bank  was  magnificently  successful,  as  we  have 
sliCNm  dsewhere.    It.  was  not  his  system  of  Credit  which  produced 
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the  catastrophe,  but  his  system  of  Paper  Money  '•  he  saw  tint 
powers  of  Credit,  though  immense,  were  limited :  and  his  pbn 
to  create  Paper  Money  beyond  the  limits  of  Credit,  whidi 
not  redeemable  in  Money,  any  more  than  Money  itself.  His  Y^a\ 
Money  was  a  new  and  independent  standard,  just  like  gold  itidf;! 
but  which  he  fondly  dreamed  could  circulate  independendy  at  tki 
same  Value  as  gold.  Hence,  Turgot's  remark  has  no  appUcatkn^ 
the  question. 


On  the  Self-Contradiction  of  J.  B.  Say  on  the  subjea  of  CnSL 

1.  J.  B.  Say,  following  up  the  erroneous  notion  of  Turgot  on  Ae 
nature  of  Credit,  invented  the  phrase  which  so  many  unthinloDi 
writers  have  echoed  from  that  day  to  this — that  those  who  consider 
Credit  to  be  Capital  maintain  that  the  same  thing  can  be  in  twefm 
at  once/  / 

We  shall  show  that  all  this  confusion  has  arisen  from  Say  nenr 
having  thought  out  carefully  the  fundamental  concepts  of  Economics: 
and  from  his  self-contradiction  on  almost  every  one  of  them,  ^xfi 
name  formerly  stood  so  high  in  the  subject,  and  his  sneers  have  been 
chorussed  by  such  a  multitude  of  writers  in  France  and  Engknd^ 
and  the  matter  itself  is  of  such  transcendent  importance,  that  we  ait 
compelled  to  give  some  space  to  a  thorough  investigation  of  his 
views.  We  must,  therefore,  inquire  into  his  notions  of  Weatt^ 
Value,  Capital,  and  Credit. 

On  Says  Definition  of  Wealth. 

2.  It  is  very  commonly  supposed  that  Say  was  the  first  Economist 
to  introduce  immaterial  products  into  Economics.  This  however  we 
have  shown  is  a  great  error,  because  the  author  of  the  Eryxias 
proved  more  than  2,200  years  ago  that  immaterial  Quantities  are 
Wealth.  Smith  expressly  enumerates  "  the  acquired  and  useW 
abilities  of  the  inhabitants"  as  part  of  the  Fixed  Capital  of  the 
nation.  The  Roman  Jurists  were  the  first  to  declare  that  Abstract 
Rights  and  Rights  of  Action  are  Wealth :  in  which  they  have  been 
followed  by  all  the  Jurists  in  the  world.  Smith  expressly  includes 
Paper  Credit  under  the  term  Circulating  Capital :  thus  recognising 
the  existence  of  three  species  of  Wealth :  exacdy  as  the  ancients  had 
done.  Say  does  exacdy  the  same:  and  also  enumerates  scveal 
other  kinds  of  Incorporeal  Wealth. 

Say  defines  Wealth  thus  {Cours,  pt.  L  ch.  i) — "The  exclusitt 
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>n  which,  in  the  midst  of  a  numerous  society,  clearly 
ishcs  the  property  of  each  person,  causes  this  sort  of  thing 
\c  only  one  to  which  in  common  language  the  name  of 
is»  Kiven  [not,  as  the  Economists  held,  unless  it  is  Exchange- 

From  this  circumstance  not  only  these  things  which 

ible  of  satisfjring  directly  the  wants  of  man  such  as  nature 
icty  have  made  him,  but  the  things  which  can  only  satisfy 
liirectly,  such  as  Money,  Instruments  of  Credit  (TUns 
ue\,  the  Funds,  &c 

,  after  speaking  of  things  of  Value,  such  as  the  earth,  metals, 
coin,  stufls,  &c.,  he  says  {Traiie^  bk.  i.,  ch.  i.) — '*  If  one 

o  the  name  of  Wealth  to  the  Funds,  Commercial  Pi4>er 

>  cVww/rrr),  it  is  clear,"  &c. 

he  says  {Cours^  pt.  i.  ch.  i.)^"  You  see  that  Wealth  does 
end  on  the  kind  of  things,  nor  upon  their  ph)'sical  nature, 

a  Moral  Quality,  which  each  one  calls  their  Value* 
lone  transforms  a  thing  into  Wealth,  in  the  sense  in  which 
l1  t»  synonymous  with  bims  or  property.  The  Wealth  which 
\Ti  innhing,  whether  it  be  land,  a  horse,  or  a  Bill  of 
;e«  IS  proportional  to  its  Value.  When  we  speak  of  things 
eaith,  we  do  not  speak  of  other  ({ualities  which  they  can 
e  s[)cak  only  of  their  Value." 

«e  have  shown  conclusively  that  Say  admits  that  the 
r   ui    Wealth   resides   exclusively    in    Exchangeability :    in 

«.c  with  the  unanimous  doctrine  of  ancient  writers  for  1,300 
a.-i.!  he  expressly  enumerates  Titres  Je  Creanct  and  Effets  de 
./,  that  IS  Negotiable  PafHrr,  or  Credit,  as  Wealth. 

On  Says  Dfjinition  of  Valu€. 

L-  shall  find  exactly  the  same  inconsistencies  in  Say*s  notions 
■  A»  have  t>een  the  ruin  of  so  much  modem  Economics.  He 
li  u\ct  again  says  that  Value  is  something  External  to  an 
:ur  which  it  can  be  exchanged:  and  then  he  re|>eatedly 
of  Intnnsic  Value :  without  the  least  idea  that  these  are 
<tory  conceptions. 

how  this  we  can  only  cite  a  few  {ossages  out  of  nuny.  Thus, 
\C\itrs,  pt.  i.  ch.  I.)  **  The  setonil  circumstance  to 
irko!  relating  to  the  Value  of  things  is  the  im|»ossibility 
eciate  its  absolute  magnitude.  It  is  never  anything  but 
m^.  When  1  say  that  a  house  which  I  |N>int  out  is  worth 
lusaod  francs,  I  artirn)  nothing  but  that  the  Value  o(  iKU 

2    A 
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exchanged,  or  which  it  will  purchase ;  that  Value  originates  in 
Mind  of  man. 

Tow  after  these  admissions,  what  can  be  more  contradictory,  or 
ird,  than  for  Say  repeatedly  to  speak  of  Intrinsic  Value  ? 

On  Says  Definition  of  Capital. 

.  We  have  now  to  lay  before  our  readers  the  extraordinary  self- 
tradictions  of  Say  on  Capital 

Say  asserts  that  Immaterial  and  Incorporeal  Quantities 
form  No  part  of  National  Wealth. 

le  says  {Cours,  pt.  i.  ch.  10.) — "The  nature  of  Capitals  and  the 
ure  of  their  functions  show  us  very  important  truths.  One 
them  is,  that  Productive  Capitals  do  not  consist  in  fictitious  and 
iventional  values  (?)  but  only  in  real  and  intrinsic  (!)  values, 
ich  their  possessors  judge  convenient  to  devote  to  production. 

fact,  one  cannot  buy  productive  services  except  with  material 
jects  having  an  intrinsic  (!)  value.  [What!  not  with  Credit?] 
e  cannot  amass  as  Capital,  and  transmit  to  another  person 
ything  but  value  incorporated  in  material  objects."  [What 
lazing  nonsense.  Cannot  we  acquire  property  in  the  Funds  or  in 
ares  of  great  mercantile  companies  as  Capital,  and  transmit  them 
our  descendants  ;  or  sell  them  in  the  market  ?  Are  not  Credits 
Debts  sold  by  scores  of  millions  every  day  ?] 
\gain  (TraitSf  bk.  i.  ch.  13.) — "From  the  nature  of  immaterial 
Klucts,  it  follows  that  we  cannot  accumulate  them,  and  that  they 

not  serve  to  augment  the  national  Capital.  [Cannot  a  man 
:umulate  professional  knowledge  and  make  a  large  income 
reby  ?  and  cannot  he  transmit  this  accumulated  knowledge  to 
)ils  ?]  A  nation  in  which  there  is  found  a  crowd  of  musicians,  of 
•sts,  of  employes,  may  be  a  nation  very  much  amused,  well 
ght,  and  admirably  well  administered ;  but  that  is  all.  Its  capital 
^  not  receive  from  the  labours  of  these  working  men  any  direct 
rease,  because  their  products  are  consumed  immediately  they  are 
ated." 

Vgain  (definitions  at  the  end  of  the  Traitk) — "  All  transmissible 
Dital  is  composed  of  Material  Products,  for  nothing  can  pass 
n  hand  to  hand  but  visible  matter."  Perhaps  some  things 
mot  pass  from  hand  to  hand:  but  they  can  pass  from  person 
person. 
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house  is  equal  to  the  sum  of  fifty  thousand  francs :  but  what  is  Aeft 
Value  of  this  sum  ?  It  is  not  a  Value  existing  by  itself,  and  witiMil| 
a  comparison.  The  Value  of  a  franc,  of  fifty  thousand  francs;  il 
composed  of  all  the  things  which  one  can  buy  for  these  difibHil 
sums.  If  one  can,  in  giving  them  in  exchange,  have  a  greUffl 
quantity  of  com,  sugar,  &c,  they  have  a  greater  Value  relativdjul 
these  other  things :  if  one  can  have  less,  they  have  less  Value:  I 
because  the  Value  of  a  sum  of  money,  like  all  other  Valaes,ii| 
measured  by  the  quantity  of  things  which  one  can  get  in  exchaogt  I 

"The  idea  of  Value  resembles  the  idea  of  distance.  We  caoootl 
speak  of  the  distance  of  an  object  without  making  meDtion  ofl 
another  object  from  which  the  first  finds  itself  at  a  certain  distaoctl 
In  the  same  way  the  idea  of  the  Value  of  an  object  always  suppoGesil 
relation  with  the  Value  of  something  else."  That  is  to  say,  k  I 
is  manifestly  just  as  absurd  to  speak  of  Intrinsic  Distance  as  cfl 
Intrinsic  Value.  I 

Again  he  says  in  the  same  chapter — "These  same  principles siiot] 
that  gold,  silver,  and  money  are  not  sought  for  themselves,  andMej 
only  of  the  Value  of  what  they  can  buy."  I 

We  need  not  overload  our  pages  with  more  quotations.     These  j 
are  sufficient  to  show  that  Say  fully  admits  that  the  Value  (^  &  ] 
thing  is  what  it  will  exchange  for,  or  purchase ;   if  it  will  exchange 
for,  or  purchase,  more,  it  has  greater  Value ;   if  it  will  exchange  fci; 
or  purchase,  less,  it  has  less  Value ;   and  if  it  will  exchange  fc 
nothing  it  has  no  Value. 

Moreover,  Say  repeatedly  acknowledges  that  Value  is  a  Quality  d 
the  Mind ;  and  that  it  is  the  Mind  of  man  only  which  confers  Value. 
Thus  he  says  (Cours,  Considerations  GeneraUs) — **  Nevertheless^ 
value  is  purely  a  Moral  Quality ;  and  which  appears  to  depend 
upon  the  fugitive  and  changeable  will  of  men." 

So  also — "  In  order  that  a  Value  may  be  Wealth,  this  Value  must 
be  recognised  not  by  the  possessor  only,  but  by  every  other  person." 

Here  Say  admits  that  Value  does  not  depend  upon  a  single  mind, 
but  upon  more  than  one.  He  goes  too  far  in  saying  that  it  must  be 
recognised  by  every  one  else.  Two  minds  are  necessary  and 
sufficient  to  constitute  Value. 

So  also  he  says  {Traite,  p.  57.)  "The  Value  which  men  give  to 
things  ...  It  is  always  true  that  if  men  attach  Value  to  a  thing." 

Now  we  have  shown  in  these  passages,  and  we  might  have  dtcd 
multitudes  of  others,  if  it  had  been  necessary,  that  Say  clearly  admits 
that  Value  is  not  an  absolute  Quality  of  a  thing ;  that  it  is  external 
to  itself ;   that  the  Value  of  a  thing  is  anything  else  for  which  it  can 
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nge<),  or  which  it  will  purchase ;  that  Value  origiuates  in 
I  of  man. 

ificr  these  admissions,  what  can  be  more  contradictory,  or 
han  for  Say  repeatedly  to  speak  of  Intrinsic  Value  ? 

On  Says  Dtfinition  of  Capital. 

have  now  to  lay  before  our  readers  the  extraordinary  self- 
tions  of  Say  on  Capital. 

,inrr/s  thai  ImmaUnal  and  Inoorponal  Quantities 
Mm  Mo  part  of  Hationai  Wealth. 

ks  ii\*ur§,  pt.  i.  ch.  10.)— "The  nature  of  Capitals  and  the 
f  their  functions  show  us  very  important  truths.  One 
i^,  that  I'roductive  Capitals  do  not  consist  in  fictitious  and 
•nal  %-alues  (?)  but  only  in  real  and  intrinsic  (!)  values, 
e.r  (x^sscssors  judge  convenient  to  devote  to  production. 
•  •:.c  cannot  buy  productive  ser\'ices  except  with  material 
.a\mg  an  intrinsic  (!)  value.  [What!  not  with  Credit?] 
:«'t   amass  as  Capital,   and    transmit    to   another   person 

\*\i\  value  incorporated  in  material  objects."  [What 
r.m sense.     Cannot  wc  acfjuire  property  in  the  Funds  or  in 

.:r'..it  mercantile  rom{)anies  as  Capital,  and  transmit  them 
M  f-iuiants  ;  or  sell  them  in  the  market  ?  .\re  not  Credits 
V.  ai  by  scores  of  millions  ever)*  day  ?] 

f'r  i:U,  bk.  i.  ch.   13.)     "From  the  nature  of  immaterial 

:'.  :oI!(iws  that  we  cannot  accumulate  them,  and  that  they 
>':\c  X)  augment  the  national  Capital.  [Cannot  a  man 
:e    professional    knowledge    and    make    a   large    income 

anil  cannot  he  transmit  this  accumulated  knowledge  to 

A  nation  in  which  there  is  found  a  crowd  of  musicians  of 

:    crnpluyes,   may   t>c  a   nation   very  mui  h  amused,    well 

r)d  admirably  well  administered  :  but  that  is  all.     Its  capital 

receive  from  the  lal>ours  of  these  working  men  any  dire<  l 
because  their  produ*  ts  are  consumed  immediately  they  arc 

t  Jffitifu'ns  at  the  <  ft  J  ./  ffte  Trtute)  — '  *  .\  1 1  t  ra  i)  n  ri ; :  s  ^  1  h !  e 
s  citni|H>scil  of  Nfatenal  Products,  for  nothing  can  pas^ 
.d  to  hand  but  viMble  matter."  ?*erlujii  sonic  lhin^;s 
ass  t'rum  hand  to  hand  :    but  they  can  (ass  trom   |  er»on 
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Say  maintains  that  Immaterial  and  Incorporeal  Capital  is 

part  of  the  National  WecUth. 

He  says  {Cours,  Considerations  Ginira/es) — "Since  it  has  beoi 
proved  that  Immaterial  Property,  that  talents,  and  acquired  persool 
qualities  form  an  integral  portion  of  social  Wealth." 

Again  he  says  (Cours,  pt  iv.  ch.  5)— "We  must  include  amoo| 
Capitals  many  diens  which  have  a  Value,  although  they  are  Mt; 
material.  The  Practice  of  a  lawyer,  or  a  notary:  the  Goodii 
of  a  shop :  the  Reputation  of  a  sign :  the  Title  of  a  periodial 
work :  are  incontestably  Wealth :  we  may  sell  them  and  buy  them: 
and  make  them  the  subject  of  a  contract :  and  they  are  Capitib: 
because  they  are  the  fruits  of  accumulated  labour.  A  lawyer,  bf 
the  wisdom  of  his  advice,  by  his  assiduity,  and  other  qualities,  \» 
made  the  public  conceive  a  good  opinion  of  his  chambers:  da 
good  opinion  gives  him  the  right  to  larger  fees  :  this  increase  of 
profit  is  the  revenue  of  a  Capital  called  reputation:  and  tia 
Capital  is  the  fruit  of  the  labour  and  care  which  the  lawyer  his 
taken  during  many  years." 

He  also  says  in  a  note — **  There  are  Capitals  which  are  not 
incorporated  in  material  things,  as  the  practice  of  a  notary,  or 
a  commercial  enterprise:  but  this  portion  of  Capital  is  a  very 
real  Value.  ^' 

Again — **The  only  immaterial  Capitals  which  I  know  of  arc 
the  Practice :  the  Goodwill  of  a  shop :  a  Profession :  of  a  news- 
paper :  one  can  alienate,  one  can  sell,  a  Capital  of  this  spedes' 
We  may  add  that  Trade  Secrets  are  a  very  valuable  and  important 
species  of  immaterial  Capital. 

So  again  {Cours^  Considerations  Genkrales) — "Without  a  classifi- 
cation of  things  possessed  embraces  them  all  in  making  a  valoa- 
tion  of  the  Wealth  of  a  nation,  we  are  never  certain  of  making 
them  complete. 

"Our  property  comprising  our  Wealth;  whatever  it  is,  comprises 
our  Natural  Qualities,  as  well  as  our  social  riches." 

And  after  going  through  several  descriptions  of  personal  talentSr 
he  says — "  What  I  have  said  is  sufficient,  I  think,  to  convince  yon 
that  Industrial  faculties  are  Property  of  the  same  kind  as  all 
others :  and  it  is  only  in  regarding  them  as  equal  to  all  othen 
that  we  obtain  all  the  social  advantages  attached  to  the  R^ 
of  Property.  For  the  same  reason  this  kind  of  Property,  although 
it  \s  difficult  to  be  expressed  in  figures,  forms,  nevertheless,  part 
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the  general  Wealth  of  a  nation.  A  nation  where  indnstrial 
;>iciiiei  arc  more  numeroui  and  more  eminent  than  eliewhere 
a  fDore  wealthjr  nation." 

It  It  pouibte  to  exhibit  a  more  melancholy  picture  of  lelf-contra- 
cuoiu  in  a  icientific  (?)  vork  t 

.W  admits  tkat  inttfumnU  of  Crtdit  are  Capital. 
5      We  shall  now  ahow  that  Say  explicitly  declares  that  Credit 


He  %*y\  {Cimrs,  pL  iv.  p.  131) — "This  is  why  from  the  n 
lai  ihu  Value  resides  in  objects  employed  in  a  productive  opera- 
3B,   I   name  it  Capital,  whatever  be  the  objects  in  which  it 

.\|;ain  (C«m,  pt.  i.  ch.  5) — "These  Capital  Values  may  consist 
F  the  Public  Funds,  Commercial  Paper,  cofliec- berries,  or  any  other 
mrhandise  which  will  selL" 

.\^n  tCfurt,  pi.  i.,  p.  135) — "The  form  under  which  Capital 
al»c  jwesents  itself  makes  no  difference."  He  then  enters  into 
be  uibject  more  minutely  (Tratit.  bic.  i.  ch.  30) — "A  Bill  on 
etund,  or  a  Bill  of  Kxchange,  are  obligations  contracted  to  pay, 
r  cause  to  be  paid,  a  sum  either  at  another  time  or  at  another 
iice  " 

"  Ihe  Ki^ht  attached  to  this  order  (although  its  Value  is  not 
emandaMe  at  the  time,  or  the  place,  where  one  is)  give  it 
r^erthcless,  a  Present  Value,  more  or  less  great,  llius  a  Bill 
X  t  :c  irancs,  jayalitc  at  Paris  in  two  months,  may  be  negotiated 
r  tud  fiw  ihe  j^rice  of  9^  francs ;  a  Dill  for  a  similar  sum,  pay- 
t>.e  1!  Marseilles  at  the  same  lime,  will  be  worth,  at  Paris,  perhaps 

"Heme,  a  Kill  of  Kxchange,  by  virtue  of  its  future  value,  has  a 
*iesent  Value :  it  can  be  employed  instead  of  Money  in  ever)' 
;ei:n  of  [•urchase,  so  that  the  greater  part  of  the  great  commercial 
raruciiont  are  eflected  by  Bills  of  Kxchange." 

Span    he    says   (C<wrj,    |>t.    1:1 
ncriheiess.  an    iin}>ortant   obsei- 
cpreacntativc  tigns  of   Money. 
rsd(nng  a  ser\-icc  exactly  simiUi 
(  aa>»nc  si^ns  an  obligation  Xef  « 
\  a  fixol  period,  a  cloak,  made 
aboogh  It  IS  in  some  sort  a  aiin,  < 
tt  cloak,  cannot  take  its  place : 
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protect  from  cold,  like  a  cloak:  while  the  signs  which  represolft 
Money,  can  replace  it  completely,  and  render  all  the  services  km 
can.  In  fact,  the  qualities  which  make  a  bag  of  Money  serve  mft 
in  exchanges  can  be  found  in  a  Bill.  These  qualities,  you  ilft 
remember,  are —  I 

"  First,  in  the  Value  it  has.  One  can  give  a  Bill  exactly  the  sutt  I 
Value  as  to  a  sum  of  Money:  in  giving  the  bearer  the  right  to  I 
receive  the  sum,  so  as  to  take  away  from  him  all  doubt  as  totlicl 
payment,  it  is  that  a  Bank  Note  can  circulate  ten  years  in  pi>esennB|  I 
a  value  of  a  thousand  francs  without  being  paid,  only  because  om  I 
believes  that  he  can  have  the  amount  when  he  pleases."  I 

We  have  thus  laid  before  our  readers  the  explicit  admisakmrfl 
Say  that  an  Instrument  of  Credit  may  be  of  the  Value  of  Mone^l 
and  perform  all  the  functions  of  Money.  | 

He  further  says  (Cours,  pt  iii.  ch.  i8) — "Every  private  perm | 
can  sign  an  ordinary  Bill,  and  give  it  in  payment  of  merchandise  ] 
provided  that  the  seller  consents  to  receive  it  as  if  it  were  Money.  I 
This  seller,  in  his  turn,  if  he  is  the  buyer  of  other  merchandise,  cas 
give  the  same  Bill  in  payment.     The  second  acquirer  can  pass  it 
to  a  third  with  the  same  object     There  is  an  Obligation  whid  j 
circulates :  it  serves  him  who  wishes  to  buy :  it  fills  the  office  of  a 
sum  of  Money. 

"  The  Value  of  a  Sign  depends  on  the  Value  of  the  thing  signi- 
fied :  but,  in  order  that  this  value  may  be  exactly  as  great  as  that  of 
the  thing  of  which  it  is  the  pledge,  the  payment  of  the  Bill  must  not 
only  be  certain,  but  demandable  on  the  instant 

"  If  Bills  of  Credit  could  replace  completely  metallic  Money,  it 
is  evident  that  a  Bank  of  circulation  veritably  augments  the  sum  of 
National  Wealth :  because,  in  this  case,  the  metallic  Wealth  becom- 
ing superfluous  as  an  agent  of  circulation,  and,  nevertheless,  pre- 
serving its  own  value,  becomes  disposable,  and  can  serve  other 
purposes.  But  how  does  this  substitution  take  place  ?  What  are 
its  limits?  What  classes  of  society  make  their  profit  of  the  NcW 
Funds  added  to  the  Capital  of  the  nation  ? 

"  According  as  a  Bank  issues  its  Notes,  and  the  public  consent  to 
receive  them  on  the  same  footing  as  metallic  Money,  the  number  of 
monetary  units  increases 

"  We  must  not,  however,  think  that  the  Value  withdrawn  ftoo 
the  sum  of  Money,  and  added  to  the  sum  of  Capital  merchandise, 
e<|uals  the  sum  of  Notes  issued.  These  only  represent  Money  when 
they  can  always  be  paid  on  demand :  and  for  that  the  bank  is 
obliged  to  keep  in  its  coffers,  and,  consequently,  to  withdraw  fipoa 


Credit  359 

ion,  a  cenain  sum  of  Money.  If,  suppose,  it  issues  100 
»  of  Notes,  it  will  withdraw,  perhaps,  40  millions  in  specie, 
it  will  put  in  reser\*e  to  meet  the  payments  which  may  be 
ictl  of  it  Therefore,  if  it  adds  to  the  (]uantity  of  Money 
jUtion  100  millions,  and,  if  it  withdraws  40  millions  from 
ion,  it  is  as  if  it  added  only  60. 

now  wish  to  learn  what  class  of  Society  enjoys  the  use  ot 
ew  Capital.** 

kiocs  on  to  ex|>lain  how  this  New  Capital  is  employed,  and 
a;»s  !hc  profit  on  it. 
wc  have  shown  our  readers  by  the  most  unimpeachable 
c.  that  is  l)y  extracts  from  himself,  that  Say  maintains  that 
t  \s  Capital :  and  yet  |)erhaps  they  will  be  surprised  to  hear 
i>  IS  the  writer  who  originated  the  sneer  that  those  who  tay 
rctii!  may  l>e  used  as  Capital  maintain  that  the  same  thing 
•  irj  tHo  places  at  once  ! 

ii'UAim  //Y«i/  thoi€  who  say  that  Credit  is  Capital  affirm  thai 

!*i(  Same  Thing  may  b€  in  Two  Places  at  cna. 

\iv  ^:.all  now  place  Inrfore  our  readers  the  passages  in  which 
i-:.:a;Ms  that  those  who  say  that  Credit  may  be  used  as  Capital 
..  ;  'i/zk-  Mcaded  dolts  as  to  affirm  that  the  same  thing  may  be 
:  .ai  t*  at  on*  e. 
-,.-. ^     /V.f///-,  lKM»k  ii.  ch.  S)— •*  It  is  sometimes  thought  that 

!.  .::i)>;it^   ('apiial.     This  error,  which   is  found  frequently 

i!    iM    J   ( rowii   of    works,    of    which    M^ne   are   written 

'.  \    on    roliin  al    K«  onomy  [Say's  own  work,   for  example] 

'  -    ar.    al  solute    if:nuran<c    of   the  nature  and    functions  of 

S        >a>.  then,  himself  has  >hown  this  ii^norance].     A  Capital 

.*  .1  very  rial  Value  fixed  in  a  matter:  [S.iy  has  himself  given 

'  \a:n{iics  of  Capital  whu  h  are  not  fixed  in  a  matter]  l>ecaufle 
c-r;i.  pr<Miii<ts  are  not  sus<'eptil>lc  of  accumulation:  [Say 
:  :.x\  jjiven  several  examples  to  the  contrary  ]  and  a  material 
f  y.tnmf  t€  tn  fu\*  ["Lues  at  omr,  an  J  senr  two  persons  at  the 
m,  [  Who  Ndid  It  lould  ?]  The  construe  tions  the  machmes, 
«%;%tons.  the  tncTi  handise,  which  compnse  my  Capital  may  Inr 
h4j..:.t  o(  tlie  Values  1  have  bonowed:  in  this  case  1  carry  on 
i  .stry  «ith  a  Capiul  wii<  ^  ««e  (!)•  and 

I  h:re  <    ; :  but  cenainly 
ird  by  another.     He  wb' 
lif  wurkuig  It  clflcwb^ 
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same  confidence  as  I :  but  this  Credit,  this  confidence  merited,  dofll 
not  multiply  the  sum  of  disposable  Capitals :  it  only  cunes  kJ 
Capital  to  be  kept  without  use."  I 

He  also  says  (Cours^  pt  L  ch.  9) — "The  manQfiu:turer  wbobqil 
on  Credit  raw  materials,  borrows  firom  the  seller  the  value  of  thai 
merchandise  for  the  time  of  the  Credit  which  he  gives  him :  andtkal 
Value  which  he  lends  him  is  furnished  in  meidmndise,  iduch  wA 
material  values  (! !)  I 

"Hence,  if  one  can  only  borrow  and  lend  Capital  io  matdu 
objects,  what  becomes  of  the  maxim  that  Credit  multiplies  CftfitW 
My  Credit  can  cause  me  to  dispose  of  a  material  value  wfaidiaj 
capitalist  has  placed  in  reserve :  but  if  he  lends  it  to  me,  he 
deprived  of  it :  he  cannot  lend  it  to  another  person  at  the 
time :  the  manufacturer  who  uses  this  value,  who  consumes  i^ttl 
accomplish  a  productive  operation,  prevents  another  maDiifiirfg| 
employing  it  as  his  own."  I 

The  reader  has  only  to  compare  these  extracts  drawn  60m  Siyl 
himself  to  be  amazed  at  their  contradictions.  I 

In  the  first  set  Say  himself  admits  that  Instruments  of  Credit  lie  I 
Wealth :  and  he  admits  that  if  a  Bank  can  maintain  in  circulatiocti 
greater  amount  of  Notes  than  it  keeps  gold  in  reserve,  it  augmeoB  I 
by  so  much  the  Capital  of  the  country. 

In  the  second  set  he  considers  the  Credit  to  be  the  Matcrill 
goods  lent :  and  then  he  asks  with  a  triumphant  sneer,  how  gib 
the  same  material  goods  be  in  two  places  at  once ! !  | 

We  need  not  say  a  word  more. 

On  the  Self-Contradiction  of  Mill  on  Credit 

4,  I.  Turgot  was  the  writer  who,  as  we  have  shown  above, 
started  the  erroneous  notion  that  Credit  is  the  Transfer  of  som^ 
thing. 

J.  B.  Say  further  extended  the  error  by  supposing  that  Credit  is 
the  Goods  which  are  "  lent " :  and  then  he  ridiculed  the  doctrine 
that  "Credit  is  Capital"  by  sneeringly  remarking  that  the  same 
thing  cannot  be  in  two  places  at  once ! 

These  two  sentences  have  been  repeated  by  a  multitude  of 
unthinking  writers  in  France  and  England  from  that  day  to  this. 

The  number  of  writers  who  have  reiterated  these  absurdities  is  so 
great  that  we  have  no  room  to  notice  them :  especially  as  we  have 
shown  the  misconceptions  and  self-contradictions  of  Turgot  and  Say, 
who  originated  these  errors. 
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J.  S.  Mill,  as  is  well  known,  has  repeated  this  silly  sneer,  and 
^e  have  now  to  examine  whether  Mill  is  any  more  consistent 
■^ith  himself  than  Say 

Mill  admits  that  Personal  Credit  is  Wealth. 

2.  We  have  first  to  show  that  Mill  admits  that  Personal  Credit 
is  Wealth. 

In  accordance  with  the  unanimous  doctrine  of  ancient  writers 
for  850  years,  Mill  says  {Preliminary  Remarksy  p.  4) — 

"  Everything,  therefore,  forms  part  of  Wealth  which  has 
Purchasing  Power." 

Then  he  says  (book  iii.  ch.  1 1,  §  3) — 

"For  Credit,  though  it  is  not  'Productive'  Power,  is 
Purchasing  Power.  .  .  . 

"The  Credit  which  we  are  now  called  upon  to  consider  as  a 
Purchasing  Power." 

Again  (book  iii.  ch.  1 2,  §  2) — 

"  TJie  amount  of  Purchasing  Power  which  a  person  can  exercise 
is  con^posed  of  all  the  Money  in  his  possession  and  due  to  him 
[/>.,  of  all  the  Bank  Notes,  Bank  Credits,  Bills  of  Exchange,  &c, 
belonging  to  him] :  and  of  all  his  Credit." 

So  (book  iii.  ch.  12,  §  3) — "The  inclination  of  the  mercantile 
public  to  increase  their  demand  for  commodities  by  making  use  of 
all  or  much  of  their  Credit  as  Purchasing  Power." 

And  (book  iii.  ch.  11) — "Credit  in  short  has  exactly  the  same 

Purchasing  Power  as  Money." 

Now  if  Mill  gives  as  a  definition — 

"  Ever3rthing  which  has  Purchasing  Power  is  Wealth." 

And  if  he  says  that — 

"  Personal  Credit  is  Purchasing  Power." 

Then  the  necessary  inference  is  that — 

"  Personal  Credit  is  Wealth." 
That  is  a  Syllogism  from  which  there  is  no  escape. 

Mill  admits  that  Credit  is  an  Independent  and  Transferable 

Quantity. 

3.  The  heading  of  one  of  MilFs  chapters  (book  iii.  ch.  n,  §  3)  is 
— "Of  Credit  as  a  Substitute  for  Money.*'  Now  if  one  quantity 
can  be  a  substitute  for  another,  it  must  be  of  the  same  general 
nature.     If  a  person  wants  wine  and  cannot  get  it,  he  may  put  up 
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with  small  beer  as  a  substitute :  but  a  pair  of  shoes  could  never  be  I: 
a  substitute  for  a  glass  of  champagne.  I- 

Now  if  Credit  can  be  a  substitute  for  Money,  Credit  must  be  of  I 
the  same  general  nature  as  Money.  But  Money  is  an  Independot  I: 
Exchangeable  Quantity :  therefore  Credit  must  also  be  an  Indep»  I: 
dent  Exchangeable  Quantity.  I 

Accordingly  Mill  speaks  of  (book  iiL  ch.  12,  §  5) — "CreA  I 
Transferable  from  hand  to  hand.''  I 

He  also  says  (book  iiL  ch.  12,  §  i) — "But  we  have  now  found  I 
that  there  are  other  things,  such  as  Bank  Notes,  Bilb  of  EzchiDge^  I 
and  Cheques  [which  Mill  admits  are  Credit]  which  circulate  is  I 
Money  :  and  perform  all  the  functions  of  it."  I 

Hence  we  see  that  Mill  admits  that  Personal  Credit  is  in  I 
Independent  Quantity:  and  circulates  exactly  like  Money:  and  I 
produces  all  the  effects  of  Money.  I 

Mil/  admits  that  Rights  are  Wealth.  I 

4.  Having  shown  that  Mill  admits  that  Personal  Credit  is  I 
Wealth :  we  have  now  to  show  that  he  admits  that  Rig^htS  arc  | 
Wealth. 

He  says  (book  iii.  ch.  12,  §  3) — "An  Order  or  Note  of  hand  or 
Bill  of  Exchange  [which  are  Credit]  payable  at  sight  for  an  ounce  of 
gold,  while  the  Credit  of  the  giver  is  unimpaired,  is  worth  neither 
more  nor  less  than  the  gold  itself." 

That  is  as  the  Italian  proverb  says — "Che  oro  vale,  oro  ^''— 
"  That  which  is  of  the  Va/ue  of  Gold,  is  Goldr 

That  is,  Mill  admits  that  an  abstract  Right,  whether  recorded  on 
paper  or  not,  which  is  sure  of  being  paid  in  gold,  is  of  exactly  ibc 
same  Value  as  gold :  which  is  self-evident,  because  the  Gold  is  ihc 
Value  of  the  Promise. 

These  rights  include  Banking  Credits,  Bank  Notes,  Cheques, 
Bills  of  Exchange ;  Exchequer  Bills ;  Nav7  Bills ;  Dividend 
Warrants :  Book  Debts  of  traders ;  and  private  and  personal 
Debts. 

Now,  these  Rights  are  all  included  under  the  Title  of  Credit 
Hence  Mill  admits  that  Credit  in  all  its  forms,  which  is  sure  of 
being  paid  in  gold,  is  of  exactly  the  same  Value  as  Gold ;  and 
therefore,  is  Wealth  equally  with  Gold. 

All  these  Rights,  or  Credit,  are  payable  in  a  definite  sum  in 
Gold ;  and,  therefore,  they  have  a  fixed  Value  in  Gold. 

Mill    also    (book   iii.    ch.    12,   §    5)   speaks    of    Credit   in  the 
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I  of  ikoik  Notes;  Cheques;  Promissory  Notes;  Bills  of 
unge,  &c 

jw  all  these  Instniroents  are  Rights  to  a  Future  Payment: 
fore  Mill  admits  that  a  Credit  is  the  Present  Right  to  a 
ure  Payment 

J////  admtis  thai  Credit  may  ^  used  as  Capital. 

\Vc  have  shown  that  Mill  admits  that  Credit  circulates  as 
cy.  and  |>erforms  ail  the  functions  of  it. 

w  one  of  the  functions  of  Money  is  to  be  used  as  Capital : 

:hirt'forc,  if   Credit  performs  ail  the  functions  of  Money, 
::  may  l>c  used  as  Capital  as  well  as  Money. 
.r:hcr   on   (book   iii.  ch.   22,  §  2)  he  is  still  more  explicit — 
c   \  al'.jc   saved   to  the  community  by  thus  dis|)ensing   with 
!*.;•   Money  is  a  clear  gain  to  those  who  provide  the  substitute. 

r.Avc  the  use  of  20,000,000  of  Circubting  Medium,  which 

< '  '"t  them  only  an  engraver's  plate.  If  they  emfhy  this 
,:  -:  :•  thfir  fortunes  as  ProductiTe  Ca///«i/ [Mill,  as  wc  have 

I':r.ics  that  Credit  is  Productive],  the  produce  of  the  country 
:rc.isc>l.  and  the  community  benefited  as  much  as  by  any  other 
ital  <•»  ctjual  amount.  .  .  .  When  Pap)er  Currency  is  supplied, 

•  .A  own  country,  by  Bankers  and  Ikinking  Com|xinies,  the 

.-•.  :n  almost  wholly  turned  into  Productive  Capital.  ...  A 

.c:  -  ;»ro:cs!>ion  l>eing  that  of  a  money  lender,  his  issue  of 
s  .^  a  s'.mple  extension  of  his  ordinary  occu|>atiun.     [Wc  shall 

:  vrcjttcr  tliat  all  thi^  is  a  gross  delusion.]  He  lends  the 
.n!   !..  farmers,   manufacturers,  or  dealers,   who  employ  it  in 

^cv'ral  businesses.  So  employed,  it  yields,  like  any  other 
ital,  wages  I  f  lalxjur,  and  profits  of  stock.  .  .  .  The  Capital 

;-.  t'ic  lon^:  nin,  becomes  entirely  wages,  and  when  replaced 
r  ^  i!'    of  the  produce,  becomes  wages  again  ;  thus  affording  a 
:!...  !  in<l  of  the  v.iluc  of  20,000,000  for  the  maintenance  of 
.ftv*   I-il)our." 

-.d  .\c  also  says  (book  iii.  ch.   11.  §  i,  noU) — "Now  an  effect 
;^  .jtter  charatler  naturally  attends  some  extensions  of  Credit, 
.-  ■>  «*.cn  taking  place  in  the  form  of  Hank  Notes,  or  ot*^^ 
.::':.*s    of    e\chani:e.      The   additional    lUnk    Notes 
.ar  ♦  y  (''.irse  fir^t  issueii  to  pHnlurers  or  dealers  to  be  Cfl 
apttal       .  and  there  is  a  real  mcreose  of  Capita^  ** 
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Mill  admits  that  Credit  may  be  used  as  Produotioe  Capital. 

6.  Now,  if  Mill  admits  that  anything  which  has  PmchasiDi 
Power  is  Wealth. 

And  if  he  says  that  Credit  is  Purchasing  Power. 

And  if  he  admits  that  Bank  Notes,  Cheques,  Bills  of  Exdump^ 
&c,  Circulate  as  Money,  and  perform  all  the  functions  of  Money. 

And  if  he  admits  that  Bank  Notes,  &c,  may  be  used  ai 
Productive  Capital 

Then  Credit  may  be  used  as  ProductiTe  Capital 

This  is  a  Sorites  from  which  there  is  no  escape. 

Mill  denies  that  Credit  is  Produotioe  Power. 

7.  And  yet  the  very  same  Mill  says  (book  iii  ch.  11,  §  3) —  • 

**  For  Credit,  though  it  is  Not  Productive  Power,  is  Purdiasng 
Power." 

"  It  is  Not  a  Productive  Power  in  itself." 

"Although,  therefore,  the  Productive  Funds  of  the  country  at 
Not  increased  by  Credit" 

And  several  other  passages  to  the  same  eflfect. 

Mill  sneers  at  those  who  say  that  Credit  is  Capital, 

8.  Having  thus  shown  that  Mill  admits  that  Credit  is  an  Indepen- 
dent Quantity — that  it  is  the  Present  Right  to  a  Future  Pa>'ment- 
that  it  is  embodied  in  the  form  of  Bank  Notes,  Cheques,  BiDs 
of  Exchange,  &c.  — that  they  are  Transferable  from  hand  to  hand- 
that  they  Circulate  like  Money,  and  perform  all  the  functions  of 
Money— and  that  they  may  be  used  as  Productive  Capital — itroif 
surprise  some  readers  who  are  not  used  to  Mill,  to  hear  that  Mill  doc 
only  denies  that  Credit  is  Capital,  but  sneers  at  the  imbecility 
of  those  who  say  that  it  may  be  so  used. 

In  the  chapter  headed — "  Of  Credit  as  a  substitute  for  Money, 
he  says  (book  iii.   ch.    11,  §  i) — "The   functions  of  Credit  have 
been  a  subject  of  as  much  misunderstanding  and  as  much  confusion 
of  ideas  as  any  single  topic  in  Political  Economy 

'*  As  a  specimen  of  the  confused  notions  entertained  respecung 
the  nature  of  Credit,  we  may  advert  to  the  exaggerated  language  so 
often  used  respecting  its  national  importance.  [By  whom  ?]  Credit 
has  a  great,  but  not,  as  so  many  people  seem  to  suppose,  a  magical 
power — [Who   said   it   has  ?]  —it   cannot   make   something  out  of 
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feoching.     [Ves,  it  cmxl\    Haw  often  is  an  extension  of  Credit  talked 

y  at  equivalent  to  a  creation  of  Capital^  or  eu  if  Credit  aetualfy  were 

Cafitalt    [Why!  who  has  laid  more  distinctly  than  Mill  himself 

l>At  Credit  may  be  used  as  Capital ;  and  that  Credit  is  Capital  ? 

Phe  vcr>'  object  of  the  preceding  extracts  is  to  show  that  Credit  may 

^c  used  as  Capital,  exactly  in  the  same  way  that  Money  is.]     It 

Mcems  strange  that  there  should  be  any  need  to  point  out  that 

[!>ediu  being  only  the  permission  to  use  the  Capital  of  another  person, 

lI^  means  of    production  cannot   be  increased  by  it,   but  only 

TrAOSferred     [Mill  admits  that  Bank  Notes,  &c.,  are  Credit;  are 

Bank  Notes,  &c.,  the  permission  to  use  the  Capital  of  another 

person? I     If  the  borrower's  means  of  production  and  employment 

ui  Ubcmr  are  increased  by  the  Credit  given  him,  the  lender's  are  as 

moch  diminished.     [Nonsense ;    in  every  operation  on  Credit  the 

lender,  i.e.  the  seller  of  the  goods,  receives  as  the  price  of  them  a 

Bill  d    Kxchange  which  he  can  either  use  for  further  purchases, 

«r  diMTuunt  with  his  banker,  and  so  get  ready  money  for  it     The 

mame  sum  cannot  be  used  as  Capital  both  by  the  owner  and  also  by 

the  person  to  whom  it  is  lent.     [Who  said  it  could  ?J     It  is  true  that 

the  Capital  which  A  has  borrowed  from  B,  and  makes  use  of  in  his 

tRuiDCfts,  still  forms  part  of  the  Wealth  of  B  [Nonsense ;  he  has  sold 

tt  to  A  and  got  a  Bill  in  exchange  for  it]  for  other  fnirposes,  he  can 

ester  mto  arrangements  in  reliance  on  it,  and  can  borrow  when 

ftctdtul  an  ciiuivalent  sum  on   the   security  of  it :    so   that  to  a 

Kper^ui  eye  it  might  seem  as  if  both  B  and  A  had  the  use  of  it  at 

oQcc     ^Only  to  the  su|)crficial  eye  of  a  logician.]     But  the  smallest 

^omideration  will  show  that  when  B  has  parted  with  his  Capital  to 

A,  '.he  use  of  the  Capital  rests  with  A  alone,  and  that  B  has  no  other 

•cnricc  trom  it  than  in  so  far  as  his  ultimate  claim  upon  it  serves  him 

to  obtain  the  use  of  another  Capital  from  a  third  person  C     All 

Ca'4tai  'not  his  own)  of  which  any  person  has  really  the  use,  is,  and 

Autt  t>e,  so  much  subtracted  from  the  Capital  of  someone  else.  .  .  . 

*'  Hut  though  Credit  is  but  a  Transfer  of  Capital  from  hand  to 

.\xKi  several  other  passages  to  the  same  effect. 

Confusion  of  Mill  on  Credit 

9    The   reader  cannot  fail  to  see  the  ast 
ifiii's  idca«  on  Credit  in  the  preceding  extrac 

In  the  fini  set  he  $ays  that  Credit  is 
taytnent—that  it  is  an  /nJefendemi 
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sold,  and  transferred  from  hand  to  hand  like  Money — and  may  be 
used  as  Capital  like  Money. 

In  the  second  set  he  makes  Credit  to  be  the  Transfer  of  Ci^: 
or  an  Operation. 

That  is,  Mill  cannot  perceive  the  difference  between  an  Indepen- 
dent Quantity  and  an  Operation  1 1 

Now  we  ask — Is  a  Bank  Note  the  Transfer  of  a  commodity?  Is 
a  Guinea  the  Sale  of  a  book  ?  Is  a  Table  the  Transfer  of  a  dnir? 
Is  a  piece  of  Independent  Property  of  any  sort  the  Transfer  of 
an3rthing  else?     Is  an  Independent  Quantity  of  any  sort  an 

Operation  ? 

Mill  says  that  Credit  is  the  Transfer  of  Capital :  and  then  he 
speaks  of  Credit  Transferable  from  hand  to  hand  ! 

Now,  how  is  it  possible  to  Transfer  the  Transfer  of  Capital?  To 
Transfer  Capital  is  an  Operation :  also  when  Credit  is  transfencd 
from  hand  to  hand  it  is  an  Operation.     But  how  is  it  possible  to 

Operate  upon  an  Operation  ? 

Mill  informs  us  that  Credit  cannot  make  something  out  of 
Nothing.  Who  said  it  could?  Can  a  guinea  make  something  out 
of  Nothing? 

It  is  not  Credit  which  makes  something  out  of  nothing — but  the 
Credit  itself— the  Right  of  Action — the  Present  Right  to  the  future 
payment — which  Mill  admits  to  be  of  the  Value  of  the  Gold 
promised — which  is  created  out  of  nothing  by  the  mutual  consent 
of  the  parties  to  the  contract — which  Right  by  the  reiterated 
admission  of  Say  and  Mill  is  capable  of  circulating  like  Money, 
and  performing  all  the  functions  of  Money :  and,  therefore,  it  may 
be  used  as  Capital  exactly  like  Money. 

Money  is  used  as  Capital  by  being  exchanged  away  for  other 
things,  goods,  or  labour ;  or  by  circulating  other  things  :  and  Credit 
may  be  used  to  circulate  goods,  or  labour,  precisely  in  the  same 
way. 

Moreover,  we  see  how  completely  Mill  is  in  error  when  he  says 
that  Credit  is  never  anything  else  than  the  transfer  of  Capital 
Credit  is  used  to  an  enormous  extent  to  purchase  Labour:  just 
as  Money  is :  and  Credit  is  also  used  to  an  enormous  extent  to 
purchase  other  Credits  :  as  will  be  shown  more  fully  when  we  come 
to  exhibit  the  mechanism  of  Banking. 

After  this  exposition  our  readers  will  perhaps  think  that  Mill  is 
not  exactly  the  person  to  sneer  at  others  for  their  confiised 
notions  about  Credit ;  though  his  own  work  is  a  striking  example  of 
Xht  misunderstanding  and  confusion  which  he  says  prevail  upon  die 
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ct.  And  many  may  perhaps  wonder  at  a  logician  who  is 
c  to  |>erceive  the  difference  between  an  Independent 
Btity  and  an  Operation. 

cr  this  melancholy  exposure  of  Mill — and  this  brick  is  in 
\'  a  s|)ecimcn  of  the  whole  house — who  is,  or  was  till  lately,  the 
u  Pope  of  the  British  people,  a  good  many  persons  will  think 
there  is  considerable  truth  in  Carlyle't  caustic  remark  that 
kscd  writers  on  logic  are  the  most  illogical  of  writers. 

ntrast  hthvttn  the  Idola,  or  False  Conoepti,  of  Credit 
iimi  Debt,  and  the  True  Ones. 

Ihcrr  IS  no  method  so  effective  for  exterminating  False  Concepts, 
}/a,  of  things  as  to  bring  them  into  sharp  and  close  contrast 
he  true  ones.  We  shall,  therefore,  place  in  array  for  summary 
!ion  after  the  manner  of  the  Chinese,  the  False  Notions,  or 

•  •f  I)cl)t  and  Oedit,  which  have  so  l>ewildered  and  misled 
•rnied  mriters. 

r  rcaiicr  must  therefore  observe  that — 
\  >eS:  IS  Mot  Money  owed  by  the  Debtor. 

»cl't  IS  Mut  A  subtraction  from  the  Property  of  the  Debtor. 

>cl»t  IS  Mot  M«»ney  in  the  |)ossession  of  the  Debtor,  to  which 
rt»ijt«»r  ha"  a  right. 

Ki.t  i<i  ir-c  Abstract  Personal  Duty  of  the  Debtor  to  Fay  or 

rra  tJiin^ 

rt.I:!  In  Not  the  thing  lent. 

rr\!.!  :s  Not  the  Transfer  of  anything. 

-.'i.t  :•*  Not  a  Title  to  any  s|>ccific  Money  or  (loods. 

>';'jl.ir  lan^ua;:**,  Oedit  is  the  personal  reputation  which  a 
r.   i.v.  ii\^,  in  n)nse«iuencc  of  whirh  he  can  buy  Money,  or 
>.  or  I^Uiur,  by  giving  in  exchange  for  them  a  Promise  to  pay 
.:-re  tune. 
:  "A    ('ritht  *  in    I^w,  Commerce,  and    Kcon<mucs,  is   the 

of   Arii«»n  which  one   Person,  the  Creditor,  has  to  compel 
CT  Perv»n.  the  Debtor,  to  Pay  or  Do  something. 
d  this  Right  of  .-\ition  is  termed  )>erfectly  indifferently  both  in 
md  <  on.fiion  usa^e,  a  Credit  or  .1  Debt. 

1  t.'ic  wori!    Debt   is   iis<.il   |K-rferily  indifferent   to   mean  the 
!(>r  *  Ki^ht  of  .\<  tion.  and  the  Debtor's  Duly  to  Pay. 
d  the  (  reditor  <.in  sell  this   Right  of  .\(  tion  to  any  one  he 
-v     And  It  has  Value  because  it  will  l>e  paid,  or  exchange*!, 
r  tnir.g  }«roniucd| ' 
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It  is,  therefore.  Merchandise,  or  a  vendible  Commodity:  ndit 
has  Value  for  exactly  the  same  reason  that  anything  else  has  Vabt 

And  because  these  Credits,  Debts,  or  Rights  of  Action,  cm  be 
bought  and  sold  or  exchanged  like  any  material  chatfelsi  and  ■ 
fact  they  form  the  most  colossal  branch  of  commerce  at  the  pRMt 
day :  they  are  termed  Pecunia^  Bona^  Res^  Merx^  in  Roman  Lar: 
XpvjfMTa,   TTpdyfjMTa,   oficos,   dyaOd^   owrta^   ovoria   cS^v^   in  Gnck 

Law:    Goods,   Chattels,  Commodities,   Merchandise,  Incoqnni 
Wealth,  in  English  Law :  and  Wealth  and  Capital  in  Economici 

Sir  Charles  Lyell  says  that  when  a  strange  proposition  is  pobGAd 
to  the  world,  it  screams  out  that  it  is  fiedse:  then  that  those  ito 
maintain  it  are  Atheists :  and  then,  lastly,  that  every  one  knar  i 
already. 

When  nearly  forty  years  ago,  we  said  in  a  former  work  that  CrA 
is  Capital,  which  doctrine  we  first  learned  firom  Adam  Smith,  ant 
to  which,  from  our  knowledge  of  the  Banking  system  ci  Scodori^ 
we  gave  a  most  hearty  assent,  there  was  a  shout  of  scom  ni 
derision  from  many  writers  in  England  and  France:  Whitd|r 
thought  it  necessary  to  enter  into  a  long  argument  to  prove  to  the  ] 
Dons  at  Oxford,  that  an  Economist  is  not  necessarily  an  Atheist:  ! 
and  now  we  have  clearly  shown  that  every  one  knew  already  dtft 
Credit  may  be  used  as  Capital. 


CURRENCY  PRINCIPLE. 

We  must  now  explain  the  meaning  of  this  term,  which  htf 
acquired  much  importance,  because  it  has  been  asserted  by  inlo- 
ential  writers  that  it  is  the  only  true  principle  of  issuing  Bank-notes; 
and  the  Bank  Act  of  1844  professes  to  be  founded  on  it 

The  express  function  of  a  Bank  being  to  issue  Credit,  it  has  been 
maintained  by  certain  influential  persons  that  a  Bank  should  oolf 
be  permitted  to  issue  as  much  Credit  as  the  specie  paid  in,  and  no 
more ;  and  that  its  sole  function  should  be  to  exchange  Credit  Cor 
Money  and  Money  for  Credit,  and  thus  the  quantity  of  Credit 
in  circulation  would  always  be  exactly  equal  to  the  Monej 
displaced. 

This  is  the  doctrine  distinctively  known  by  the  name  of  the 
"Currency  Principle."  It  is  the  doctrine  which  the  suHWiteti 
of  the  Bank  Act  of  1844  asserted  to  be  the  only  true  onc^  ^ 
which  that  Bank  Act  was  especially  designed  to  carry  out 

This  doctrine  is  supposed  to  be  of  modem  origin,  and  the  bu^ 
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Mnent  in  the  Theory  of  Hanking.  But  this  is  far  from  being 
case  ;  it  wis  first  formulated  in  China  in  r309. 
fbat  country  had  been  plagued  for  500  years  with  the  excessive 
cs  of  inconvertible  paper  by  the  Banks,  which  gave  rise  to 
Dense  public  confusion  and  distress.  In  1309  the  author  of  a 
\  named  Tuuhmin,  recounting  the  disasters  caused  to  China  by 
\  paper  money,  recalls  the  excellent  effects  which  a  former  proper 
KT  issue  produced.  "  Then,"  sajrs  he,  "  it  was  ordered  that  the 
ces  of  the  rich  merchants  who  managed  the  enterprise,  when  the 
let  were  paid  in  the  Money  came  out,  and  when  the  Hills  came 
[  the  Money  went  in.  The  Money  was  the  mother,  the  Note  was 
loQ :  the  son  and  the  mother  were  reciprocally  exchanged  for 
h  other.*' 

Several  lianks  have  been  constructed  on  this  principle,  such  as 
>ie  of  Venice,  Amsterdam,  Hamburg,  Nuremberg,  and  others. 
These  places,  small  in  themselves,  were  the  centres  of  a  great 
tign  commerce ;  and,  as  a  necessary  consequence,  large  quantitiet 
foreign  coin  of  all  sorts  of  different  countries  and  denominations 
Tt  bniught  by  the  foreigners  who  resorted  to  them.  These  coins 
ve,  moreover,  greatly  clipped,  worn,  degraded,  and  diminished 
le  degraded  sute  of  the  current  coin  produced  intolerable  incon- 
n:encc,  disorder,  and  confusion  among  merchants,  who,  when 
rr  ;aid.  or  received  payment  of,  their  bills,  had  to  offer  or  receive 
bkijfu!  of  all  sorts  of  different  coins.  The  settlement  of  these 
.1.  therefore,  involved  perpetual  disputes— which  roin^  were  to  be 
avcti  and  which  not,  and  hom*  much  each  m*as  to  count  for. 
In  order  to  remedy  this  intolerable  inconvenience,  it  l>ecame 
csury  to  institute  some  fixed  and  uniform  standard  of  payment, 
as  to  insure  regularity  of  payments  and  a  just  discharge  of 
y%. 

To  effect  this  pur|>ose,  the  magistrates  of  these  cities  instituted  a 
ok  of  I  >c]M^it,  into  which  every  merchant  paid  his  coins  of  all 
ts  ami  countries.  They  were  weighed,  and  the  Hank  gave  him 
edit  in  Its  lK>oks  for  the  exact  bullion  value  of  the  coins  paid  in. 
c  owner  of  the  Credit  was  entitled  to  have  it  (laid  full  w-eightcd 
s  on  demand. 

Fhcsr  i  'retiits  therefore  insured  a  uniform  standard  of  payment, 
1  were  called  liank  Money  Afrnrfa  Ji  /Ajffu>~and  it  was  enactetl 
t  all  bills  on  these  cities,  al>ove  a  certain  small  amount,  should  \k 
d  m  Hank  .Money  only. 

As  this   Hank  .Money  was  always  exchangeable  for  coin  * 
i^^:    on    denund,    it    was    always    at   a    premium, 

2   B 
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compared  with  the  clipped,  woni,  and  dq;raded  coin  in  dicubtkn. 
The  difference  was  usually  from  5  to  9  per  cent  in  the  differett 
cities.  The  term  agio  is  misleading,  because  it  is  evident  that  it  m. 
the  Moneia  di  Banco  which  was  the  real  legal  standard,  and  the 
current  coin  was  at  a  discount. 

These  Banks  professed  to  keep  all  the  Coin  and  Bullion  depoattt 
with  them  in  their  vaults.  They  made  no  use  of  it  in  the  wqr  tf 
business,  as  by  discounting  bills.  Thus  the  Credit  created  M 
exactly  equal  to  the  specie  deposited,  and  their  sole  purpose  was  tt 
exchange  Credit  for  Money  and  Money  for  Credit 

These  Banks  were  examples  of  the  Currency  Principle.  Tb?; 
were  of  no  use  to  commerce  further  than  to  insure  a  unifni 
standard  for  the  payment  of  debts.  They  made  no  profits  by  tfade 
business ;  imd  no  bank  constructed  on  the  Curretuy  Prind^  mn,  ^ 
anyfossibilify^  make  profits.  The  merchants  who  kept  their  aocooob| 
with  the  Bank  paid  certain  fees  to  defray  the  expenses  of  tkj 
establishment 

These  Banks  were  Banks  of  Deposit,  because  the  Money  aod 
Bullion  placed  with  them  were  merely  placed  with  them  for  uk 
custody  and  keeping.  But  they  were  not  Banks  in  the  true  moden 
sense  of  the  word,  because  the  money  deposited  with  them  did  not 
become  their  absolute  property,  to  deal  with  as  they  pleased.  Tbcf 
were  simply  trustees  of  the  money,  and  they  had  no  right  whateier 
to  use  it  for  their  own  profit  However,  they  were  Banks  in  i 
certain  sense  of  the  word,  because  the  word  Banco  means  a  storey  or 
heap,  and  they  were  stores  of  money.  In  modem  language  they 
would  be  called  Treasuries.  They  were  not  the  Bankers  bat  the 
Treasurers  of  the  merchants,  and  they  were  obliged  to  take  a  solena 
oath  that  they  would  keep  in  their  vaults  all  the  Coin  and  BullioB 
deposited  with  them.  Nevertheless,  both  at  Venice  and  Amsterdm 
the  magistrates  violated  their  trusts  and  their  solemn  oaths,  and 
advanced  large  sums  to  the  Government,  which  ultimately  led  to 
their  ruin. 


(see  also  Credit). 

On  the  Three  Ambiguities  in  the  Theory  of  Credit,  or  Mt  J 

We  have  now  to  notice  three  perplexities,  or  Ar 
the  Theory  of  Credit,   or  Debt,  which  have  bee 
an  1  immense  amount  of  confusion  and  misconcep 
reader  n^ust  carefully  observe. 


■at  Ambiguity.— vJ  Debt  is  *'/  /*■  Money  >mtd  At-  /*■ 
or.  f-ut  ihr  Abstract  Personal  Duty  /<>/viv  tht  Money. 
l\'c  have  now  to  explain  the  meaning  of  ihe  word  Debt, 
which  ihiTC  is  great  misconception.  It  is  one  of  Ihe 
]>k-s  of  words,  which,  in  early  jurisprudence  and  classical 
.  mL-ani  a  Material  Thing,  but  has  <-omv  in  the  prognrss 
<-il]<iitun  and  jurisprudence  to  mean  solely  a  Right  and  a 

think  it  alisolutely  certain  that  in  classical  Latin  the  word 
bm  means  the  Material  thing,  whether  Money  or  any  other 
.  IS  ituu.  And  in  this  we  are  confirmed  by  the  high  authority 
■fi'«K  H.  Xettleship,  of  Oxford. 

t  ;di-a  that  the  word  l>elit  means  the  Mont-y  due  is  wry 
i.>ri  ji  the  pri-sent  day,  and  has  greatly  impeded  the  due 
h.  n«inn  of  the  nature  of  Credit. 

i:!>  lik-tary  and  maihemalica)  writers  suppuse  that  a  IM>t 
:  .Motic>  due :  or  Money  in  the  debtor's  i>oSM.-SSion  to  whi<-h 
>nlit<.ir  la"  a  KighL 

.:»  ter>    oninion  error,  of  which  we  shall  hereafter  produt-e 
i!  (-\ani|i1et>.  i-.  eipresNly  provided  for  in  the  Digest. 
;-  Njiii '     "Olilicationum  subslanib  non  in  co  oonsistii   ut 
<•'.  Corpus  motrum  facial :  sed  ut  Alium  nolm  ad^lringit  ad 
jum  jh'iuoil.  vel  Faciendum,  vel  Prestandum.' 
■":,   iiiii.i  fj  ONigaliom  Jots  Ht't  iomist  i»  this,  thitt  it  makfs 

'-.-.r:.     Goods   -ur  pr^ptrty:  but  that  it  binds    Somt    PCFSOO 

ay  J.I   i-'mrihiH)^:  or  to  Do  Si>mft/iiHs    -r  to  Guarantee 

:h:.r  well  ■jysJ— 

he  Ki(:lil  whi<  h  the  Obligation  ^ives  the  CrL-ditor  of  pri> 
f,  \>,  '<!>!aiii  jiaynunt  of  the  thing  whirh  (he  Debtor  is  obliged 
.■  i.mi.  I-  nut  a  kij;ht  in  the  Thing  iim.1J  (Jus  in  rr)  it 
>  J  ki,;hi  against  the  Person  of  the  Debtor  for  the  pur[K)M- 
:i.i^il;»,;  him  to  give  it  iyui  <iJ  ntn  ,t,,iuiritiJam\  Thi-  thing 
,  '.he  Ik-litof  iN  uhligitl  to  (live  <  ontinue--  to  iK-lon^:  to 
and  the  Creditor  rannot  UTomt-  proprivtur  of  it  e\ie[>I 
C  ddtVeT),    leal   ur   f],.tili<jiis    ulii<  h   i-   iii.nlr   to   him    b>    ihe 
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Right  against  the  Person  of  the  Debtor  who  has  contracted  the 
Obligation. 

"  Hence  it  follows,  that  if  my  Debtor  who  has  contracted  die 
Obligation  to  give  a  thing  to  me,  transfers  it  upon  a  particalir 
title  to  a  third  person,  whether  by  sale  or  donation,  I  cannot 
demand  it  from  the  party  who  has  so  acquired  it,  but  only  6qb 
my  Debtor.  The  reason  is,  as  the  Obligation  does  not,  accordiif 
to  our  principle,  give  the  Creditor  any  Right  in  the  thing  wlock 
is  due  to  me,  which  I  can  pursue  against  the  person  in  whose  hands 
it  may  be  found." 

This  doctrine  is  most  true  and  most  important.  Suppose  i 
Creditor  comes  to  his  Debtor  and  demands  payment  of  bis  Debt: 
and  the  Debtor  has  the  very  Money  wherewith  to  pay  his  Debt 
in  his  hand :  he  may  still,  nevertheless,  give  it  away,  or  spend  it 
under  the  ver>*  eyes  of  his  Creditor :  and  the  Creditor  has  no  kpl 
right  to  prevent  him. 

So  Gide  says  ^ — "  A  Debt  is  not  the  Material  object,  the 
Money :  but  the  Juridical  object,  the  Duty  to  Pay." 

So  Williams  says  ^  — "  Every  person  who  borrows  Money  oo 
mortgage  or  not,  incurs  a  Debt  or  Personal  Oblig^ation  to  repay 
it  out  of  whatever  means  he  possesses." 

The  distinction  is  perfectly  plain,  and  of  the  greatest  importance 
in  Economics.  If  the  Creditor  has  the  Right  to  any  specific 
Money  in  the  Debtor's  possession,  that  would  be  a  diminutkn 
of  the  Debtor's  property  :  he  would  have  no  right  to  spend,  or  put 
with  it :  and  there  would  be  only  one  Economic  Quantity  in 
existence — the  Money. 

But  as  a  matter  of  fact,  the  whole  of  the  Money  remains  tbc 
Debtor's  property,  which  he  can  sell,  donate,  or  exchange  as  be 
pleases.  And  also  there  is  the  Right,  or  Property,  in  the  person  rf 
the  Creditor,  which  he  can  sell,  or  exchange,  as  he  pleases: 
which  may  be  sold,  or  exchanged,  any  number  of  times  till  5 
is  paid  off  and  extinguished.  Hence,  in  this  case  there  are  tf» 
Economic  Quantities  in  existence,  which  may  each  circulate  a 
commerce  at  the  same  time. 

To   consider    a    Debt   as   a   sum    of    money   in    the 
possession    to  which  th*^  ff  has   a   Right,   is 

the  distinction   bet  wee'  ^^^  and  a  De 

merely   holds    money  ^ity   the 

Cestui  que   trust :    it  ^tevei 


^  Dcla  Novation  ^  \^.  iv 
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has  no  right  to  use  it  for  his  own  purposes :  and,  therefore, 
there  is  only  one,  and  not  two,  Economic  Quantities  in 
existence. 

If  the  Creditor's  Right  were  the  Right  to  a  specific  sum  of 
Money  in  the  Debtor's  possession,  it  would  follow  that  a  Debtor 
could  never  be  insolvent :  because  if  he  had  no  money,  his  Creditor 
could  have  no  Right.  But,  unfortunately,  this  is  far  from  being 
the  case.  In  too  many  cases  persons  are  insolvent :  />.,  they  are 
under  the  Duty  to  pay  Money,  and  have  no  money  to  pay  it  with  ; 
but  the  Creditor's  Right  to  demand  exists  whether  the  Debtor 
has  any  money  to  pay  it  with  or  not 

If  the  Creditor's  Right  were  the  Right  to  a  specific  sum  of 
money,  it  would  follow  that  the  Quantity  of  Credit  could  never 
exceed  the  Quantity  of  Money:  but  this  is  entirely  contrary  to 
fact :  every  Jurist  knows  perfectly  well  that  Credit  is  itself  a 
Marketable  Commodity,  a  Merchandise,  and  the  amount  of  it  in 
existence  and  circulation  in  this  country  is  about  loo  times  the 
Quantity  of  Money. 

Hence  the  reader  must  carefully  observe  that  a  Debt  is  simply 
the  abstract  Personal  Duty  to  pay  money,  and  has  no  reference 
to  any  specific  sum  of  Money. 

Second  Ambiguity. — The  word  Debt  means  both  the  Credi- 
tor's Rig:ht  of  Action  and  the  Debtor's  Duty  to  Pay. 

II.  The  second  Ambiguity  is  this.  It  has  been  shown  that  the 
word  Debt  means  in  the  first  instance  the  Debtor's  Personal  Duty 
to  pay  money — and  not  the  money  which  is  due.  But  it  has  long 
been  used  both  in  Law  and  common  usage  to  mean  the  Creditor's 
Rig^ht  of  action  as  well;  and  is  thus  used  as  synonymous  with 
Credit.  And  a  Creditor's  Right  of  action  is  termed  perfectly 
indiscriminately  a  Credit  and  a  Debt. 

As  has  been  said  above,  the  word  Debitum  in  classical  Latin 
denotes  the  Material  thing,  whether  Money,  or  any  other,  which 
is  owed.  But  in  the  Pandects  the  word  Debitum  is  used  as 
synonymous  with  Oblig^atio:  the  Bond  of  Law,  or  Contract, 
between  the  Creditor  and  the  Debtor;  and  therefore  it  includes 
both  the  Creditor's  Right  to  Demand  and  the  Debtor's  Duty  to 
Pay, 

In  classical  Latin  a  Creditor's  Right  of  action  was  termed 
Nomen.  But  in  course  of  time,  while  Obligatio  always  continued 
to  mean  the  Nexus,  or  Contract,  between  the  two  parties,  the  word 
/Debitum  split  up  into  two  parts,  and  was  used  to  mean  both  the 
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Creditor's  Right  of  Action  and  the  Debtor's  Duty  to  Pay^  quite 
indiscriminately. 

In  the  twelfth  century  the  word  DMtum  was  conmKmlynaedtt 
mean  a  Right  of  Action.  In  11949  Richard  I.  issued  instracdoDsftr 
a  judicial  visitation  on  financial  matters,  in  which  it  was  ordered- 

"  Omnia  Debita  Judaeorum  inbrevientur,  terrse^  domus,  reditu 
et  possessiones." 

''Let  ail  the  Debts  (ie.  Rights  of  Action)  of  the  Jews  be  sdiMd, 
their  lands^  houses^  rents^  and  possessions^ 

"  Item  quilibet  Judaeus  jurabit  super  rotulum  quod  omnia  Dddl 
sua  et  vadia,  et  reditus,  et  omnes  res  et  possessiones  suas  inbrerin 
faciat" 

"  Also  let  every  Jew  swear  that  he  will  mahe  a  true  return  tfd 
his  Debts  (Rights  of  Action)^  pledges^  rents^  and  cdl  his  property  ad 
possessions,^* 

In  mediaeval  charters  the  word  Dcbitale  was  used  in  the  sunt 
sense.     Thus  in  one  of  1324,  it  says — 

"  In  omnibus  et  singulis  bonis  .  .  .  dominiis,  baioniis,  censbos, 
redditualibus,  DebitalibuSi  servitutibus,  homatgiis.'' 

"/«  all  and  singular  goods  .  .  .  lordships^  baronies,  revtnuti 
rents,  Debts  (Rights  of  Action),  servitudes,  homages.** 

In  another,  of  1374,  it  is  said-7 

*' Acquisivenint  reditus,  census  annuos,  et  Debitalia  in  f(£& 
.  .  .  quorum  redditorum,  censuum,  et  Debitalium.*' 

"  They  have  acquired  rents,  annual  revenues,  and  Debts  (Ri^ 
of  Action)  in  fee  ...  of  which  rents,  revenues,  and  Debts  (Rk^ 
of  Action):' 

A  Statute  of  the  City  of  Placentia,  in  1386,  clearly  shows  thai 
Debitum  and  Nomen  were  synonymous^  — 

**Nullus  homo  Plac.  emat  vel  aliqualiter  acquirat  aliquod 
Debitum  vel  Nomen  seu  revisamentum  contra  Conun. 
Placentiae." 

Thus  the  words  Debitum  and  Debitale  were  already  at  this  period 
used  to  mean  Rights  of  Action,  and  as  synonymous  with  Nomen,  in 
public  instruments ;  and  if  they  were  so  used  in  public  instruments, 
it  is  clear  that  that  must  long  have  been  their  well-understood 
meaning  in  common  usage. 

In  English  Law  the  word  Debt  has  long  been  used  to  meani 
Right  of  Action.  Thus  in  the  Statute  of  Acton  Bumell,  1 1  Edward 
I.  (1283),  commonly  called  the  Statute  of  Merchants,  it  is  said— 

"  Pur  ceo  qe  merchauntz  qi  avaunt  ces  houres  unt  preste  lur  avff 

^  ?\PX  r?\M\CO,  TitoK  rfi  CrtditOy  p>.  89. 
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[ivcr^c  gen/,  sunt  cheuz  en  poverte,  pur  ceo  qc  il  ni  aveit  pas  si 
Ail'  Icy  purvewe,  par  la  quelc  il  poeint  lur  Dettes  hastivement 
o\ehr. 

*  I^  Kct  par  luy  par  sun  conseil  ad  ordinc  e  establi,  qe  mar- 
lunt  <)i  vt-ut  cstre  seur  de  sa  DettC 

*  K  M  le  Nfctre  ne  troesse  achatur  face  par  renable  pris  Itverer 
mocMi.'^  al   Creauzur,   desqe  a  la  summe  de  la  Dette  en 

*wan<v  dc  sa  Dette." 

\\\  «hi(  h  it  apf)cars  that  at  that  time  the  word  Debt  had  already 
iutrt-d  m  Knglish  law  the  meaning  of  a  Right  of  Action :  a 
anin^  whi«  h  it  has  e\'er  since  retained,  both  in  Ijiw  and  common 

Nil  i:  IS  said  in  I^s  Termes  de  la  Ley^  first  published  in  1567 — 

*  I  K-tt  f-Nt  un  brief  que  gist  lou  ascun  summe  d'argent  est  due  au 
;ar  r«-aM>n  d'acvompt.** 

*  Debt  is  a  Writ,"  \c. 

■NI  AHhi-  says — 

'*«^>utl  IM,  Duty,  Choso-in-aclion,  ou  I>roit" 

v»  :n  thf  Art,  46  (k-<j.  III.  <i8o6),  c.  1 25,  s.  3,  it  is  enacted  that 

'  Debt,  •  T  Demand,  may  W  set  off  against  another. 

•^"  U  liiums  VI vs  — 

••  W::h:n  thf  « lass  of  Choses-innution  was  comprised  a  Right  of 

tin^  iniju.rtanrr,  namely,  that  of  suing  for  Money  due:  which 
J\\  !-»   i;!  that  is  ralletl  a  Debt." 

"Wr  h.iM  ^«  rii  that  a  Debt  wxs  anrientlv  considered  as  a  mere 
^\.\  t'»  NriHi;  an  artion  against  the  IVlitor." 

•  \S\\'  II  .1  Debt,  «»r  Demand,  is  e<iuitahle  only." 
**  Debts  -*<  >n^  tornurly  <  nnsidered  mere  Rights  Of  Action." 
"^^    .1-    ni.i\     U-    sei-n    in    any    daily    \w\m:x    the    exerutori    of 

•a'-.tl  j-rsiifiH  advertise*  for  any  persons  who  have  '*  DebtS| 
*m*.   ••r   iK-m.inds"  against  the   estate  to  give  in  a  statement 

:h«  Mi. 
t^Ti'lun  >,i\N^  — "Soils  le  premier  fKiint  de  vue  le  droit  pers*mnel 

n-rimni*    "in/  nous  Creancer  rhe/  les  Komains  Nomrn  moins 

^rTa:t  fi>.  ni  Creditum." 

Uhi*  h  Mf-ssfs.  |»ri€  hard  and  Nasnivth  translate — 

••L'ruier  the  first  |>o»it  of  \iew  a  PtTsonal  Right  is  <-alleti  hy  us  a 

ebt:  ..fiK'tip:  the  RoniaDN.  Nomen,  K^s  usually  Creditum." 

Im  wh:-  h  they  are  right.  U  rause  Crfiincf  in  Frem  h,  is  the  Right 
\«li..rj  Kiliifh  a  Cnilitor  has  against  a  iKhlor:  uhiih  is, 
*.   %«f-n,  thf  meaning  c*!   iNht  in  Knglish  I-iw. 
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So  Major-General  Deane,  the  Commissioner  of  the  CommoD-j 
wealth,  agreed  with  the  Marquis  of  Argyll  that,  if  he  would  remiii  I 
quiet  and  not  disturb  the  Government,  he   should   "enjoy  hii] 
liberty,  estate,   lands,  and   Debts,  and  whatever  duly  bdonged 
to  him."i  I 

So  John  Bunyan,  fearing  arrest,*  made  over  to   his  wife  "aD  \ 
his  goods,  chattels,  Debts,  ready  money,  plate,  rings,  househoU 
stuff,  apparel,  utensils,  brass,  pewter,  bedding,  and  all  his  other 
substance." 

It  is  so  perfectly  well  known  that  in  English  Law  the  word  Debt 
means  both  the  Creditor's  Right  of  Action  and  the  Debtoi^s  Duty  to 
pay,  that  it  is  used  in  both  senses  in  the  same  Act  of  Parliament 

Thus,  in  the  Supreme  Court  of  Judicature  Act,  36  and  37  VicL 
(1873),  c.  66,  s.  28,  §  6,  it  is  said — 

"  Any  absolute  assignment  in  writing  under  the  hand  of  the 
Assignor  of  any  Debt  or  other  l^al  Chose-in-Action.'' 

Where  the  word  Debt  means  the  Creditor's  Rig^ht  of  ActiOQ. 

But  in  the  same  section,  §  i,  it  is  said — "Whose  estate  may 
prove  to  be  insufficient  for  the  payment  in  full  of  his  Debts  and 
Liabilities.'' 

Where  the  word  Debt  means  the  Debtor's  Duty  to  Pay. 

An  administrator  is  appointed  by  the  Court  of  the  "Goods 
Chattels,  Credits  "  of  the  deceased. 

Thus  we  see  from  all  these  passages  that  Creditum  =  Nomen 
=  Debitum :  and  that  in  I^w  the  words  "  Credit "  and  "  Debt" 
are  used  synonymously  to  mean  the  Creditor's  Rig^ht  of  Action. 

It  is  exactly  the  same  in  common  usage :  a  person  makes  his  wll 
bequeathing  his  Debts,  i.e,  his  Rig^htS  of  Action. 

So  in  the  I^w  of  Scotland,  Debts  are  included  under  the  title  01 
Movable  Rights.  And  in  a  Scotch  marriage  contract  it  is  usual  for 
the  bride  to  transfer  to  her  intended  husband  "all  goods,  gear, 
Debts,  sums  of  money,  and  other  movable  estate." 

Accordingly  in  the  Digest  of  the  I^w  of  Bills  of  Exchange 
which  we  prepared  for  the  Law  Digest  Commissioners  we  began 
with  this  fundamental  definition — 

"Credit  or  Debt  in  I^al  and  Commercial  [and  Economicalj 
language,  means  a  Right  of  Action  against  a  Person  for  a  sum 
of  Money." 

We  need  not  give  any  more  examples.  The  reader  must  care- 
fully observe  that  the  word  Debt  is  used,  both  in  English  Law  and 
common  usage,  (juite  indiscriminately  to  mean  both  the  Creditor's 

'  Burton's  Hist,  of  Scotland^  \o\.  vVx.  \>.  e^^.        *  Ftoude's  BuHjwt,  p.  87. 
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of  Action  and  the  Debtor's  Duty  to  Pay :  and  it  requires 
t  vigilance  to  perceive  in  which  sense  it  is  used. 

The  word  Duty  also  originally  meant  a  Rig^ht :  thus  the  King's 
t3ut)cs  meant  his  Right  to  levy  customs.  This  meaning  appears 
■1  the  extract  from  Ashe  above  cited :  but  it  is  seldom  used  in  this 
Mcmc  now. 

The  word  Rig^t  had  also  this  double  meaning  in  English. 
Fhus  Ix>rd  Shelbume  said  in  the  House  of  Lords— '*  He  would 
:^ink  that  .\menca  had  as  good  a  Right  to  pay  taxes  as  Britain,** 
eL/.  It  was  a&  much  their  Duty  to  do  so. 

The  word  Right  is  but  seldom,  if  at  all,  now  used  in  this  sense 
■I  FlngUnd  at  the  present  day ;  but  it  is  quite  common  in  Scotland 
to  viy— "I  have  no  Rig^ht  to  do  that":  />.  it  is  not  my  Duty 
Kc  iit>  It 

The   word    \/Moc   in   Greek   has  also  this  double  meaning:    it 

::rully  nii*ant  the  actual  thing  owed,  like  Debitum  in  I^tin,  or 
I  Kity  to  |iay  it ;  but  the  Greek  jurists  used  \p^^  to  mean  the 
9li|:h:  (»f  A<  turn. 

rhu>  m:nuAthcncs  says — 
r>^>  oiWiai  aroirai'  \pi^  icart Aire  " — He  kft  all  his  Property  in 
^^:,:.in4inj^  IhHs^  i.e.  Rights  of  Action!* 

\r\  thf  IUmIico,  x/Wos  is  used  as  synonymous  with  Nomen^ 
t>- fi.f,  a  ki^ht  of  .\ction. 

Vi  i::  (•t-rn.an  the  word  Schuld  pro|>erly  means  a  I>cl)l  or 
l^^-l:t>  at  I  ordingly  SihuUner  pro|>erly  means  a  Debtor:  hut 
.\.«*:n  \.i)s  that  SthnlJ  has  also  the  double  meaning,  and  that  in 
<»cm.an  Ijtm  .\huIJner  \s  <»ften  used  to  mean  the  Creditor. 

Ir-  \  u  :i«  h  the  words  Droit  and  Defte  are  also  us*^^  in  the  double 
*r-:w  of  :hf  Ki^ht  ami  the  Duty:  but  in  the  Oitlitor's  case  it  is 
terT.'tii  the  />/■••//  or  jyefte  ActixY  \  in  the  IVbtor's  case  it  is  termed 

t.*.r   /»r   tf  or  /V//*-  rassiXY, 

l>.u*  I.iltre  says  - 

*'  DctteS  ActiTCS :  a  lies  ifu\m  it  le  droit  J\xigfr  le  pit\ement'* 

"  DetteS  Passives :  celles  */noH  est  Mi^e  Je  t^iyer,' 

Crtence       l>niit    dexi^er   lac coinplisseinent    d'une    obligation: 

•  •n  of»|>ofte  les  droits  de  creame  au  droits  reels.** 
r>j:   i",  l*ers*»rul  Rights  or  Jura  in  p<rst>nam^  are  distin^ui-hfd 
fr*.*-.  krai  Rights,  ox  Jura  in  re. 

I  •  .i*  :h*;  student  must  iarefullv  observe  llut  all  thcNe  nonls 
••k:::  4!en«itc  a  (*ontra<t,  or  Obligation,  Utween  two  |»er!Hi»s 
K- r;  x%  \j^*^,  Ikhtum,  Pehtale,  Right,  Ikbt,  l>ut\,  Prott,  Pttte, 
\ti0,J,  Aic  Used  quite  indiscriminately  with  resintt  to  Inah  \tA(Ucs ; 
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and  it  requires  constant  vigilance  to  determine  in  which  sense  tm~ 
are  used.  |^ 

The  explanation  of  this  seeming  confusion  is  this :  xp^  oohk 
from  xf>?f  it  is  fit,  or  ordained :  DMtmm  means  that  which  is  dKs':= 
Right,  from  rectum^  that  which  is  ordered :  and  if  one  person  mk 
the  Right  to  Demand,  and  another  has  the  Duty  to  Pay,  a  jm 
of  money,  it  is  equally  fit,  due,  ordained,  and  right,  that  the  on- 
person  should  receive,  as  that  the  other  should  pay;  hence  Am - 
are  equally  xp^  Debts,  Duties,  and  Rights.  I- 

On  the  Continent  it  is  usual  to  term  a  Person's  Ri^ts  is^m' 
his  Actif^  and  his  Liabilities  his  Passif,  the  words  Droit  or  Ddni' 
being  understood :  thus  in  the  accounts  of  a  bank  its  Tiihililiy 
are  termed  its  Passif^  and  its  assets,  its  AcHf,  \ 

Third  Ambiguity. — On  the  double  Meaning  of  tht  »ir*l. 
"  Lend,"  "  Loan,"  "  Borrow " ;  or  the  disHncHon  betum  *| 
Mutuum,  &1VCIOV  or  Sdv€urijui :  and  the  Commodatum,  ^r  nl 

Xprfo-dficvov,  I 

III.  The  third  Ambiguity  has  been  the  cause  of  immense  i»| 
conception  in  modem  times  on  the  subject  of  credit;  but  as « I 
have  given  a  full  exposition  of  it  under  Lend  and  Loan,  we  need  I 
not  repeat  it  here.  | 

On  the  Creation  of  Obligations. 

Personal  Credit,  or  Mercantile  Character,  is  Purchasmg  Power: 
and,  as  first  pointed  out  by  Demosthenes,   and   now  universiDf 
acknowledged,  is  Wealth.     But  Personal  Credit  does  not  enter  in» 
Economics  until  the  merchant  actually  exercises  his  Credit, 
makes  a  purchase  with  it. 

When  a  merchant  purchases  goods  "  on  Credit "  it  is  an  absdutt 
sale,  just  as  much  as  if  it  had  been  effected  with  money.  H« 
acquires  the  actual  property  in  the"  goods  as  fully  and  effectually » 
if  he  had  paid  for  them  in  money.  In  exchange  for  the  goods  be 
gives  his  l^romise  to  pay  their  price  at  a  future  time.  That  is,  be 
creates  a  Right  of  Action  against  himself.  This  Right  of  Action » 
a  Credit,  or  Creance,  or  Debt,  and  is  the  Price  of  the  goods,  and 
is  the  property  of  the  seller. 

Thus,  at  the  ver)'  instant  that  the  Property  in  the  goods  is  tm*- 
ferred  to  the  buyer,  a  Contract,  or  Obligation,  is  created  bctwt* 
the  two  parties,  which  consists  of  two  parts — 

I.  The  Right  to  Demand  payment  in  the  person  of  thesdh 
or  Creditor. 
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Ihr  Duty  to  Pay  in  the  person  of  the  buyer,  or  Debtor. 
\'^r   two   Quantities  constitute  the  Contract,   Obligation,  or 
\  «>t'  I^w  bi*tween  the  two  parties. 
ir  Obligation  consists  of  two  e(]ual  and  opposite  Quantities: 

ma\    Iw  dcnotcii    bv   this  symbol    \      *>        /  :  where  the 

I'irc)  denotes  the  Creditor's  Right  tO  Demand  payment: 
:hc  I  -  ^loo)  denotes  the  Debtor's  Duty  tO  Pay. 
^•.  :f  either  of  these  Quantities  be  destroyed,  the  other  is  also 
"*. 'd  with  it. 

■  n- ' .  as  ihrst*  two  K<|ual  and  Opposite  Q)uantities  come  into 
r:)«  •  t<v<'^her:  can  only  exist  together:  and  vanish  together: 
analogous  to  Polar  Forces. 


jT* 


Vision  ./  Opinion  amonji:  Jurists  as  to  the  Position  of  the 

Debtor  in  an  Obligation. 

U.-  ria\e  now  rome  to  the  most  subtle  and  abstruse  point  in 

■   •iii:«  s,  whirh  will  demand  the  clost^sl  attention:  because  it 

•    ^r*  a:  Serin »nian  l)oj;  in  which  multitudes  of  writers,  literary 

n:  \\\*  niati«  al,  have  Ikvii  swallowed  up,  from  a  want  of  know- 

?   the  most  elementar)-  principles  of  Mercantile   law  and 

\  •»  :s:r»eNS    and  its  ritrtifiration  and  elucidation  will  ojHrn  up  a 

•  •'  ;•.  :•••  w  liran<  h  f>f  intjuiry  of  the  greatest  novelty  an<l  interest 

.ij  <  M. ligation  has  lK.*en  ereated  Ix-twtvn  two  parties  by  the 

•  \|  ■!».  >   or  CumkIs  **<»n  Credit/'  the  case  t»f  the  (Creditor  is 
'•  •  \-  '*\M\^v  for  the  Money  or  (iix»ds  he  has  re«"eived  a  Right 

■\\ai\\  ;s  I.  rmed  a   Credit  or  a   Debt     whiih   is  his 
'•"\      a'lil  Hhi«h   hr  ran  sell,   or  tiisj)ONe  ot,  in  any  way  he 
f-    f.r  i*\\\vx  (hmmIs,  or  for  Mone\. 
.:  a  »!ri'!);:  diMsion  ot  opinion  exists  am<*ng  Jurists  as  to  the 

■\  •■!  \\\v  Dehior  m  the  OMi^ation. 
.•    •.  .1  n-.f  r«  \\.i'\\  has  Nnu*;ht  ^cxhIs  "on  C'n  dit.*"  ami  has  given  a 

a:  \\\uv  monilis  for  tht m    A  hf  in  Debt  <i/  fht  Present 

ie> 

■r:.  .M    |iiri-.!<  and   lait:h*»ii    lurists   hi»l<l  ditTt  n  nt  d<M  tnnes  on 

J-  :n! 

K*  •"  a".  oMi^.it!«in  w.is  contr.ntid  the  Konian    I'ln-^l  vntl  Jits 

»heri  It  l»c «  ame  (lANaSlt   iht\  sanl  Jif\  riri:f 
Cr^if  re*  diem  «fjp>iA***t  incipere  del>eri  )iei  inv.am     \  nuri-  diem 
fx  at  « um  diea  '  oeli  pun&it. 
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"  *  Cedit  dies  *  means  the  day  on  which  money  hegins  to  be  mdm 
'  venit  dies  *  means  the  day  on  which  it  may  be  demanded*^  I 

The  Roman  Jurists  held  that  the  money  was  due  from  the  day  al 
which  the  Obligation  was  contracted;  but  that  the  Remedy «*« 
suspended  until  the  day  of  payment  came.  \ 

"  Id  ^  quod  in  diem  stipulamur,  statim  quidem  debetur :  sed  pdif 
priusquam  dies  venerit  non  potest"  I 

"  That  which  ive  agree  to  pay  on  a  future  day  is  indeed  due  dmaM 
but  it  cannot  be  sued  for  until  the  day  of  payment  has  come!*  I 

Paulus  says- — "  Praesens  obligatio  est,  in  diem  autem  dflml 
solutio."  I 

"  The  obligation  is  present^  but  the  payment  is  deferred  until  At 
fixed  day!*  I 

Ulpian  says  3 — "Ubi  in  diem  (quis  stipulatus  fuerit)  cessit  diei| 
sed  nondum  venit."  I 

"  Whenever  anyone  has  agreed  to  pay  a  sum  on  a  fixed  day,  ^  I 
obligation  has  begun  to  run^  but  the  day  of  payment  has  not  com.      I 

So  it  was  a  maxim  of  Roman  Law — "  Debitum  in  present!  sot 
vendum  in  future/*  1 

"  The  money  is  due  at  present^  but  it  is  only  to  be  paid  ^« 
future:' 

This  doctrine  throws  considerable  confusion  into  the  nature  of 
an  Obligation,  and  it  was  probably  due  to  the  fact  that  the  Jurists 
had  not  yet  completely  emancipated  themselves  from  the  idea  that 
debitum  meant  the  money  actually  due ;  and  was  only  then  beginning 
to  acquire  the  meaning  of  the  abstract  Incorporeal  Contract,  which 
it  means  now. 

But  English  Jurists  hold  quite  different  doctrine.  As  in  English 
Law  and  common  usage  the  word  Debt  (passive)  means  simply  the 
abstract  Personal  Duty  to  pay,  English  Jurists  hold  that  no  Debt  i> 
created  until  the  Duty  to  pay  comes  into  existence,  i.e.  until  the  day 
of  payment  has  come. 

It  is  a  maxim  of  English  Law  that  Credit  unexpired  may  he 
pleaded  under  the  General  Issue ;  which  means  that  if  an  action  i> 
brought  against  a  person  who  has  contracted  an  Obligation  payable 
at  a  future  time,  before  the  day  of  payment  has  come,  he  may  reply 
that  he  is  not  in  Debt  at  all. 

Thus  Pitt  Taylor  says"*  — "  In  addition  to  these  examples,  it  may 
)e  observed  that  whenever  the  defendant  can  show  that  in  fact  ^'' 

*  Instit.Just.  iii.  15,  2.  '  Digest^  45,  I,  46. 

*  Digest ^  50,  17,  213.  •*  Law  of  Evidence^  vol.  i. 
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ID^St  rccr  existed  before  action  brought,  he  may  do  so  under  the  plea 
>f"    never  indebted, 

**  Thus,  for  instance,  if  the  action  be  for  goods  sold  and  delivered, 
tie  may  defend  himself  under  the  plea  by  proving  that  they  were 
sold  on  Credit  which  was  unexpired  when  the  action  was 
commenced." 

To  understand  the  following  discussions,  the  reader  will  find  it 
'^ery  useful  to  fix  these  principles  in  his  mind — 

1 .  When  a  person  is  only  bound  to  pay  a  sum  of  money  on  a 
^^txire  day,  he  is  not  in  Debt  at  the  present  time, 

2.  That  if  a  person  has  contracted  to  pay  a  sum  of  money  at  a 
ftiture  day,  his  Creditor  has  no  Right  to  any  of  his  property,  he 

no  Jus  in  rem^  it  is  only  a  claim  against  his  Person,  or  a  Jus  in 
'sonam. 
A  few  examples  will  illustrate  these  principles. 

1.  Suppose  that  a  tenant  takes  a  house  or  an  apartment,  and 

agrees  to  pay  the  rent  quarterly.     Suppose  that  the  day  after  he  had 

entered  into  possession  the  landlord  came  and  demanded  his  rent 

^^^t  would  the  tenant  say?     He  would  say — "My  good  friend, 

Mr.  Landlord,  I  owe  you  nothing.     The  bargain  is  that  I  am  to 

lave  the  use  and  enjoyment  of  this  house  for  three  months  before 

the  rent  becomes  due  and  payable.     My  Debt,  or  Duty  to  pay,  does 

not  come  into  existence  till  then  ;  good  morning  to  you." 

2.  So  when  a  farmer  takes  a  farm  on  a  lease  of  19  years,  and 
agrees  to  pay  the  rent  half-yearly,  the  agreement  is  that  he  is  to  have 
the  use  and  enjoyment  of  the  farm  for  intervals  of  six  months, 
before  each  instalment  of  rent  becomes  due.  The  successive  rents 
are  intended  and  expected  to  be  paid  out  of  the  successive  profits 
made  out  of  the  farm.  And  it  is  obviously  absurd  to  say  that  the 
farmer  is  indebted  at  the  present  time  for  rent  which  only  becomes 
due  19  years  hence;  and  is  intended  and  expected  to  be  paid  out 
of  profits  which  will  only  come  into  existence  19  years  hence. 

3.  The  same  is  obviously  true  in  the  case  of  a  merchant  who  has 
bought  goods,  and  given  in  exchange  for  them  his  promise  to  pay 
money  for  them  three  months  hence.  He  is  not  in  Debt  at  the 
present  time.  The  agreement  is  that  he  is  to  have  the  property  in 
the  goods  for  three  months,  and  to  dispose  of  them  in  any  way  he 
pleases,  so  as  to  make  a  profit  out  of  them ;  and  it  is  expected  on 
both  sides  that  he  is  to  pay  his  bill  out  of  the  profits  realized  by  the 
goods.  No  Debt  or  Duty  to  pay  comes  into  existence  until  the  Bill 
becomes  du6  and  payable ;  and  the  amount  of  the  Bill  is  not  to  be 
subtracted  from  his  present  property. 
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4.  It  is  commonly  said  that  this  country  is  ^in  Debt''  abotfl 
;;^75o,ooo,ooo.     The  answer  is  that  this  country  is  not  "in  Debt' I 
one  penny.     For  a  person  to  be  "  in  Debt "  means  that  he  is  lisbk  I 
to  pay  a  sum  of  money  on  demand.     Does  anyone  suppose  duttbel 
Creditors  of  the  country  can  call  upon  her  to  pay  ;^750|0oo,ooo  m  | 
demand?    What  the  country  has  undertaken  to  do  is  to  pay  a] 
annuity  of  about  j;^ 7,000,000  quarterly.     And  as  soon  as  ooe] 
quarter's  annuity  is  paid  she  is  not  in  debt  until  next  quarter-di^  I 
comes  round.     It  would  be  just  as  absiupd  to  say  that  the  farmer  ii 
in  Debt  at  the  present  time  for  nineteen  years'  rent     The  sum  of 
;£75o,ooo,ooo  is  merely  the  Sum  of  the  Present  Values  of  the 
annuity.  ' 

5.  This  principle  strongly  applies  to  a  case  of  Consdenoe. 
Suppose  that  a  kind-hearted  instructor  engages  to  prepare  a  studem 
for  one  of  the  Public  Services — say  the  Indian  Civil  Service— and 
on  his  success  agrees  to  take  an  Obligation  payable  five  years  after 
date.  On  entering  the  service  the  Candidate  is  asked  if  he  is  in 
Debt.  He  most  properly  and  conscientiously  replies  that  he  is 
"not  in  Debt'';  because  he  has  no  sum  of  money  which  is  payable 
by  him  on  demand.  He  is  only  bound  to  pay  at  the  end  of 
five  years ;  and  it  is  quite  understood  on  both  sides  that  his 
Obligation  to  his  instructor  is  to  be  redeemed  out  of  his  annual 
salary. 

This  case  is  an  example  of  Novation,  which  will  be  more  fully 
described  in  a  future  section.  When  the  Candidate  has  won  his 
appointment  in  the  Indian  Civil  Service,  he  is  no  doubt  in  Debt  to 
his  instructors.  But  if  the  instructor  agrees  to  take  an  Obligation 
payable  five  years  after  date,  that  Obligation  pays,  extinguishes,  and 
discharges  the  Debt  payable  on  demand;  and  no  new  Debt  arises 
until  the  Obligation  becomes  due.  The  Release  of  the  Debt 
payable  on  demand  is  the  Consideration  for  the  Obligation  papble 
five  years  after  date. 

The  importance  of  the  consideration  consists  in  this.  It  is 
commonly  supposed  that  when  a  person  has  to  make  a  payment 
at  a  future  time,  the  sum  due  is  to  be  subtracted  from  his  pnmt 
prop)erty,  and  is  a  diminution  of  it.  It  is  usual  to  denote  Debts 
by  the  Negative  Sign  -  ;  and  according  to  this  view  if  a  person 
possessed  ;£^ioo,  and  was  bound  to  pay  J[^y>  three  months  hence, 
and  therefore  his  property  would  be  represented  by  ;£'ioo-;i3o: 
it  would  mean  that  his  property  was  only  ;^  70.  On  a  larger  scale 
it  would  mean  that  all  the  Obligations  in  the  nation  were  to  be 
subtracted  from  all  the  property  in  the  nation.     But  this  view  is 
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\\  crronc-ous.     In  this  case  the  sign  -    does  not  mean  sub- 

»n      Wlut  it  does  really  mean  will  be  shewn  further  on. 

L  lH.liti>r  ha.s  the  full  property  in  his  j^^ioo,  to  do  with  exactly 

pirasi*v  His  duty  to  pay  has  no  present  existence ;  it  is  no 
r./i.-ii  trum  \\\%  pment  pro|)erty.  The  expression  is  not  to  be 
LN  It  his  pro(K*rty  were  only  J^io.  The  debt  is  a  roea*  abstract 
rval  l>uty  ;  and  a  Personal  Duty  cannot  be  subtracted  from  a 
ul  >uin  of  hard  money.     The  expression  is  to  be  read  in  this 

He  |»osse!ksed  j^^ioo  in  money,  but  coupled  with  the  Duty 
>  JL^^  ^^  some  future  given  time.  Hence  the  sign  -  does 
-tun  iuhtriUtion  in  this  case,  it  is  a  mere  Memorandum  that 
.^  to  make  an  exchange,  by  buying  up  a  Right  of  Action,  at 
fjijrc  time. 

vantage  '.'/  iidof^fing  the  Conception  of  EconomicB  as  the 
Siifnce  ,\f  Commerce  or  Exchangee. 

n«iw    !<*c   the  advantage  of   adopting  and  firmly  grasping 

•ni  (lotion   of    I'k'onomics  as  the  Science  of  Commerce,  or 

i::.:*  >      iSt-t  aux:  all  the  mechanism  and  phenomena  of  the 

>)stt'ni  of  Ofdit,  or  the  Creation,  the  Circulation,  and  the 

•t:(»n    of    Debts      which    are    a    ho{)eless    puzzle    and    an 

.!^Mc   {<'rpl(\it\,   so  long  as   Kronomics  is  treated  as  the 

•  ij'tion.  Ihstrilmtion,  and  Consumption  of  Wealth''  -Inxrome 
:!\  I :« ar  .iiui  MmpU*  when  it  is  understood  to  be  the  Science 
::.rrt  r«  e  or  l.\ihanj;cs. 

•.r\  « jH.  I  if  a  **lAXin**  of  Money,  or  a  Sale  of  (toods,  "on 
:  1-  :l'a  r\«  hangc,  or  an  act  of  commerce.  In  exchange  for 
^I  n*).  or  the  (kmhIs,  a  Right  of  action  is  creattxl,  and  this 
:  .►:  A'  !ion  in  the  Credit,  or  the  Debt,  and  is  the  price  of  the 
I      "I:.:-*  kifiht  of  Action  is  a  Saleable  Commotiiiy,  and  it  has 

♦•-*  au^c  It  will  Ik:  jiaid  in  money.  This  Right  of  Action,  or 
.  :i.ay  rir«  ulale  in  <  ommerce  exactly  like  a  piece  of  money,  and 

cichanj^cN  e\a«  lly  like  a  piece  of  money,  until  it  is  jwid  off 
'\t:n(;ui»hed,  and  then  it  ceases  to  exist. 
«  lKt»t  ma^  I  reateii  by  one  Kxrhan^je :   it  then  may  effe<*t  any 

•  r  of  cv  lian^es ;  ami  when  it  becomes  due,  the  hoKler  of  it 
^  ::  to  the  I  »ebli»r,  whi)  givi*s  the  Money,  or  sonif  other  form 
tiiii,  m  f-\i  hange  for  the  Right  of  Action.  Thus  the  I  k-bt  is 
il  h\  «»nr  cxchanjje,  and  is  annihilated  or  extinguished  by 
I'?  «  t.(  twinge,  and  thus  the  whole  system  and  o|H:ration<>  on 
it  aic  merely  a  M:nes  of  Hxihanges. 
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On  the  Transfer  of  Credits  or  Debts  f' 

Rights  of  Action,  Credits,  or  Debts  are  now  dearly  shown  to  ks 
the  Name  of  a  certain  species  of  Merchandise,  Goods,  Chattds^ffF, 
Commodities,  and  they  can  be  bought  and  sold  exactly  like  ufV 
other  Merchandise  or  Commodities.  W 

When  it  is  seen  that  a  Bank  Note  passes  from  hand  to  hand  Bet 
Money,  it  might  perhaps  be  supposed  that  any  other  Debts  n^ff 
be  sold  and  transferred  with  equal  facility.     This,  however,  is  a  WfJ^. 
great  error.     There  is  very  considerable  subtlety  about  the  sak n~ 
Debts,  and  it  was  only  by  very  slow  and  gradual  d^rees  that  DdftV^ 
became  freely  saleable.  m~' 

If  it  were  asked  what  discovery  has  most  deeply  affected  dcF 
fortunes  of  the  human  race,  it  might  probably  be  said  with  trotlh-l 
The  discovery  that  Debts  are  saleable  Commodities.  T 

When  Daniel  Webster  said  that  Credit  had  done  more,  a  thousanl| 
times,  to  enrich  nations,  than  all  the  mines  of  all  the  worid,  be  I 
meant  the  discovery  that    Debts  are    saleable    Commodities,  cri* 
Merchandise,  that   they  may  be  used  as   Money,  and  that  they  I 
produce  all  the  effects  of  Money.  | 

We  must  now  trace  the  origin  and  progress  of  the  power  rf 
selling  Debts,  and  place  this  branch  of  Mercantile  Law  on  solid 
foundations. 


O/i  Property  held  in  Contract,  or  on  Jura  in  Personam* 

Property,  or  Rights,  are  of  two  species — 

1.  Tlu'  Property  or  Right  to  a  specific  chattel,  termed  in  Lawi 
Jus  in  rem,  or  in  re,  without  being  related  to  any  one  else  This 
kind  of  Right  is  also  called  Dominium.  When  a  person  has  such 
a  sole  and  exclusive  Right  in  any  chattel,  he  may  sell  and  transfer  it 
to  any  one  else  at  his  own  good  will  and  pleasure,  and  without 
asking  tlic  consent  of  any  one  else. 

Money,  corn,  cattle,  timber,  jewels,  &c.,  are  subject  to  this  kind 
of  Property,  and  hence  the  proprietor  of  such  chattels  may  fredf 
alienate,  sell,  denote,  or  transfer  them  to  any  one  else  he  pleases. 

2.  Property,  ox  Rights,  held  in  Contract,  or  Obligation,  called  in 

Roman  Law  a  Jus  in  Personam,  or  a  Jus  ad  rem  (acq^^- 

enJiim) :  where  a  jvrson  has  a  Right  not  to  any  specific  thing,  but 
only  against  a  Person  to  compel  him  to  Pay  or  Do  something. 

A  simple  example  of  this  is  the  Contract,  or  Obligation,  of  D^btf 
where  one  [HTson,  the  Creditor,  has  the  Right  to  demand  a  sum  of 
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*  >  from  another  person,  the  Debtor,  or  has  the  Right  to  compel 
:o  Do  ^^mu'ihing.  In  such  a  case  the  Creditor  has  no  right  to 
«;!«.-<(  I  fir  sum  of  money,  or  chattel,  in  the  I)ebtor*s  possession. 

thr  <*ri*dit(>r\  right  against  the  I>ebtor  exists  whether  he  has 
M«>iu\  to  luy,  or  not;  and  e(|iially  the  I)ebtor*s  duty  to  pay 
s  whi'thtr  he  has  any  Money  to  pay,  or  not.  In  fact  the 
:rj«  I,  or  Obligation,  is  a  purely  al>strart  relation  existing 
ix-n   tlu-   two  (larties,  without  any   referencx*   to  any  specific 

•  \.  '-r  other  rhattel. 

S'  !.iriii<r  kitul  of  Rights  are  railed  Real  Rights,  or  COT* 
t9l  Property,  Ikh  ause  they  an*  the  Right  to  certain  specific 
:^.  or  « h.ittek  'Ilie  latter  are  called  Personal  Rights, 
.:^-  \\\\:\  are  mere  abstract  Rights  against  a  Person,  and  as 
i'tr^iti  IS  aim-ay's  s|)ecitied  and  definite,  they  are  also  called 
ninate    KieZhts   but  as  they  are  wholly  severed    from  any 

•  hjtteis,  they  are  one  s{NHies  of  Incorporeal  Propcftj. 
vperiy,    r  Rights,  held  in  Contract  or  Obligation,  art  of 

Two  kinds. 
..:  i'ro)Krty,  «)r  Rights,  held  in  Contract,  or  Obligation,  are  of 

U  •■•  rt   there  i*.  a  Ri^ht  to  demand  on  one  side,  and  the  Duty 
^..  .  '  «i«».  ••:!  ihf  <)ther,  surh  as  the  relation  lH*tween  Creditor 
\^     \   •.  ••:  l^irullord  ami  Teiunt  in  nuKiern  times. 

.  k.  :.i!:..n  is  ternutl  a  Unilateral  Contract 

'A  :■  r     . .»«  h  jwirty  t«»  the  ( 'oiitraet  han  the  Right  to  demand 

.   V     "1     \K\\\   ii>  jKrrforni  Mmiething:  NUih  as  the  Nexus^ox 

^  .'    •  .  \^  two  n  U-inillord  and  Tenant  in  Feudal  I-aw :  or  that 

«•••     \l.i-:«  r    an«l    Si-nani    at    the    prevent    time:   or   that   of 

:-  *:  J  K*  !.i::'>n  U-twetn  the  two  |wirties  is  termi*d  a  Bilateral^ 

iyTiaUag:matic,  Contract 

T-:,f.fi\  i!  was  held  univerv.illy  that  when  Trojierty  ^"xs  held  in 
:f i- :  «•!  .  ither  M»rt,  Unilateral  <)r  Hiiateral,  neither  fiarty  could 
't:!-;:c  antithrr  |>iTson  lor  hiniselt  witliout  thi-  consent  of  the 
r  ;arty  l«'  the  «  nntrai  t.  This  rulf  must  evidently  hold  good  in 
;  -i'»f.ii  <'fntr.n  ts.  Whin  i»ni-  fierson  arrets  to  a«  tept  another 
*€\  t-.  •.•rt«»rrn  the  Duty,  he  of  course  lK*lie\es  that  that  |K:rM)n 

;••:  .rrn  thi-  |)uty.  Hut  he  cannot  Ik-  comj»elKti  t«»  accept 
•%••  j-r-.n  to  jierform  that  Duty  without  his  own  consent. 
1^^  h*.  '  annot  lie  sure  tlut  that  other  {Hrrson  is  able  to  |)erform 
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the  Duty.     Neither  if  a  person  has  agreed  to  perform  a  duty  li 
another,  can  he  be  compelled  to  perform  it  to  some  one  elsc^ 
out  his  own  consent 

Thus,  so  long  as  the  feudal  law  retained  its  pristine  rigour, 
the  Lord  nor  the  Vassal  could  substitute  any  one  else  for 
without  the  consent  of  the  other  party.     Each  of  the  paities 
Duties  to  perform :  the  Vassal  to  render  true  and  loyal  service: 
the  Lord  to  render  due  protection  and  defence.    And  neither 
could  attorn^  the  other,  or  turn  him  over,  to  any  one  else 
his  own  consent. 

As  Sir  Martin  Wright  says' — *' As  the  feudatary  could  not 
the  feud  without  the  consent  of  the  Lord,  so  neither  could  the 
aliene,  or  sell,  or  transfer,  his  seignory  or  superiority  to 
without  the  consent  of  the  feudatary.  For  the  obligations  of 
superior  and  inferior  were  mutual  and  reciprocal :  the  feudatary 
really  as  much  interested  in  the  conduct  and  ability  of  the  L^ 
the  Lord  was  in  the  qualifications  and  ability  of  his  feudi!ii]^| 
And  as  the  Lord  cculd  not  aliene,  so  neither  could  he  exdnng^ 
mortgage,  or  otherwise  dispose  of  his  seignory  without  the  consa* 
of  his  vassal.  Again,  as  the  vassal,  or  feudatary,  could  not  alienee 
or  neither  could  he  devise,  or  dispose  of  the  feud  by  will,  or  by  any 
means  (when  the  feuds  were  become  hereditary),  prevent  or  vary  the 
feudal  course  of  succession.*' 

So  in  the  case  of  Master  and  Servant  at  the  present  day.  A 
Master  cannot  attorn,  or  transfer,  his  household  to  another  masw 
without  their  own  consent,  as  if  they  were  cattle  or  slaves.  Neither 
<mn  a  servant  substitute  any  one  else  for  himself,  without  his  masters 
consent. 

So  if  a  person  contracts  to  do  any  work  for  another,  he  cann* 
substitute  another  person  for  himself,  without  the  consent  of  the 
other  party  to  the  contract. 

The  same  principle  formerly  held  good  when  the  Contract  was 
Unilateral,  as  in  the  case  of  Creditor  and  Debtor.  The  Creditoi 
could  not  transfer  his  Right  of  action  against  the  Debtor  to  any  om 
else,  without  his  consent,  because  the  Debtor  never  agreed  to  p! 
any  one  except  his  own  Creditor.  And  the  Creditor  had  no  powe 
to  stipulate  that  the  Debtor  should  pay  any  Transferee  of  thi 
Debt. 

It  is  a  rule  of  law,  as  well  as  of  common  sense,  that  no  pcisor 
can  be  made  a  party  to  a  contract  without  his  own  consent :  and  ih 
one  can  stipulate  for  another  without  his  authority. 

*  Bractony  2,  35,  13.     LUt,  551,  567,  568.  '  On  Tenurts,  p.  3a 
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Ulpiai)  says* — "Alien  stipulari  nemo  potest." 
i'»r^  4«i#f  stipulate  for  another^ 

«^.  therefore,  the  Debtor  had  given  authority  to  his  Creditor 
<ter  his  Right,  the  Oeditor  had  no  |)Ower  to  guarantee  his 
ri-<  that  the  I  k-btor  should  pay  him. 

niiri^ly,  Inith  in  Roman  and  Knglish  I^w,  for  a  long  period, 
ii]ti>r  («>uld  not  transfer  his  Right  of  Action  against  his 
«;thi>ut  his  consent,  so  as  to  enable  the  Transferee  to  sue 
•:or  m  his  <»wn  name. 

•4*:ti  111  Roman  ami  Knglish  I^iw  the  Oeditor  might  transfer 
:^  t  with  the  t'onsent  of  the  I>ebtor.  If  the  Debtor  con- 
i*u  rn-iiitor.  the  Debtor,  and  the  Transferee  might  meet 
.inil  the  Oeditor  might  transfer  his  Right  to  the  Trans- 
.ii  :hi'  Ivbtor  might  agree  to  |»ay  the  Transferee.*  In  such 
:.'  IraiiNft  ree  at  quired  a  Right  of  Action  against  the  Debtor. 
r-.isf  ..t  his  duty  It)  pay  his  own  Creditor  was  the  considera- 
'  h-.N  promist-  to  |>ay  the  Transferee.  'ITie  Debtor  was 
:  ?T..!ii  !us  debt  to  his  own  (>e<iitor.  and  the  Oeditor  was 
:  tr..in  hiN  Ik-lil  to  the  Transferee. 

!:.ivn,u  tiou  may  W  reganled  in  two  lights-  -either  as  the  men* 
•'     :hr    Orditor's    Rights    to   the   Transferee,   or  as   the 
:   .:  \\x\\  (\»Mirart  whi<h  lant  elleil,  discharged,  and  extin 
T   -   I  .fiiii  r  ofu-.      In  \\\v  latter  view  it  was  what  is  called  in 
I  .iw  .1  S  -:  xit: '. 

.1  ••:.•  !t -.N,  tlumgh  it  may  t>e  true  m  theory  that  a  Cretlitor 

■rr-?.  r    his    Rij^hl   of    Art  ion   without  tlu-  conM.'ni   k\{   the 

■.   •.    ri   v.w   pro^re^^  «»!   ci\ili/aiion   and   mercantile   ideas, 

•A-.  ■  t..i«l  ^'»lii  their  phkIn  i>n  Oinlit  l>ei:an  tt)  jHrrceive  that 

^    •    ;.*:i;M-    their    (  fitlits,    or    Debts,    by    using    them    like 

.r  :j-r  iri  Nh  ^imkIs  with  ;  and  so  tht-y  U-gan  to  insist 

K:^'.!    t'l   transit  r   .ind   ^ell   their    l>ebts,  like  any  tither 

.  "li  !ln  r»    uaN   a  very  j^imkI  n-astm  tor  this,  l)e('ause  in 

•rj- :.  -ir  <  >Mi^.iti'»n.  dI    1  U-bt,  thi  re  is  inanifestlv  a  strong 

ri   rM'.witn  :hr  two  jurties.  the  ( 'retiitor  and  the  Debtor. 

I*-  '-r    r  -.irji'il  Nu!i^t:tuti*  a  ikw    Debtor  for  hiniselt,  lK-*aiiM 

-i  !   r  :ji.iy  moi   lu\f  i!u-  nu.tris  of  knowing  Jbr  solve  in  \  •»» 

■  !.vj!' «1  lN'»i«  r  .  a^.  lor  instanrr,  no  iK-litor  r.m  « i»m|Kl  his 

•   •'•  a- '  •  ;»t   }u\in<-nt  ot  .1   Ivbi   in  the  Nott-s  of  a  <t»unlry 

r    :■  ..'i   t:.rr  |m  rs« in's  < 'hi'jue. 
•   :■ .    ^\    th-    verv   nature    of   ihii  *!ni   of    the 

-  !ii  •  •  ^^.iry  !o  \\\v  sulistitution 
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But  the  case  of  the  Debtor  is  quite  different  If  a  peisoo 
owes  a  Debt,  and  has  the  means  of  paying  it,  it  cannot  ma 
slightest  difference  to  him  whether  he  pays  it  to  A  or  to  B,  s 
as  he  can  get  a  valid  discharge  for  it,  and  is  not  liable  to 
twice  over. 

Hence  it  is  evident  that  while  it  might  seriously  preji 
Creditor  to  have  a  new  Debtor  assigned  to  him,  of  whom  he 
know  nothing,  the  assignment  of  a  new  Creditor  can  be  i 
prejudice  to  the  Debtor. 

In  course  of  time  Creditors  both  in  Rome  and  England  i 
on  having  the  right  to  sell  their  Debts,  and  certain  legal  devio 
adopted  to  enable  the  Transferee  to  obtain  payment  from  the  1 
even  although  he  had  not  given  his  consent  to  the  transfer, 
last  Creditors  in  both  countries  established  their  right  to  do  s 
without  the  consent  of  the  Debtor. 

Thus,  at  last,  after  centuries  of  conflict.  Credits  or  Debt 
come  to  be  as  freely  transferable  as  Money  itself;  and  in  &< 
are  for  all  practical  purposes  in  all  respects  equivalent  to  ai 
increase  of  Money.  And  thus  they  come  to  be  both  J 
personam  and  Jura  in  re.  And  it  is  this  absolute  freedom 
sale  of  Debts  which  has  been  the  principal  cause  of  the  stup 
progress  and  magnitude  of  modem  commerce. 

On  the  Transfer  of  Credits  or  Debts  in  Roman  La: 

It  has  just  been  shown  that  originally,  in  the  Unilateral  G 
between  Creditor  and  Debtor,  the  Creditor  could  not  sell  or  t 
his  Debt,  or  Right  of  Action,  to  anyone  else,  so  as  to  enal 
Transferee  to  sue  the  Debtor  without  his  own  consent 

The  Transferee  could  not  sue  the  Debtor,  because  he  nevei 
any  promise  that  he  would  pay  the  Transferee,  and  thus  the 
no  privity  of  contract  between  them,  and  the  Creditor  coulc 
no  engagement  that  the  Debtor  should  pay  the  Transferee,  b 
no  person  can  stipulate,  or  make  a  contract  for  another  | 
without  his  consent. 

If,  however,  the  Debtor  agreed  that  his  Creditor  might  tran! 
Right  of  Action,  it  might  be  done.  The  Debt  being  a  mere  a 
Right,  was  not  capable  of  being  transferred  by  manual  delive 
it  could  be  transferred  by  Oral  consent. 

The  Creditor,  the  Debtor,  and  the  Transferee  met  togetba 
the  Creditor  with  the  assent  of  the  Debtor,' transferred  his  Rj 

^  Gaius,  ii.  38. 
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Transferee  by  word  of  mouth.  The  Debtor  agreed  by  word  of 
^*^outh  to  pay  the  Transferee ;  the  Creditor  then,  by  word  of  mouth, 
'^^leased  the  Debtor  from  his  Debt  to  him ;  and  the  Transferee  by 
^^I'd  of  mouth  released  the  Creditor  from  his  debt  to  him. 

new  Contract  was  created,  which  cancelled  and  extinguished 

two  preceding  ones:  and  it  was,  therefore,  called  Novatio: 

the  assignment  of  the  Debtor  to  the  Transferee  was  termed 

egatio:    when   this    solemn   stipulation   was  completed,   the 

^^^^nsferee  might  sue  the  Debtor  in  his  own  name :  because  there 

now  a  privity  of  contract  between  them. 

-/\s  the  commercial  spirit  increased  at  Rome,  Creditors  began  to 

ceive  that  they  might  utilise  their  Debts  by  using  them  like 

ney  in  commerce  to  buy  fresh  goods  with  :  and  they  soon  began 

devise  means  of  transferring  them,  even  without  the  consent  of 

Debtor.     Accordingly,  though  they  could  not  divest  themselves 

the  l^al  estate  in  their  Debts,  so  as  to  enable  the  Transferee  to 

the  Debtor  in  his  own  name,  in  course  of  time  certain  legal 

ices  were  adopted,  so  as  to  enable  the  Transferee  in  an  indirect 

ay  to  recover  the  debt  from  the  Debtor,  even  though  he  had  not 

en  his  consent  to  the  transfer  of  the  debt 

We  have  now  to  trace  the  steps  in  Roman  Law  by  which  a 

Creditor  came  at  last  to  have  the  legal  right  to  sell  or  transfer  his 

^bt,  without  the   consent  or  knowledge,   and  even  against  the 

^consent,  of  the  Debtor:  and  the  Transferee  acquired  the  right  to 

tue  the  Debtor  in  his  own  name. 

The  early   simplicity  of  the   Code  of  the  XII.   Tables  knew 

nothing   of    Trustees,   or  Attorneys.     Every  man   was  either  the 

absolute  proprietor  of  a  thing  or  he  was  not.^     He  who  possessed 

the  l^al  estate  was  termed  Dominus  ex  jure  Quirttium,  or  the 

proprietor  by  the  common  law  of  the  Romans.     It  knew  nothing 

of  double  or  subordinate  rights.     The  Code  of  the  XII.  Tables 

allowed  no  man  to  sue  in  the  name  of  another  in  private  cases. -^ 

He  alone  who  was  dominus  ex  jure  Qutrifium  might  sue,  and  that 

in  person :  and  as  no  man  could  sue  unless  there  was  some  contract, 

or  relation,  between  them,  the  transferee  of  the  debt  could  not  sue 

the  debtor,  because  there  was  no  privity  of  contract  between  them. 

The  Code  of  the  XII.  Tables  was  maintained  in  all  its  strictness 
for  about  277  years.  During  all  this  period  the  forms  of  writs  of 
action  were  defined  with  the  greatest  strictness.  They  were  called 
Legts  Actiones :  or,  as  we  might  say.  Common  Law  writs :  and  as 
long  as  these  lasted,  no  one  could  sue  in  the  name  of  another,  or 

>  Gaius,  iL  40.  *  Ibid.  ii.  82;  Digest  i^,  17,  123  ;  Ba^ih  V\.  3,  \1\. 
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on  behalf  of  another.  Consequently,  as  far  as  we  can  understaod,  I 
the  Transferee  of  a  debt  could  in  no  way,  direct  or  indirect,  mui- 1 
tain  an  action  against  the  Debtor.  I 

But  in  the  progress  of  time,  new  rights,  new  interests,  newvant^  I 
and  new  ideas  grew  up :  and  a  great  equitable  jurisdiction  came  I 
into  existence  to  meet  these  new  requirements.  The  supicnel 
judicial  magistrates,  the  City  and  Foreign  Praetors,  were  dotfaedl 
with  the  power  Adjuvandi  vel  suppUndi:  vel  corrigendi:  /wfff 
civilis  gratid^  propter  utilitatem  publicam.  The  Romans  had  » i 
deep  a  reverence  for  their  Code,  which  Cicero  declares  to  contain  ■  I 
one  chapter  more  utility  than  all  the  libraries  of  the  philo5q)hen^^  I 
that  the  Praetors  were  not  allowed  actually  to  abolish  any  of  ill  I 
laws :  but  only  to  supply  their  defects,  and  to  extend  their  meamflfr  I 
But  new  rights  and  new  interests  had  grown  up,  which  were  not  I 
capable  of  being  protected  directly  by  law,  unless  by  the  actoll 
repeal  of  some  of  the  provisions  of  the  Civil  Code.  I 

Among  these  new  Rights  were  Equitable  Interests.     One  peisoD  I 
might  be  possessed  of  the  legal  estate  in  certain  things :  but  penni  | 
another  to  enjoy  their  use  and  profit :  without  undergoing  the  fonttl  I 
solemnity  of  the   transfer  by  mancipation,  or   the  cessio  in  jun.  \ 
The  original  owner  therefore  possessed  the  nudum  jus  Quiritium, 
or  the  mere  legal  estate  :  while  the  transferee  possessed  the  profitabk, 
equitable,  or  as  the  mediaeval  jurists  termed  it,  the  Bonitarian  use. 
But  the  Code  of  the  XII.  Tables  gave  no  Right  of  Action  to  the 
equitable  owner. 

Thus  if  a  Creditor  transferred  his  Debt,  or  Right  of  Action,  with- 
out the  consent  of  the  Debtor,  he  alone  possessed  the  nudum  jui 
Quintium,  or  the  legal  estate  in  it:  but  the  Transferee  possessdi 
the  equitable  right  to  it :  but  he  had  no  Right  of  Action  on  it,  by 
the  Code  of  the  XII.  Tables. 

About  the  year  577  a. i.e.  or  176  B.C.  the  Lex  ^butia  abolished 
the  old  Legis  actiones^  which  were  not  part  of  the  XII.  Tables :  but 
only  a  series  of  writs  framed  by  the  magistrates,  so  as  to  be  adapted 
to  them.  New  forms  of  writs  were  prepared  under  the  authorit)'  ol" 
the  Pnetors,  called  Formuhe :  and  these  were  adopted  and  extended 
by  two  Leges  Julue^  about  45  b.c.  :  and  about  25  b.c- 

By  those  new  formuhe  parties  were  allowed  to  be  represented  b) 
Cognitores  or  Frocuratorcs^  that  is,  by  Attorneys,  who  were  allowed 
to  sue  on  behalf  of  their  clients.  The  Transferee  of  the  debt  was 
then  allowed  to  sue  as  the  Cognitor  or  Froatrator  of  the  Tranv 
feror.^     daius  gives  \}ci^  formuUe  in  such  a  case.* 

'  ZV  Ora:cre  i.  4.     '  Oxius,  iv.  50,      *  Gaius,  ii.  39.      *  Gaius,  iv.,  Sd. 
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Se  Prxtor  rould  only  grant  an  actio  dirtcta^  or  m/garis^  to  the 
na!  (  rcditor,  hut  he  could  grant  an  tutio  uti/is^  ox  fictitia^  to  the 
i"%lVrce  ol  the  Debt. 

htn  a  ( ^retlitor  sold  his  Right  of  Action  he  was  said  cetUre  or 
Jart  actionfm '  The  Transferee  was  called  Praatrator  in  rem 
«  -  and  he  was  acknowledged  as  the  real  plaintiff,  si  in  rem 
«  Jttfits  St/  f*r9Hurator  loco  domini  habetur\  his  mandate  could 
be  rf\oki*d.  and  he  owed  no  account  to  his  principal.' 
uch  was  the  state  of  the  I^w  regarding  the  sale  or  transfer  of 
kti  in  the-  time  of  (>aius.  who  is  generally  supposed  to  have 
ten  his  Institutes  in  the  time  of  the  Antonines.  They  were  the 
•l)n<>k  of  I.iw  throughout  the  whole  Empire  when  the  Romans 
ndoncii  Britain,  and  many  high  authorities  suppose  that  they 
c  ^n^catlv  the  source  and  origin  of  the  Common  Law  of  England, 

thr  ( \>ninion  I^w   of  England  with   regard  to  the  sale  or 
xsiKt  iif  lK.*bts  wa«»  exactly  that  stated  by  (laius. 
uon  atttr  the  time  of  (laius,  however,  the  Emperor  Alexander 
eni^  puMishrd  a  (Constitution  by  which  the  absolute  freedom  of 
sale  of  \h:\\\s  without  the  knowledge  or  consent  of  the  Debtor 

rr«^ogni>c*tl  and  allowed. 

'I;>un  N.i\s*  -"Nomina  eorum  qui  sub  condicione  vel  in  diem 
cnt,  ct  i-nierc  ct  vcndere  solemus :  ea  enim  res  est  qux  emi  et 
ire  jw»tr'»t. 

l\\  .i/r  I. customed  to  huy  itud  sell  Debts  Pityahle  on  a  certain 
t/    r  .n  .1  strtitin  Jitv :  for  that  is  Property  xvhich  can  be  bought 

V  -J. 

u«::nun  in  551  dct  I.ircd  it  to  \mi  lawful  to  sell  all  actions,  real  as 
\  A*  jn;rMin.il  ^ 

I  tn  ( *.  ::ii lubit.it i  juris  est,  ad  Mmilitudincm  ejus  qui  per- 
^f  rii  rt  •:•  iiicnt  .k  tioncm,  ct  utiliter  earn  movcrc  suo  nomine 
-t^ii!jr.  '\..\\\\  cum  '[ui  in  n*m  actioncs  romfuravcrit  eadem   uti 

■/.';;..  tr  .tnJ  undoubted  lau\  that  Just  as  he  :vho  h*is  Kmght  a 
'i.*«a.  .J./.  •*!  may  sue  out  a  zvrit  in  his  iKvn  name^  so  he  who  has 
,•4/  a  A'" '.'  I /.//•"I  hts  the  same  f^Krer." 

'^y  als*.  ••  NomiTiis  wnditio  ctiam  ignorantc  vcl  invito  co 
krnus   .;.:•  Ml  at  tioncN  niamlantur,  contrahi  snlct  " 

/:  :*  kiw  //  A>  se//  a  D(ht  without  the  knowtid^f^  or  r:en  against 

,.mw:    r  thf  IKhtiT." 

.'  -    '    :  i    ;;.  S :  «♦•.  3.  ^  :  17,  1  :  i«>.  1,  3«  :  44,  7.  7  :  4'».  J.  1^- 
'  /•*i    >.  i    .  17.  I.  H.  i'> :  44.  4  :  4.  18.  ^4- 
•  *:»UM    4    Iw.  I.  •  />'^v..',  IS.  4,  17.  *  L\>t\x,  4,  39,  9. 
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So  also — "Omnium  rerum  quas  quis  habere  vd  possideic^id 
persequi  potest,  venditio  recte  fit" 

"  All  things  which  one  may  have  or  possess^  or  has  the  ri^  U  \ 
for^  may  be  lawfully  sold!* 

So  also^ — ^*  Nomina  quoque  in  diem  vel  sub  conditiooe  ooi 
tracta  veneunt" 

^^  Debts y  alsoy  due  on  a  certain  day^  or  on  a  certain  eoent^  w^h 
sold'' 

In  the  time  of  Gaius,  the  Transferee  of  a  Debt  could  only  «» 
the  Attorney  of  the  Transferee,  as  he  was  obliged  to  allege  die  kfl 
estate,  ox  jus  Quiritium^  of  the  Transferor;  but  Justinian  tooka«| 
the  necessity  for  this,  and  abolished  the  nudum  jus  QuiritiumjUB 
antiquated  relic  of  old  Roman  law  which  was  only  an  enigma  ^itii 
puzzled  law  students,^  and  then  the  Transferee  could  sue  in  his  on 
name. 

Diocletian  enacted — "Ordinarium  visum  est  post  nominiswfr 

I 

ditionem  uti  emptori  (sicut  responsum  est)  vel  ipsi  creditori  poUi' 
lanti  dandse  actiones." 

"  //  is  seen  that  it  is  usual^  after  the  sale  of  a  Debt^  to  grant  a  vA 
either  on  the  demand  of  t/ie  buyer  (as  has  been  decided )y  oroft^ 
creditor  hitnself^' 

Thus,  at  length.  Debts  were  completely  emancipated  from  th 
general  rules  affecting  Property  held  in  Contract  They  were  mad 
as  freely  saleable  as  any  material  chattels:  and  they  were  thi] 
removed  from  the  category  of  Property  held  in  Contract  to  thJ 
of  Property  held  in  Dominion :  and  thus  Debts  became  both  ]n\ 
in  personam  and  Jura  in  re. 

These  laws  affecting  the  sale,  or  transfer,  of  Debts  were  confinm 
in  the  Basilica. 

Thus,   it   is   said  ^ — "  koX  ort   ra  mrh  ^/lepaVy   Kal  ra  xnro  alpsi 

Xp€a    TTtTT/SCUrKOVTat." 

^^  Debts  payable  on  a  certain  day  and  on  a  certain  event  m 
J?e  sold,'* 

So  also  ^ — **  KoX  OTi  rh  irovpov  X/^°5  ^^^  acp€(riv  rriTrpao'KiTt 
xal  i>7r(^  aipeaiv  irovpios" 

"A  simple  Debt  may  be  bought  conditionally ^  and  a  condition 
Debt  simply?* 

So  again  ^ — "  17  rov  ypafifxareLov  Trpaxris  kol  dyvoovvroi  «f 
/xi)  /3ovXofi€VOV  iK€LV0Vy  Kad*  o5  iK)((apovvTai  at  aywya*,  SvvaT 
<nfviaT<ur6ai,** 

'  D^t,  18,  4,  17.  •  Codex,  7,  25.  '  Basil.  19,  4,   16. 

*  Md.  19,  4i  68.  »  /but.  19,  4,  27. 
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A-//  may  he  sold  without  the  knawledgey  and  even  against 
ient  of  the  Debtor, "^ 

s  the  interests  of  commerce  effected  the  perfect  freedom  in 
c  (»f  I>ebts.  Both  by  the  Digest^  which  was  the  Code  of 
^trm  Empire,  and  the  Basilica^  which  was  the  Code  of  the 
1  Kmpire,  Debts  were  declared  to  be  as  freely  saleable  as 
,  or  any  other  chattel. 

i  A/o,  one  of  the  legal  luminaries  on  the  revival  of  juridical 
m  the  West,  says — 

artionibus  autem  venditis  sciendum  est  quod  omnes 
s  vcndi  possunt,  sive  sint  purse,  sive  conditionales,  si\'e 
^ivc  Pcrsonales." 

/  with  mffct  to  the  sale  of  actions^  it  must  be  known  that 
h/%  .y  Aition^  whether  simple  or  conditional^  whether  Real  or 
u\   may  /V  St»ld.** 

rtht  U-ss,  although  it  was  the  general  law  of  the  Empire  that 
*is  nii^ht   Ik*  freely  sold,  it  was  found  to  work  so  much 
[),  that  many  cities  in  the  Middle  Ages  passed  local  laws 
[in^:  the  sale  of  Debts  within  their  jurisdiction. 
tn\t->tigation  clears  up  a  diDiculty  which  has  puzzled  some 

i» Titers.  The  earliest  Hills  of  Exchange  extant,  which  are 
-d  in  the  ar<  hives  of  N'enice,  contain  no  words  of  negotia- 
and    \et    we   know   as   a  fact   that   they   were   negotiated. 

mnicfs  have  endeavoured  to  discover  when  Hills  of  Ex- 
y^LTi  made  neg<itiable.  Some  have  attributed  it  to  Cardinal 
Hut  all  doubts  have  now  been  cleared  up.  Bills  of 
^•f  tv  iuind  no  words  of  negotiability  to  make  them  negoti- 
ruy  \kKTv  as  transferable  as  Money  itself,  by  the  general 
ik  bw  of  Kuro{)e. 
.iN'i  explains  a  fundamental  distinction  between  the  Common 

Kn^land  and  the  Common   I^w  of  Scotland,  with  respect 

(»i  Il\(  han^e.  Hy  the  Common  I^w  of  England,  unless 
>t  L\f  hange  is  drawn  {ayable  to  ** order*'  or  to  "bearer": 
iinless  It  is  made  transferable  by  the  consent  of  the  I  )ebtor 
d  on  Its  fa«  r  :  it  «annot  l)e  transferred  so  as  to  enable 
nsfcrri-e  to  sue  the  .\ccrplor  in  his  own  name.  Hut  by 
ut\utt\  law  of  .Gotland,  a  Hill  of  Exchange  re<|uires  no 
f  mvutiability  to  make  it  transferable:  the  l^w  of  Justinian 
antile  nutters  is  the  Common  I^w  of  Siulland  :  a  Hill 
-an^e  :s  therefore  in  its  ver)*  nature  transferable  by  the 
*.*nfrai/iis :    and   Uing   so,  a  Scotch    Hill   is  negotiable  in 

«:ihout   any  words  of  negotiability.     Motcovet,  \j^'   \Jt\c 
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Law  of  Scotland,  a  Debtor  is  bound  to  accept  a  Bill  drawn  upoo  I 
him  by  his  Creditor,  and  is  liable  to  an  action  for  non-acceptaDOt  I 
This,  however,  is  not  the  case  in  England :  a  Debtor  in  Engbod  I 
is  not  bound  to  accept  a  Bill  drawn  upon  him  by  his  Credko;  I 
and  this  distinction  has  been  preserved  and  confirmed  by  the  I 
Bills  of  Exchange  Act  of  1882.  And  the  reason  of  this  diffeicDoe  I 
is  that  the  Law  of  the  Pandects  and  the  Basilica  is  the  ConuDOi  I 
I^w  of  Scotland,  while  the  Common  Law  of  England  is  that  of  I 
C)aius. 

Equity,  however,  always  adopted  the  Law  of  the  Pandects,  wfaicfa 
allowed  the  free  sale  of  Debts ;  and,  consequently,  thou^  the 
Transferee  of  a  Bill  which  contained  no  words  of  negodabOitf 
could  not  maintain  an  action  at  law  against  the  acceptor,  he  ooold 
always  sue  him  in  Equity,  in  case  of  need.  But  the  Supreme  Court  { 
of  Judicature  Act  of  1873  enacts  that  in  all  cases  in  which  theruks 
of  Equity  conflict  with  those  of  Common  Law,  the  rules  of  Eqdtjr 
shall  prevail ;  consequently.  Bills  of  Exchange  are  now  transferable 
without  any  words  of  negotiability. 

On  the  Extinction  of  Obligations. 
On  the  Limits  of  Credit 

We  have  now  to  consider  the  various  methods  by  which  Obliga- 
tions are  extinguished.  Credit  being  the  Right  to  demand  some 
person  to  pay  or  do  something ;  and  Debt  the  Duty  of  that  person 
to  pay  or  do  something :  of  course  when  the  Debtor  has  paid  or 
done  the  thing  he  is  bound  to  do  he  has  fulfilled  and  discharged 
his  Duty,  and  therefore  the  Right  of  the  Creditor  is  satisfied  and 
extinguished :  and  thus  the  Obligation  is  annihilated  and  ex- 
tinguished. 

It  has  been  shown  over  and  over  again  that  Credit  is  the  name 
of  a  Species  of  Property,  Commodity,  or  Merchandise,  of  the  same 
nature  as,  but  inferior  in  degree  to,  Money ;  that  it  fulfils  exactly 
the  same  function  as  Money  as  a  Medium  of  Exchange  and  Cir- 
culation. It  is  a  Property,  Commodity,  or  Merchandise  cumulative 
to  Money ;  and  is  in  all  its  effects  on  prices  and  production  exactly 
equivalent  to  an  equal  sum  of  Money. 

Credit  is,  in  fact,  to  Money  what  Steam  is  to  Water ;  and  like  that 

power,  while  its  use  >\'ithin  proper  limits  is  one  of  the  most  beneficial. 

inventions  ever  devised  by  the  ingenuity  of  man,  its  misuse  by  un 

«tilful   and  unscrupulous  persons   has  produced  the   most  fearful 

'ties.     Credit,  like  Steam,  has  its  limits;   and  we  have  no* 
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\t*^n^atc  the  proper  limits  of  Credit ;  and  to  explain  the  \-anoiLs 
od<>  by  which  it  is  extinguished. 

rdit.  no  doubts  is  of  the  same  nature  as  Nfoney,  being  the 
:  <ir  Title  to  a  future  |)ayment  Hut  there  is  this  diflference 
(xn  them,  that  there  is  no  time  limited  in  which  the  holder 
[ont*y  shall  demand  a  satisfaction  for  it ;  nor  is  it  limited  to 
;uni<  ulor  satisfaction.  He  may  keep  it  as  long  as  he  pleases 
r!i' .  or  he  may  transmit  to  his  descendants,  and  they  may  receive 
\s.ix^  tiun  at  any  time  they  please  for  the  ser\*ices  done  by  their 

\\  (Vcdit  is  always  created  with  the  express  intention  of  being, 
U  in^'  t-a|uble  of  l>eing,  extinguished  at  a  certain  short  definite 

.  j!  i»-.iNt  Mercantile  Credit  is  of  which  alone  we  are  treating 

It   In  unextinguished  Oedit  which  produces  those  terrible 

ur\  cata(ly>ms  which  scatter  ruin  and  misery  among  nations. 

<  h:v?l>  by  the  creation  of  excessive  Credit  that  over-production 

•u^Kt  .iU»ut,  which  causes  those  catastrophes  c:alled  Commercial 

-  and  It  In  the  iiubility  of  Credit  shops  to  extinguish  the 
::  :hc\  have  created— <H>mmonly  called  the  failure  of  Banks — 
::  >  the  « ausc*  of  the  most  frightful  social  calamities  of  modem 

i*  Tut.-  limiiN  of  Credit  may  l>e  seen  by  the  meaning  of  the 
r.*^  ausc  .ill  Oedit  i>  the  promise  to  pay  or  do  something 
:-:•  .  .\'.\k\  that  something,  whatever  it  is,  is  the  Value  of  the 
.:>*.  'T  Ociiu.  riut  something  need  not  ne<wsarily  l>e  Money, 
\\  '*•  anyihing  else  ;  it  may  W-  any  other  chattel  ;  or  it  may  l>e 
nr*'   :•»  do  something. 

V  <  >f  \iit-.  however,  which  are  the  subject  of  this  work  are 
.'  ;r'»m:^*-  to  |uy  M«iney,  and  it  is  just  on  this  jK)int  that 
".  K'  riomists  are  utterly  at  fault.  Because  a  Hill,  or  Note, 
«  »*-!:^.ition  to  |i,iy  money,  many  uninftTnutl  writers  suppose 
•r  V  nK>i  always  U  fuiid  in  .Moiuy  or  Hank  Notes,  and 
r  If-  !::.it  tnc  issurs  oi'  Oi-dil  must  alwavs  ha\e  a  fixed  and 
'.'    relation   to  thr   •juantil\    of    Monev   in  a   <ounln':  or  in 

-  ri  a!:«  .i!  Lm^ua^:!*  art-  a  Jefinitt  tun«'ti<'n  of  it:  now  ii  is  true 
(>'•!:!  niU'^t  ahvavs  Ixar  a  nlaiion  to  the  Mon<y  in  llu-  country; 
:  ^  rv't  a  txtJ  relation;  it  dt|>ends  to  a  \tT>  ^r«al  extent, 
«i.    «'fi     tr.t     organis.iiio!i    of     th«-    syst<in    of    Crrdit;    hentc 

a*' t:!%    o!     ( *n  dit     to     Mon«  v    varu  ^    a< «  ortiin^    to    the 

•    ri.«  thiMi^    in   whi«  h    Cndit   is    or^aniM  d,   wi    nuiy  sa\.   if 

\^\    I  o:n    \\\K-   ti-rin,    that    Credit    is    a    {-^utiHi^nt   fuiu  tion    of 


lv 
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To  show  how  extremely  ignorant  writers  are  of  the  actual  <xgani» 
tion  of  the  modem  system  of  Credit,  we  may  quote  a  sentence  fron 
Colonel  Torrens,  who  was  one  of  the  influential  sect  who  {vocmed 
the  enactment  of  the  Bank  Charter  Act  of  1844.  He  says,^  "A 
Bill  of  Exchange  may  also  pass  from  purchasers  to  vendors  many 
times  a  day ;  but  no  one  of  the  successive  transactions  of  whid  it 
is  the  medium  can  be  finally  closed  until  the  last  recipient  has 
received  in  Coin  or  Bank  Notes  the  amount  it  represents.**  A  stat^ 
ment  also  which  appears  in  Mill 

No  doubt  200  years  ago,  as  far  as  we  are  aware,  the  vast  majoritj 
of  bills  were  paid  in  Money  or  Bank  Notes :  but  that  has  loqg 
ceased  to  be  the  case.  At  the  present  day  probably  not  one  bill  in 
100,000  is  ever  paid  in  Money  or  Bank  Notes:  but  by  other 
methods  which  we  have  now  to  describe. 

Those  who  imagine  that  Bills  and  Notes  at  the  present  day 
are  always  paid  in  Money  or  Bank  Notes  have  as  much  idea  of 
the  truth  as  those  who  know  nothing  of  steam  navigation  beyond 
the  little  Comet  of  four-horse  power  which  paddled  down  the  Qy<k 
in  181 2,  have  of  the  triple  expansion  engines  of  the  Campam: 
or  as  those  who  know  nothing  of  a  locomotive  beyond  Stephenson's 
Rocket  have  of  the  last  new  locomotive  on  the  London 
and  North  Western  Railway.  The  organisation  and  expansion 
of  the  System  of  Credit  have  developed  pari  passu  with  that  of 
the  steam  engine. 

The  only  real  difficulty  in  the  case,  as  has  been  frequentl} 
observed,  is  for  lay  readers  and  writers  to  understand  that  a 
Right  of  Action,  a  Promise  to  Pay,  which  is  a  Credit,  or  a  Debt 
is  itself  independent  exchangeable  Property  or  Merchandise,  or  a 
Chattel,  quite  distinct  from  the  Money  promised  itself,  and  thai 
it  circulates  in  commerce  by  itself,  exactly  like  Money. 

But  of  course  the  Value  of  the  Promise  or  Right  of  Action 
is  the  thing  itself:  and  consequently  if  the  thing  itself  is  not 
forthcoming,  the  Right  of  Action  has  lost  its  Value.  This  con 
sideration  at  once  shows  the  Limit  of  Credit.  Assuming  the  Credit 
to  be,  what  is  its  best  known  form  in  this  country,  the  Rig^'^ 
to  demand  Money,  it  is  quite  clear  that  as  long  as  a  person  ha> 
in  his  possession  sufficient  Money,  or  what  is  Jield  to  be  EquivaU^^ 
to  Afoney\  to  discharge  his  Debt  when  it  becomes  due,  the  Credit 
IS  not  been  excessive. 


'  The  Principles  and  Practical  Operation  of  Sir  Robert  Peel's  Act  of  1^44 
and  dcfettded^  p.  79. 
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*  futile  nature  of  the  speculations  of  lay  writers  on  this 
t  ct  insists  in  the  fact,  that  by  the  highly  organized  system 
ilcrn  Oedit,  it  is  only  an  infinitesimal  portion  of  Bills 
in*  ever  paid  in  Money  at  all :  but  they  are  paid  in  the 
▼alentS  to  Money. 

institution  of  lianks  and  Bankers  who  create  Currenc)' 
ait>  of  their  Credit,  either  in  the  form  of  I>cix>sits  or  Notes, 
nUr^ed  the  Limits  of  Credit  at  least  a  thousand-fold :  but 
<  principle  of  the  Limit  remains  the  same.  Credit  always 
I  \*M  redeemed :  and  if  this  can  be  done  the  Credit  has  been 
Hence,  Credit  is  never  excessive,  whatc*ver  its  absolute 
i:  tiuy  l>e,  as  long  as  it  alwa)*s  returns  into  itself. 

On  thf  Extinction  of  Obligations. 

h.i\c  now  to  consider  the  various  methods  by  which 
i::*>nN  are  extinguished.  Credit  being  the  Right  to  demand 
hii)^  u^  \k'  paid  or  done :  and  the  Debt  being  the  Duty 
f  «<r  do  th.it  something :  the  Payment,  or  the  Performance  of 
.:ii^.   fulfiU,  discharges,  and  extinguishes  the  Duty:  as  well 

Kuht.     .\nd  thus  the  Obligation  is  absolutely  annihilated 
k!:n*:uished. 
:iri:t'r«  ul   Oeiht   in   this  country*  is  always  expressed  to  be 

:!i  Money  :  and  it  is  often  supix)sed  that  Bills  of  Exchange 
«.i>s  «uid  in  Mone\,  or  Hank  Notes.  But  as  has  been  shown 
;  f'-i  t'thn^  paragraph,  that  is  a  vital  error. 
:•  arc  othc  r  nietliods  l>esidi's  {layment  in  Money  by  which 
::>:is  art'  r\tin^ui>hcd.  .\nd  in  this  country  the  amount 
:^  wSkIi  are  |>aid  in  Money  is  absolutely  infinitesimal 
.r-  •!  ;•>  ihoM  whi<  h  are  fwid  in  other  ways. 
•■  arc  four  difun-ni  methods  by  which  Obligations  may 
:'.^'.;iNhc«l     lh«  ^i-  arc  -  - 

1.  H>  Acceptilation :  or  Release. 

2.  By  Payment  in  Money. 

.V   H\  Novation :  krntwal  or  Transfer. 

4   B>  Compensation :  or  Set-off. 

h:«  U  «c  nui%l  rcti  r  U)  the  >everal  articles  under  these  heads. 
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DEPOSIT. 

The  word  Depositum  is  one  of  that  class  of  Latin  words  which  ■ 
classical  Latin  meant  a  material  thing,  but  which  in  modem  Co»{ 
inerce,  or  Economics,  means  only  an  abstract  Right 

A  Depositum  in  Roman  Law  meant  anything  which  was  placed  ■ 
the  gratuitous  charge,  or  custody,  of  some  person,  for  the  soki 
purpose  of  safe  keeping,  without  the  property  in  it  passing  to  hm, 
or  his  being  allowed  to  use  it  in  any  way  for  his  own  (xofitori 
advantage,  or  even  being  allowed  to  retain  as  a  security  for  a  Debt. 
due  to  him. 

It  is  part  of  the  duty  of  a  London  banker  to  take  charge  of  his 
customer's  plate,  jewellery,  and  securities,  if  required  to  do  la 
This  plate,  jewellery,  and  securities  so  committed  to  his  chsge 
solely  for  safe  custody,  is  what  in  Roman  Law  is  called  t 
Depositum, 

The  banker  acquires  no  property  in  such  a  Depositum.  He  cui 
make  no  use  of  it  for  his  own  profit  or  advantage;  he  receives 
no  remuneration  for  keeping  it,  and  he  has  no  lien  on  it,  if  his 
customer  becomes  indebted  to  him ;  and  he  is  bound  to  retoni  it 
on  demand  {Dig.  16,  3,  i,  24,  45  ;  16,  3,  34). 

So  if  a  customer  tied  up  a  sum  of  money  in  a  bag,  and  delivered 
It  to  his  banker  for  the  sole  purpose  of  safe  keeping,  it  would  be  a 
Depositum^  and  the  banker  would  be  bound  to  redeliver  the  specific 
bag  of  money  to  him  on  demand  untouched.  It  is  said  that  in  Ac 
great  crisis  in  America  in  1893,  customers  withdrew  their  balances 
from  their  current  accounts,  which  were  mutua  or  credita^  to  the 
amount  of  ;£8o,ooo,ooo,  tied  them  up  in  bags,  and  redelivered 
them  to  their  bankers  to  keep  for  them  as  Deposiia^  and  then  of 
•course  the  bankers  could  not  touch  them. 

If  a  banker  were  to  use  the  money,  jewellery,  and  securities  placed 
with  him  as  Deposita  for  his  own  profit  and  advantage,  it  would  be 
a  felony,  and  he  would  be  liable  to  penal  servitude,  as  too  many- 
bankers  have  found  to  their  cost 

It  is  almost  universally  supposed  by  lay  writers,  that  when  a 
customer  pays  in  money  to  his  account  with  his  banker  it  is  a 
Deposit^  and  that  the  "  Deposits  "  of  a  bank  are  the  cash  held  by  it 
This,  however,  is  a  most  vital  error. 

When  a  customer  pays  in  money  to  his  account  with  his  banker 
in  the  ordinary  way,  he  loses  all  property  in  it.  The  banker  acquires 
the  absolute  property  in  it,  and  may  use  it  in  any  way  he  pleases  for 
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n  firofit  and  advantage.  Such  money  is  not,  therefore,  a 
^m :  it  is  a  Mutuum^  or  a  Creditum, 

le  tnoney  so  |)aid  in  were  a  Dtpositum^  it  would  mean  that 
nkcr  ac()uired  no  property  in  it ;  that  the  property  in  it  re- 
l  with  the  customer  who  placed  it  in  the  banker's  hands  for 
tV  keeping,  and  that  he  could  demand  back  that  specific  sum 
Mcy  at  any  time  he  pleased.  But  every  person  who  thinks, 
that  such  iileas  are  erroneous. 

tanker  pure  bases  the  money  absolutely,  and  in  exchange  for 
catcs  a  Credit  in  his  liooks  in  favour  of  his  customer.  That 
issues  a  Right  of  .Action  against  himself  to  his  customer, 
^  him  to  demand  back  an  equivalent  sum  of  money  at  any 
c  pleases.  And  it  is  this  Right  of  Action,  Credit,  or  Debt 
rd  in  his  books  in  his  customer's  favour  which,  in  the 
x\  Un^ua^e  of  modern  banking,  is  termed  a  Deposit ;  that 
>'jy^  the  money  by  nraiimg  a  Deposit 

then  a  tanker  discounts  or  buys  a  Bill  of  Exchange  from  his 
cr.  he  buys  the  Right  of  Action  from  him  exactly  in  the  same 

r.i*  Ixiu^ht  the  money.  He  creates  a  Oedit  in  his  books  in 
iiir .  that  IS  he  issues  a  Right  of  Action  to  him.  This  Right 
ion.  Trcdit,  or  Debt  is  the  price  he  pays  for  the  Bill.  And 
:.:::i  i»t    Action,  Oedit,  or  Debt  created  to  buy  the  bill  is 

a  DciHisit,  eiiually  as  the  Right  of  Action  created  to  pur- 
ine tiiuiicy.     Thus  he  buys  a  Right  of  Action,  payable  at  a 

'..:iio.  by  treating  another  Right  of  .Action,  payable  on 
li  The  moncv  and  the  bills  are  the  banker's  as^ts.  The 
:%  arc  the  Rights  of  .Action  he  has  created  to  purchase  his 

r  I'.is  l.i.ibihtK-s.  Kven'  advance  a  banker  makes  is  done 
ktin^  a  lk*i*osit.     His  De{K)sitors  are  those  persons  who  have 

*•!  At  tion  against  him  tt>  jay  their  balances  in  money 
:.  jtul       A    l>c|H)!»it    is    simply   a    liability    or   a    Banking 

;  :r)l^  i>  the  true  meaning  (»f  the  word  Deposit  is  known  to 
■aiikcr,  tht>ugh  it  is  an  im|>enctrable  m)stery  to  lay  writerb. 
Mr  ii  \V.  N firman  said  liefore  the  (.ommitteeof  the  Hous- 
r.mons  in  1.S40  (A.  ifK)6>:  **  By  a  tanker's  de)>osit,  I  mean  a 
:'.  a  tanker's  tK>oks  ;  nothing  nu>re  or  less  than  that."  Antl 
ir:tt  rs  woultl  tinly  ItMik  .it  the  weekly  accounts  ot  tlie  Bank  ot 
*\.  !hcy  v^oulii  see  the  l)e)K>sits  classed  un<ler  the  head  ol 
:■».  ni>!  \sscts  In  tiis  nies*»agc  to  Ctmgress  in  1S30, 
:vA  fji  kson  said  :  **  Tlicse  Credits  in  the  l)ooks  of  some  ol 
■^tcrn  lUnks  usually  c.illed  DcpOftitS." 
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In  Banking  Language  a  Deposit  and  an  Issue  are  the 

In  the  technical  language,  then,  of  modem  banking^  a  Dqioil 
and  an  Issue  are  the  same  thing.  A  Deposit  is  simply  a  Cre&iil 
a  banker's  books.  It  is  the  evidence  which  a  customer  his  of  Ki  I 
Right  of  Action  to  demand  a  sum  of  money  from  the  banker.  Ail 
soon  as  the  banker  has  created  a  Credit  or  Deposit  in  his  boob  ■  I 
favour  of  his  customer,  he  has  issued  a  Right  of  Action  sgnal 
himself.  I 

The  word  Issue  comes  from  exitus,  a  giving  forth ;  and,  in  Ms*  I 
cantile  Law,  to  Issue  an  instrument  is  to  deliver  it  to  anyone  nsl 
to  give  him  a  Right  of  Action  against  the  deliverer  or  issuer.         I 

It  in  no  way  increases  the  banker's  liability  to  write  dovn  ibfl 
Right  of  Action,  Credit,  or  Deposit  on  paper  in  the  form  of  a  Bnk-I 
note  or  a  Cheque.  Such  documents  are  only  made  after  the  Ob&I 
or  Deposit  has  been  created  or  issued,  and  their  sole  purpose  is  to  I 
facilitate  the  transfer  of  the  Right  of  Action  or  Deposit  to  someovl 
else.  I 

And  as  every  advance  a  banker  makes  is  done  by  creating  and  I 
issuing  a  Right  of  Action  against  himself  to  his  customer,  and  as  a  I 
banker  has  an  unlimited  right  of  buying  any  amount  of  Debts  or  I 
Obligations  from  his  customers  by  creating  as  many  of  these  I 
Deposits,  Rights  of  Action,  or  Issues  as  he  pleases,  it  follows  da  I 
ti'ery  banker  has  the  right  of  Unlimited  Issue. 

Bank-notes   and    Cheques,   then,   do    not   increase   a   banker's  | 
liabilities.     The  liability  is  created  when  the  banker  has  entflcd 
the  amount  to  his  customer's  Credit  in  his  books. 
•    The  Note  or  the  Cheque  is  merely  a  convenient  method  of  trans- 
ferring the  pre-created  Right  of  Action,  or  Debt,  which  has  already 
been  issued. 

Deposits,  then,  instead  of  being  Cash,  or  a  part  of  the  bankers 
Assets,  as  is  so  commonly  supposed,  are  nothing  but  Rights  (S 
Action,  Credits,  or  Debts,  which  the  banker  has  created  as  the  pict 
to  purchase  the  Cash  and  Bills,  which  figure  in  the  account  as  his 
Assets.  They  are  his  Liabilities.  And  a  sudden  increase  of 
Deposits  is,  therefore,  nothing  more  than  inflation  of  Credit,  exacdy 
similar  to  a  sudden  increase  of  Bank-notes.  Deposits  are  nothiu 
but  Bank-notes  in  disguise. 

As  this  error  regarding  the  meaning  of  the  word  Deposit  is 
almost  universal  among  writers  and  sp>eakers  on  banking,  we  mif 
cite  one  conspicuous  example  of  it. 
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John  Torr,  a  LiTerpool  merchaDt,  was  questioned  by  Mr. 
>  before  a  Committee  of  the  House  of  Commons  on  the 
iry  Panic  of  1858. 

939-  "  I  believe  I  am  correct  in  the  fact  that  all  the  trans- 
»  of  the  banks  in  New  Vork  are  published  periodically,  and  at 
lort  intervals,  by  the  banking  department?"  *'  I  believe  they 
t>lished  weekly." 

,940.  **  These  accounts,  as  they  are  published,  show  the  circu- 
[>f  notes,  the  amount  of  specie  held  by  the  banks,  the  amount 
jinces  made  by  the  banks,  and  all  the  items  in  great  detail,  do 
5t?'     •*  They  do." 

,941.  **  .Are  you  aware  that  during  the  last  two  or  three  years, 
the  circulation  of  notes  had  not  increased  at  all,  or  had 
«d  to  the  very  smallest  possible  amount,  the  amount  of 
cs,  as  shown  by  these  accounts,  had,  as  you  have  referred  to, 
cd  to  a  very  enormous  amount  ?  '*  *'  Yes ;  I  must  apologise 
answer  I  gave.  I  meant  the  advances  when  I  said  the  notes. 
nt  the  Uability  of  the  bank  from  its  advances  made  od 
ics.  * 

i<>42.  Chairman  (Mr.  Card  well):  *'The  mere  act  of  making 
ance  does  not  render  a  person  liable.  Of  course^  the  liabUity 
(kfrn^ayV'     "Yes." 

p>4.v  **WiII  you  trace  the  process  by  which  the  banks  in- 
1  their  own  liabilities  by  making  advances  to  others?" 
\\\^  at  the  securities  which  they  held  from  other  parties,  by 
:  advances  to  a  number  of  merchants  to  a  larger  amount  than 
they  lelt  that  the  indebtedness  of  these  parties  to  them  was 
Kan  prudent.** 

(^44.  .Mr.  Wilson  :  **  Do  you  think  that  the  banks  had  made 
an<l  imprudent  advances  in  the  loan  of  their  Capital  and 
'i  ''  ••  I  apprehend  that  they  thought  so." 
M4  7-  **  But  It  would  be  either  from  Deposits  or  Capital  that 
cd  advances  could  Ik:  made  by  the  banks?"  "Certainly." 
194S.  **  Therefore,  if  you  are  aware  that  increased  advances 
nade  to  a  large  extent,  it  must  have  been  either  from  an 
e  of  subscht>cd  Capital,  or  from  an  increase  of  Deposits?" 
I  apprehend  so." 

Card  well  and  .Mr.  Wilson  were  considered  to  be  among  the 
financiers  of  their  day,  and  yet  neither  of  them  had  the  least 
^)gc  of  the  true  lutiu'e  and  mechanism  of  banking.  Mr. 
ad  a  |ierception  of  the  real  nature  of  it,  for  he  says  that  the 
had  im<reastki  their  liabilities  by  their  advances.     Uul  he  htVd 

2  u 
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his  knowledge  so  loosely,  that  he  was  easily  shaken  out  of  it,  and  I 
gave  in  to  Mr.  Cardwell  and  Mr.  Wilson.  Neither  of  these  gemk- 1 
men  had  the  least  idea  of  the  nature  and  ordinary  buanes  of  I 
banking,  because  banks  make  all  their  advances  by  creating  ud  I 
issuing  liabilities.  This,  however,  seemed  a  paradox  to  Mr.  Caid-  I 
well,  who  sneeringly  asked  the  witness  to  explain  how  btab  I 
increased  their  own  liabilities  by  making  advances  to  others,  whid  I 
any  bank  clerk  could  have  told  him.  Mr.  Wilson  asked  him  if  the  j 
banks  made  imprudent  advances  out  of  their  Capital  and  Deposit  \ 
Banks  have  no  Deposits  in  the  juridical  meaning  of  the  tem 
What  they  have  are  Mutua^  or  Credita.  But  they  make  all  advances  | 
by  creating  Deposits ;  />.  Credits,  or  Rights  of  Action.  And  thos  | 
all  banks  make  advances  by  increasing  their  liabilities,  whidi  was  »  | 
sore  a  puzzle  to  Mr.  Cardwell. 

This  misconception  of  the  meaning  of  the  word  Deposit  leads  to 
a  somewhat  amusing  error,  which  is  usually  seen  in  the  newspapes 
every  half-year  after  the  Joint  Stock  Banks  publish  their  accounts 
They  give  summaries  of  the  accounts  of  the  banks,  which  show  that 
they  have  about  ;£8oo,ooo,ooo  of  Deposits.  And  these  innocent 
writers  evidently  consider  that  these  are  Deposits  of  cash,  and 
they  hold  up  their  hands  in  astonishment  at  the  vast  quantity  of 
cash  the  banks  hold,  which  they  assume  are  the  savings  of  the 
people. 

Now,  as  no  one  supposes  that  there  are  more  than  ^90,000,000 
of  gold  coin  in  the  country,  it  would  somewhat  puzzle  these  in- 
genious gentlemen  to  explain  how  there  can  be  ^800,000,000  0: 
Deposits  of  cash  in  the  banks.  But  any  one  conversant  with 
banking  would  tell  them  that  these  ;^8oo,ooo,ooo  are  not  Deposits 
of  cash,  but  they  are  mere  creations  of  Credit,  and  that  they  are 
nothing  more  than  Bank-notes  in  disguise. 


DEPRECIATION  AND  DIMINUTION  IN  VALUE 

We  must  now  observe  the  distinction  between  two  expressions 
which,  though  often  used  indiscriminately,  are  essentially  distinct 

An  Alteration  in  Value  of  any  commodity  means  that  any 
Quantity  of  it  which  was  considered  equal  in  value  to  any  Quantity 
of  another  commodity  has  undergone  a  change.  If  com  is  at  any 
time  worth  40^.  a  quarter,  and  at  another  time  is  worth  only  30J.  a 
quarter,  these  two  Quantities  have  undergone  an  Alteration  in 
VaJue. 
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^ex>reciation  means  that  it  is  not  really  of  the  Quality  it  pro- 

?s   to  be. 

Iteration  in  Value  always  refers  to  some  other  commodity  with 

h    it  is  compared.     Depreciation  is  used  in  reference  to  itself; 

'^,    Alteration  in  Value  refers  to  External  Quantity,  Depreciation 

internal    Quality,    which,    however,    may    affect    its    external 

iorks. 

a.t  any  time  an  ounce  of  gold  will  exchange  for  fifteen  ounces 
^Iver,  and  if,  in  consequence  of  an  increase  in  the  quantity  of 
~^»  an  ounce  of  gold  becomes  able  to  purchase  thirty  ounces  of 
^^,  then  silver  is  said  to  have  fallen  in  value  with  respect  to  gold, 

quality  of  silver  remaining  exactly  the  same.  Or  if,  while  the 
utility  of  silver  remained  the  same,  gold  became  so  scarce  that  an 
^^ce  of  gold  would  similarly  purchase  thirty  ounces  of  silver,  gold 
oxild  be  said  to  have  risen  in  value  with  respect  to  silver.  In  either 
^^  the  result  is  the  same;  there  is  an  Alteration  in  Value,  or  a 
change  in  the  exchangeable  relation  of  the  two  metals,  while  each 
continues  of  exactly  the  same  quality. 

But  if  a  piece  of  money,  as  a  sovereign,  which  ought  by  law  to 
^ntain  a  certain  amount  of  pure  gold,  does  not  contain  the  amount 
't  ought  to ;  or  if  a  shilling,  which  ought  to  contain  a  certain 
Unount  of  pure  silver,  does  not  contain  the  amount  it  ought  to,  it  is 
depreciated  ;  so  also  if  a  Bank-note,  which  professes  to  be  of  the 
•alue  of  five  sovereigns,  will  only  exchange  for  four  sovereigns,  it  is 

Depreciated. 

These  distinctions  are  of  great  importance,  though  they  are  often 
tverlooked.  They  are  especially  necessary  to  be  observed  in  all 
liscussions  regarding  the  value  of  coins  which  retain  the  same  name 
brough  a  long  series  of  ages.  The  pound  of  money  in  the  days  of 
William  I.  really  meant  a  pound  weight  of  silver  bullion,  and  silver 
•as  the  only  money.  Since  then  silver  has  greatly  increased  in 
uantity,  and  other  things,  such  as  gold,  copper,  and  credit,  are  used 
s  money  as  well,  which  have  greatly  tended  to  diminish  the  value 
f  silver.  It  is  said  that  silver  has  fallen  to  the  twelfth  part  of  its 
alue  in  those  times.  But  not  only  has  the  value  of  silver  greatly 
)iminished,  but  also  the  coinage  is  greatly  Depreciated.  The 
lilling  was  then  the  twentieth  part  of  a  pound  of  silver  bullion ;  it 

now  only  the  sixty-sixth  part.  Hence,  not  only  is  silver  greatly 
diminished  in  Value,  but  the  coinage  is  also  greatly  Depreciated^  and 

is  said  that  in  consequence  of  these  combined  causes,  the  modem 
lining  is  only  of  the  thirty-sixth  part  of  the  value  it  was  in  the 
me  of  William  I. 
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These  causes  affecting  the  value  of  coins  which  retain  their  names 
through  long  periods,  may  act  in  the  same  or  in  opposite  directutt 
In  the  coinage  of  England,  these  two  causes  have  acted  in  the  suk 
direction.  But  they  may  also  act  in  opposite  directions.  A  cdnage  I 
may  be  greatly  depreciated,  i,e,  reduced  in  weight,  but,  from  Ae 
increased  value  of  the  material,  it  may  retain  its  former  value,  v 
may  be  able  to  purchase  as  much  as  it  did  in  its  original  state,  b 
is  sometimes  alleged  that  this  happened  at  Rome.  The  first  coiivp 
of  Rome  was  of  copper,  and  the  metal  was  found  in  great  aboid- 
ance  for  a  considerable  time  after  the  foundation  of  the  dty.  Tk 
first  measure  of  value  was  the  as^  which  was  a  pound  weig^  of 
copper.  The  as  was  subsequently,  at  the  time  of  the  second  Pnnk 
War,  reduced  to  the  twelfth  part  of  its  weight  And  some  writos 
allege  that  in  consequence  of  the  great  scarcity  of  the  metal,  it  hid 
increased  in  value  so  much  that  the  depreciated  coinage  woidd 
purchase  as  much  as  the  full  pound  of  copper  would  originallf- 
This  may  have  been  so  or  not,  but  it  in  no  way  affects  the  vffr 
ment ;  it  may  very  possibly  have  been  so. 

This  is  necessary  to  be  observed  in  comparing  prices  at  die 
present  day  with  those  of  former  times.  It  is  necessary  to  compare 
the  state  of  the  coinage  at  the  two  periods. 

These  considerations  greatly  affect  the  public  in  the  matter  of 
public  Debts.  The  State  agrees,  at  a  particular  time,  to  pay  a  fixed 
quantity  of  bullion  for  ever,  or  for  a  long  period  of  time,  to  its 
creditors.  Now,  even  supposing  that  all  other  things  remain  tbe 
same,  the  Value  of  Money  may  vary  greatly  during  long  periods  of 
time,  either  from  the  increased  scarcity,  or  the  increased  abundance 
of  the  metal,  and  either  the  State  or  its  Creditors  may  be  grievously 
aflfected  by  these  changes. 

The  public  debt  of  England  has  not  been  sufficiently  long  in 
existence  to  be  much  affected  by  this  last  consideration,  but  it  has 
been  sensibly  felt  in  perpetual  leases  granted  by  Corporations  to 
their  tenants  several  centuries  ago  to  their  tenants.  In  many  cases, 
rents  were  fixed  in  the  money  of  the  period,  and  in  consequence  of 
the  diminution  in  value  of  money,  and  the  depreciation  of  tbe 
coinage  since  that  time,  the  rents  have  fallen  to  a  little  more  than  a 
nominal  amount  at  the  present  time.  In  other  cases  the  rents  were 
reserved,  payable  in  the  value  of  certain  quantities  of  com,  and  Ae 
far-seeing  lessors  who  did  this,  have  preserved  their  rents  at  a  mudi 
higher  value. 


Discount  405 


DISCOUNT. 

>tiu  made  by  lending,  Le,  selling  (Loan)  money  for  Debts,  are 
in  two  ways : — 

\\  hen  the  person  who  sells  the  Money  and  buys  the  Debt 
\  to  defer  receiving  the  profit  until  the  end  of  the  time  agreed 
it  IS  called  Interest  (Interest). 

e  Debt  is  the  price  of  the  Money,  and  the  Money  is  the  price 
:  Debt 

The  diflerence  between  the  Money  advanced  and  the  Debt,  or 
x»iit,  may  be  retained  at  the  time  of  the  purchase  of  the  Debt. 
4-0111  is  then  termed  Discount. 
;  1  discount  itself  is  of  two  kinds  : — 

In  the  ordinary  books  of  Algebra,  it  is  said  that  Discount  is 

the  prufit  is  retained  at  the  time  of  the  purchase,  and  the 

aid  fur  the  Debt  is  such  a  sum  as,  improved  at  the  given  rate 

terest,  should  be  ec^ual  to  the  full  amount  of  the  Debt  at  the 

I  the  {>eriod  of  advance. 

Ls,  therefore,  the  Present  V'alue  of  the  sum  agreed  upon  at  the 
rate  of  Interest     This  may  be  called  Algebraical  Discount 
used  by  Insurance  Offices  in  making  advances,  and  in  some 
ixsev 

r.ut  this  kmd  of  Discount  is  never  used  by  bankers  and  dealers 
ne).     In  banking  it  is  universally  the  custom  to  retain  the  full 
-xi  uf  the  profit  agreed  u|)on  at  the  time  of  purchasing  the  Debt. 
1^,  It   a  tanker  discounts  a  bill  for  jQioo  for  a  year  at  5 
:n: ,  he  deducts  and  retains  the  full  ^'5  at  the  time  of  the 
i>r.  and  ^ives  liis  customer  a  Credit  for  X95*     That  is,  he 
%  a   Right  of  Action,  or   Debt,  against  himself  of  ^95  to 
ive  the  Right  to  demand  jQxoo  at  the  end  of  the  year. 
this  method  of   l>t!»count  is  invariably  usetl  by  bankers  and 
.  lenders,  it  may  be  termed  Bankings  DisCOUnt. 
r  Rate  of  Discount  is  the  ratio  of  the  profit  to  the  amount 
!  k'St  made  in  some  ^iven  time  as  the  year. 
Dt^ount  a  bill  is  to  purchase  the  Right  of  Actitin,  or  l>el>t, 
in^;  in  exchange  for  it  a  certain  sum  of  Money  or  Credit. 
'  profits  nude  by  Interest  and  .Algebraical  Discount  are  exactly 
i^jt  iianking  Discount  is  more  profitable,  because  in  Interest 
:  of  /  5  IS  made  on  the  actual  advance  of  X  1^0,  and  it  is  only 
a:  the  end  of  the  >ear  ,  but  in  Discount,  the  same  profit  is  made 
ad>ance  of  the  X95«  ^^^  ^  i^  "^X  ^  traded  with  at  once. 
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So  long  as  the  Rate  of  Discount  is  low,  there  is  not  modi  I 
difference  between  the  profit  made  by  Interest  and  Banking  Da-  I 
count.  But  as  the  Rate  of  Discount  increases,  the  profits  made  I 
increase  at  a  very  rapid  ratio,  as  may  easily  be  seen.  I 

If  a  person  "lends"  ;i^ioo  at  20  per  cent.  Interest,  he  advanca  1= 
;^ioo,  and  at  the  end  of  the  year  receives  ;i^i2o,  which  is  profit  at  1- 
the  rate  of  20  per  cent  I 

If  he  discounts  a  bill  for  ;i^ioo  at  to  per  cent,  he  advances  oolf  I 
;i^8o,  and  at  the  end  of  the  year  receives  ;^ioo,  which  is  a  profit  Of  I- 
25  per  cent  I 

If  he  ''  lends  "  ;£ioo  at  50  per  cent  Interest,  he  advances  ;f  100,  I 
and  at  the  end  of  the  year  receives  ;i^i5o,  which  is  profit  at  the  nte  I 
of  50  per  cent  I 

If  he  discounts  a  bill  for  ;i^ioo  at  50  per  cent,  he  advances  onlf  I 
;^5o,  and  at  the  end  of  the  year  receives  ;£^ioo,  which  is  a  profit  of  I 
100  per  cent.  | 

So  discounting  a  bill  for  ;^ioo  at  60  per  cent  is  a  profit  of  150 
per  cent. 

If  a  person  lends  ;i^ioo  at  100  per  cent  Interest,  he  advancei 
;^ioo,  and  at  the  end  of  the  year  receives  ;^2oo,  which  is  a  profit 
of  100  per  cent 

If  he  discounted  a  bill  for  ^100  at  100  per  cent,  he  would 
advance  Nothing,  and  at  the  end  of  the  year  he  would  receive 
j^ioo,  or  his  profit  would  be  Infinite. 

It  would  be  out  of  place  here  to  investigate  the  whole  Theory  of 
Banking  Discount,  but  we  have  given  a  full  exposition  of  it  in  our 
Theory  and  Practice  of  Banking  and  Elements  of  Economics, 

The  Athenian  bankers  seem  to  have  invented  the  method  of 
Discount  which  stirred  the  soul  of  Plutarch  to  phrenzy.  In  his 
violent  tirade  against  money  lending,  he  is  particularly  severe 
against  the  invention  of  discounting : — "  It  is  said  that  hares  bring 
forth  and  nourish  their  young  at  the  same  time  that  they  conceive 
again,  but  the  debts  of  these  scoundrels  and  savages  bring  forth 
before  they  conceive !  For  they  give,  and  immediately  demand 
back,  and  take  away  their  money  at  the  time  they  place  it  out,  and 
they  place  out  at  interest  what  they  receive  as  interest.  The 
Messenians  have  a  proverb: — 

*  There  is  a  Pylos  before  Pylos,  and  yet  another  Pylos  stiU  * ; 
but  it  may  be  said  to  the  usurers. 

There  is  a  Profit  l)efore  Profit,  and  yet  another  Profit  still. 

*'And  then,  forsooth,  they  laugh  at  philosophers  who  say  that 
'nothing  can  come  from  nothing. 


>  M 
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DISTRIBUTION. 

I»>:nhuti«»n  is  one  of  the  fundamental  terms  in  the  definition  of 
I-.'  otiiimi*  s  framed  hy  the  Keonomists  as  an  ahemative  definition  to 
. r^i!  ••!  (*«»mmene,  or  Kxrhanges. 

I'n^iui  i-rx,  as  defined  by  the  Hconc^mists,  were  those  persons  who 
•suiri»d   the   raw  produce   from   the   earth   and   brought   it   into 

•  •mm^Pe.  Hut  this  raw  produce  was  j^enerally  not  fit  to  be  used 
x\  >';:•(.-.  and  it  had  to  undergo  a  numlKT  of  changes  by  manu- 
U-  turin^  and  tranN|N>rt  from  place  to  place  before  it  was  finally 
■jktn  ».;i  ot  •  omnurce  for  use  and  enjoyment  by  the  ultimate 
. -^r.  %.,:•■.♦  r,  or  punhaser.  All  these  inlermeiliate  processes  between 
**•  !  r-t  ppnluf  tinn  and  the  ultimate  consumption,  or  purchase,  of 
•fi.  ..!.!..;  weft-  termed  I>istribulion  by  the  Ki*onomists»  and  the 
•.  -.,  .Ms  '\\\K\  were  engagi-d  in  them  were  termetl  Distributors.  Thus 
•*-.•  :•  rni  iMMributittn,  as  useil  bv  the  Keonomists.  was  restricted  to 
Ih^tr-.i'utitin  l>y  K\changL*N.  Smith  does  not  entitle  a  [Mrtion  of  his 
»orV  A^  hiHtribution,  but  his  use  of  the  word  is  the  same  as  that  of 
Try   h*  urionii^ts. 

r.j:  J.  S.  Mill  has  entirely  destroyed  the  scientific  unity  of  the 
'.';••  :.  IliN  second  Book  is  on  Distribution.  Hut  under  this 
'•rrr.  h'  tn-ats  of  Communism,  St.  Simonianism,  Fourierism, 
!-■•:•  r;:.i:ic.-.  Sla\ery,  Peasant  Proprietors.  Metayers,  Cottiers. 
N  »  -Ar.i!  lave  these  subjects  got  t»>  do  with  Exchanges  or 
'  •.•rr.ri'  :•  t-  ^  .Misolutely  nothing.  The  discussions  may  be 
-.:•  rt  ".r.:!^  in  themselves,  but  what  place  do  they  hold  in  the 
^-f-:.  ;;  •>  a!id  nun  hanism  of  commerce?  Hy  intro«iucing  these 
•  u'  •■' t-  as  hf  has  done,  .Mill  entirely  destroys  the  s<*ientitic  unity 

•  r!"'   * J^;t■^  t  .  and  if  he  thought  it  exjieditnt  to  disi^uss  them,  they 
'ipi*.:  :■•  h.iM-  I  it-en  relegated  to  quite  a  different  place. 


DOCK  WARRANT. 

\  Dtick  Warrant  is  a  Jus  tn  rem.  When  |>ersons  dciK)sit  goods 
.:.  ^  1*  «  k  Warehouse,  the  l)o<kniaster  gives  them  a  written  receipt 
r  r  ;.'.•  ^'^xift,  which  is  called  a  Dock  Warrant.  This  du<  ument 
.1  *.rar.sr'crjMc  by  indorsment,  like  a  Hill  of  Liding,  and  tiie  indorsee 
AC  {uircs  the  pro|>crty  in  the  goods,  and  may  ilatiti  them  iroin  the 
f  kockmastcr.  Thiii  Warrant  is  tcrineil  in  law  a  Document  of 
Title 
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DRAFT.  ■: 

A  written  order  from  one  person  to  another  who  Holds  a  nmof  l« 
money  as  a  Depositum^  as  the  Trustee,  Bailee,  Agent,  or  Semnt  i.  I: 
the  Drawer,  to  pay  a  sum  of  money  to  another  person,  is  tennedi  II 
DraA,  or  Order  for  the  pajrment  of  money.  I: 

Bills  of  Exchange  and  Drafts  are  of  exactly  the  same  fonn  nd  I 
external  appearance.    There  is,  however,  an  essential  disdnctioi  ft 
between  them  both  in  Law  and  Economics.    This  essential  distim-  ■ 
tion  consists  in  the  difference  in  the  relations  between  the  partiato  ft 
the  instrument  I 

In  a  Bill  of  Exchange  the  Drawee  is,  or  appears  to  be,  the  Debtor  ■ 
to  the  Drawer.  The  property  in  the  money  drawn  for  resides  in  tk  I 
Drawee:  the  Drawer  is  his  Creditor,  and  he  has  only  a  Right oT I 
Action  to  compel  the  Drawee  to  pay  a  sum  of  money,  but  he  has  no  I 
right  or  title  to  any  specific  money  in  the  Drawee's  possession.     ■   I 

In  a  Draft,  the  property  in  the  money  resides  in  the  DramL  I 
The  Drawee  merely  holds  it  as  a  Depositum ;  it  is  merely  entrusted  I 
to  him  for  custody  and  safe  keeping.  He  has  possession  of  it  ooij  I 
as  the  Trustc-e,  Bailee,  Agent,  or  Servant  of  the  Drawer,  and  if  be  I 
appropriated  it  to  his  own  use  it  would  be  a  felony.  I 

Hence,  in  such  a  case,  when  the  Drawer  draws  a  Draft,  or  Older  I 
for  the  payment  of  money  on  his  servant,  and  delivers  it  to  another  I 
person,  he  is  not  transferring  a  Right  of  Action,  or  Debt  due  to  I 
him ;  he  is  directing  his  servant  to  deliver  to  a  certain  person  a  | 
portion  of  his  own  money  which  is  in  the  custody  of  his  servant 

Also,  the  holder  of  the  fund  is  not  personally  liable  on  such  i 
Draft,  or  Order ;  he  is  only  bound  to  pay  it  if  he  has  money  of  the 
Drawer's  in  his  possession.  Consequently  such  a  Draft,  or  Order,  is 
not  a  Credit,  or  a  Personal  Obligation ;  it  is  a  Title  to  an  undefined 
portion  of  some  specific  money. 

Such  an  Order  is  not  a  Bill  of  Exchange ;  it  is  contrary  to  the 
fundamental  nature  of  a  Bill  of  Exchange. 

If  a  Bank  has  several  branches.  Orders  granted  by  the  head  oice 
on  the  branches,  or  vice  versdy  are  not  Bills  of  Exchange,  but  Drafts. 

Thus,  every  Bill  of  Exchange  is  an  Order  to  pwiy  money;  but 
every  Order  to  pay  money  is  not  a  Bill  of  Exchange.  The  word 
Order  includes  both  Bills  and  Drafts. 

The  distinction  between  Bills  and  Drafts,  both  in  Law  and 
Economics,  is  most  important. 

Drafts,  like  Bills  of  Lading  and  Dock  Warrants,  always  arise  out 


C]  Estate  409 

^  1  Bailment  or  Dqxnit  of  money,  and  consequently  cannot 
Esceed  in  <|uantity  the  money  deposited.  The  fund  in  charge  of 
:Jie  Treasurer  is  withdrawn  from  circulation,  and  locked  up  in  the 
vaults  of  the  Treasury,  and  the  Drafts  drawn  upon  it  can  never  be 
m\  circulation  as  well  as  the  money  they  relate  ta  Hence  such 
Drafb  do  not  increase  the  Currency,  or  Circulating  Medium,  and 
ba%-e  no  effect  on  prices. 

But  a  merchant  can  issue  Bills  or  Notes  far  exceeding  the  money 
be  may  possess  at  any  given  time,  because  he  is  not  bound  to  have 
feny  money  in  reserve  at  the  time  he  issues  them ;  he  is  only  bound 
te  have  money  to  meet  them  on  a  given  day,  even  if  he  does  pay 
Klkem  in  money.  But,  as  a  matter  of  fact,  in  modem  commerce, 
BiUs  are  very  rarely  indeed  paid  in  money,  hut  by  other  methods 
iCompensation— Noration).  The  practical  result  is  that  the 
Billi  and  Notes  and  other  forms  of  Credit  in  circulation  exceed 
■bout  100  times  the  <|uantity  of  money  they  are  supposed  to  repre- 
snt  Bills  and  Notes  form  part  of  the  Currency,  or  Circulating 
3ledium.  and  affect  firices  exactly  like  an  equal  amount  of  gold. 


ESTATE- 

The  word  Estate  is  one  of  those  in  Knglish  which,  by  a  cor- 
npcion  of  bnguage,  arc  supposed  to  mean  things,  but  which  in 
reality  mean  abstract  Rights. 

Thus,  when  a  nobleman  or  gentleman  is  said  to  own  a  large 
Estate,  It  IS  popularly  supi)Osed  that  he  has  the  Property  in  a 
Ur^'c  <]iianttty  of  land,  and  the  land  is  supposed  to  )>e  his  Estate. 
Tha!«  howi'ver,  is  a  complete  error.  In  the  first  place,  as  Mr. 
W;.:am^  says: —"The  first  thing  the  student  has  to  do,  is  to  get 
nil  of  the  idea  of  absolute  ownership.  Such  an  idea  is  <|uite 
unknovn  ti>  English  law.  No  man  is  in  law  the  absolute  owner 
of  Undv     lie  can  only  hold  an  Estate  in  them.** 

.^bftoluie  I'roiicrty  in  land  is  termed  allodial.  In  the  Roman 
JjDpue,  the  owners  of  land  held  it  in  absolute  property  or  Dom- 
i^mm,  without  any  superior.  .\nd  before  the  Con()uest,  this  was 
lite  case  in  Kn^Iand,  a!»  well  as  in  other  countries.  Wherever 
kuoun  law  {irevailed,  the  land  was  c<iually  divided  among  a  man's 
t'^iklrm  at  his  death,  the  same  as  his  movable  gixKls.  This  was 
Uw:  urifCin  of  the  small  pro|ierties  in  France,  whi<:h  so  m.iny  l)elieve 
»ii  the  conicquen<  c  of  the  French  Revolution.  Whereas  the  fact 
a  that  this  bw  was  inherited  from  the  Roman  Fmpirc,  and  ay^icd 
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to  all  roturier  land.  But  all  feudal  land  was  taken  out  di  itsopn* 
tion,  and  subjected  to  the  law  of  primogeniture.  What  the  FM 
Revolution  did  was  to  re-establish  the  law  of  equal  parddoni 
regard  to  feudal  land  The  law  of  equal  division  also  pieniledii 
England,  and  it  is  supposed  that  the  multitudinous  hedgen^ 
which  in  many  parts  of  the  country  used  to  divide  the  land  into* 
many  minute  patches,  but  which  greatly  disappeared  before  impo» 
ments  in  agriculture,  were  the  consequences  of  this  law. 

Feudal  tenure  had,  to  a  certain  extent,  been  introduced  iii 
England  before  the  Conquest  But  William  I.  assumed  theabnMr 
property  of  all  the  lands  in  England,  except  Church  lands  and  tk 
county  of  Kent,  for  the  Crown.  He  made  a  composition  with  tk 
men  of  Kent  to  maintain  their  ancient  customs,  so  that  the  lindii 
Kent  remains,  as  formerly,  divisible  among  the  fomily.  Tldi 
called  the  custom,  or  law,  of  Gavelkind;  but  most  of  the  landii 
Kent  has  been  disgavelled  by  various  Acts  of  Parliammt 

The  Conqueror,  then,  being  the  sole  absolute  proprietor  of  tk 
land  in  England,  except  as  above,  granted  out  to  his  foUoies 
certain  Rights  of  use  and  enjoyment  in  certain  lands,  and  tto 
Rights  were  termed  Estates. 

But  the  persons  to  whom  these  Rights  were  granted  were  bound 
to  render  certain  services  in  return,  and  they  were  never  called 
owners,  or  proprietors,  but  only  Tenants.  They  were  onlype- 
mitted  to  enjoy  the  use  and  profits  of  these  lands  on  the  expres 
condition  of  rendering  those  services  to  the  Crown,  which,  if  thqf 
failed  to  do,  they  were  as  strictly  liable  to  forfeiture  as  a  moden 
tenant  or  farmer  for  non-payment  of  rent.  And  at  first  these 
Estates  were  neither  alienable  nor  transmissible  by  will,  but  weit 
strictly  life  tenancies,  which  reverted  to  the  Crown  at  the  death  rf 
the  tenant. 

Thus  Littleton  speaks  of  Tenants  in  fee  simple.  Tenants  for  life^ 
Tenants  at  will,  Tenants  by  copy,  Tenants  for  terms  of  yeaa^ 
Tenants  in  common,  Tenants  by  grand  serjeanty ;  and  the  indeXp  tf 
tabula,  says  :  "  The  first  book  is  of  Estates  which  men  have  in  lands 
and  tenements  " ;  and  in  p.  i  he  says :  "  For  these  words  (his  bdn) 
make  the  Estate  of  inheritance.''  So  in  B.  III.,  ch.  2  :  "Of  Estitei 
upon  condition,"  he  says,  '*  estates  which  men  have  in  lands  tf 
tenements  upon  condition,  are  of  two  sorts,"  and  so  on  in  muf 
passages.  Littleton  would  never  have  dreamt  of  applying  the  vo^ 
Estate  to  the  land  itself. 

So  Bacon  says :  "  Property  of  land  by  conveyance  ii  ^ 
distributed    into    Estates    for    years,    for    life,    in    tail,    and 
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j>le.      These    Estates    are    created    by    word,    by  writing,    or 
record." 

Estate  is,  therefore,  always  a  Right  of  an  inferior  order  to 
X>erty.     It  in   reality  means  a  Lease,  as  Bacon  says:   **For 
for  years,  which  are  commonly  called  Leases  for  years. 
Interests  or  Estates  in  land  were  always  given  as  the  fee  or 
for  services  rendered  to  the  Crown."    So  Bacon  also  says  : 
e  last  and  greatest  Estate  of  lands  is  fee  simple,  and  beyond 
there  is  none  of  the  former  for  lives,  years,  or  entails,  but 
them  is  fee  simple.     For  it  is  the  greatest,  last,  and  utter- 
degree  of  Estates  in  land." 

e  true  meaning  of  Estate,  therefore,  is  a  Lease  or  Right  to  use 

5^Mig  derived  from  a  higher  power,  for  which  some  service  is  given, 

is  feudal  property ;  and  an  Estate  in  fee  simple,  means  a 

tual  lease  of  lands  or  tenements,  and  is  in  strictness  only 

licable  to  land. 

*The  true  meaning  of  the  word   Estate  is  also  shown  in  the 

\pesty  where  Iris  says: — 

"  A  contract  of  true  love  to  celebrate. 
And  some  donation  freely  to  Estate^ 
On  the  blessed  lovers.'* 

So  iEgeus,  in  Midsummer  Night's  Dream^  says  : — 

*<  And  all  my  Right  of  her, 
I  do  EstiUe  unto  Demetrius." 

So  Oliver,  in  As  You  Like  It^  says:  **A11  the  revenue  that  was 
^^Id  Sir  Rowland's  will  I  Estate  upon  you." 


EXCHANGE. 

Ad  Exchange  in  commerce  is  when  a  person  pays  a  Debt  he 
to  a  Creditor  by  transferring  to  him  a  Debt  due  to  him  from 
^f>meone  else. 

It  is  a  Delegation  or  one  form  of  a  Novatio. 

Thus,  where  a  person  pays  his  Creditor  by  a  Bank-note  or  by  a 
Cheque  on  his  banker,  or  by  drawing  a  Bill  of  Exchange  on  another 
person,  it  is  an  Exchange. 

Two  passengers  are  travelling  in  an  omnibus.  The  fare  is  six- 
pence. One  passenger  pays  the  conductor  a  shilling ;  the  conductor 
is  then  indebted  to  that  passenger  in  sixpence.  Another  passenger 
has  a  sixpence  in  his  hand  ready  to  pay  his  fare.  The  conductor, 
by  a  nod,  tells  him  to  give  the  sixpence  to  the  first  passenger.  By 
this  operation  both  Debts  are  paid.     The  Debt  of  the  conductor  to 
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ere  can  be  no  Fixed  Par  of  Exchange  between  Countries 
which  use  Different  Metals  as  their  Legal  Standard. 

sre  can"  only  be  a  Real  Par  of  Exchange  between  countries 
they  use  the  Same  Metal  as  their  Legal  Standard, 
sre  can  be  no  fixed  Par  of  Exchange  between  countries  which 
fiferent  metals,  such  as  gold  and  silver,  for  their  Legal  Standard 
-elative  market  value  of  the  two  metals  is  constantly  varying 
causes  entirely  beyond  the  control  of  any  law.  It  has  already 
shown  that  the  value  of  the  coins,  when  issued  in  unlimited 
ities,  strictly  follows  the  market  value  of  the  metals.  It  is  no 
possible  to  have  a  fixed  price  of  one  in  terms  of  the  other, 
to  have  a  fixed  legal  price  of  com  or  meat  or  any  other  com- 
;y.  If  there  is  to  be  a  fixed  price  of  one  in  terms  of  the  other, 
oin  whose  value  is  to  be  fixed  must  be  strictly  limited  in 
ity.  Thus,  at  the  present  time  in  France  five-franc  pieces  are 
ained  at  the  ratio  of  15^  to  i  to  gold,  because  the  French 
are  closed  to  the  free  coinage  of  silver.  If  silver  were  coined 
uice  in  unlimited  quantities,  the  value  of  the  five-franc  pieces 
I  fall  to  the  ratio  of  about  35  to  i  to  gold.  So  in  England  the 
of  shillings  is  maintained  by  strictly  limiting  their  quantity, 
irtificial  value  of  shillings  to  gold  is  20  to  i,  but  if  shillings 
freely  coined,  their  value  would  be  about  38  or  40  to  i  to  gold. 
le  Indian  Government  has  recently  closed  its  mints  to  the 
je  of  silver,  to  prevent  the  further  fall  in  the  value  of  the 
Every  Government  which  uses  gold  as  the  Legal  Standard 
liver  coin  as  subsidiary,  allows  gold  to  be  coined  in  unlimited 
ities,  but  restrains  the  issue  of  silver  within  its  own  discretion. 
1797,  when  the  Bank  of  England  stopped  payment,  the  House 
rds  appointed  a  Committee  to  investigate  the  subject  The 
littee,  among  other  things,  wished  to  ascertain  the  Par  of 
mge  between  London  and  Hamburg,  and  they  examined 
il  merchants  upon  the  question.  But  the  merchants  were  quite 
I  to  agree  among  themselves  what  the  true  Par  of  Exchange 
en  the  two  places  was,  and  the  Committee  reported  that  they 
inable  to  come  to  a  satisfactory  conclusion  on  the  point. 
■re  cannot,  in  the  nature  of  things,  be  any  true  or  fixed  Par  of 
inge  between  England  and  any  country  which  uses  a  Silver 
ard.  It  is  only  possible  to  say  that  such  is  the  usual  Rate  of 
inge  between  them.  Hence,  when  it  is  said  that  25-21  francs  is 
ar  of  Exchange  between  England  and  France,  it  only  means 
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the  first  passenger,  and  the  Debt  of  the  second  passenger  to  tk 
conductor,  are  paid  by  one  operation.     The  whole  transaction  is  a 

Exchangee. 

Out  of  these  tiny  germs  is  developed  the  whole  vast  and  coid|iI 
cated  system  of  the  Foreign  Exchanges. 

Three  parties  and  two  Debts  are  thus  necessary  to  an  Exchange 

The  Exchanges  is  that  branch  of  Commerce  which  treats  of  lk 
remission  and  settlement  of  Debts  between  parties  living  in  diieni 
places  either  within  or  beyond  the  limits  of  the  same  country,  and 
the  Exchange  of  the  Money  of  one  country  for  that  of  another. 

The  State  of  the  Exchanges  between  any  two  places  or  coontiici 
depends  upon  two  distinct  things  : — 

1.  The  State  of  the  Moneys  of  the  two  places. 

2.  The  State  of  the  Commercial  Dealings  between  the  two  placa 
The  State  of  the  Exchanges,  which  depends  on  the  State  of  tte 

Moneys  of  the  two  places,  is  called  the  Nominal  Exchange. 

The  State  of  the  Exchanges,  which  depends  on  the  State  of 
Commercial  Dealings  between  the  two  places,  is  called  the  Reil| 
or  the  Commercial  Exchange. 

On  the  Nominal  Exchange. 

For  the  due  understanding  of  the  Exchanges,  we  may  refer  our 
readers  back  to  the  fundamental  principles  of  Bullion  and  Coin  in  i 
previous  article. 

Suppose  that  the  Coinages  of  two  countries  are  made  of  the  sane 
metal,  and  the  Coinage  of  one  country  is  taken  as  the  standard, 
then  the  Quantity  of  the  Coin  of  the  other  country,  which  contains 
exactly  the  same  Quantity  of  pure  metal,  is  called  the  Par  of 
Exchange  between  the  two  countries. 

Suppose  that  the  Exchanges  between  England  and  France  were 
estimated  in  gold.  There  is,  as  near  as  possible,  one-fourth  nKxe 
pure  gold  in  an  English  sovereign  than  in  a  French  20-franc  picct 

If  the  English  sovereign  were  taken  as  the  standard,  it  would  be 
equal  to  1-25  of  a  20-franc  piece,  and  1-25  would  be  the  Parrf 
Exchange  between  England  and  France. 

The  Exchanges  between  England  and  France  are,  howewc^ 
estimated  in  gold,  but  in  silver.     Moreover,  the  Englkk 
is  not  exactly  1-25  of  a  20-franc  gold  piece.      *' 
was  usually  considered  as  the  Par  of  £xcb« 
and  France  when  gold  was  fixed  at  the  r 
which  ratio  is  now  only  maintained  by  th« 
to  the  free  coinage  of  silver  for  the  publ 
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vkiih  utf  Different  Metals  as  their  Legal  Standard. 
IT^re  cin  only  lie  a  Real  I'ar  nf  Kxrhange  bL'twecn  countries 
tm  they  UK  ihu  Same  Metal  as  their  Legal  Standard. 
TTierc  can  Im.-  no  fixed  Par  of  Mxchangc  between  countries  which 
[  differeni  metals,  such  as  t;old  and  silver.  Tor  iheir  I.cgal  Standard 
M:  relative  nurLL-t  value  of  the  two  metals  is  constantly  varying 
n  cjuK^  t-nliicly  lieyond  the  control  of  any  law.  It  has  already 
ni  thown  that  the  t'aluc  of  the  coins,  when  issued  in  unlimited 
:i.'.;:;m.  ttri<  ily  follows  the  market  value  of  the  metak  It  is  no 
>:<;  ;>»siblL-  to  have  a  fixed  price  of  one  in  terms  of  the  other, 
13  !<■  Save  a  tixcd  legal  price  of  com  nr  moat  or  any  other  com- 
oi:iy  If  tht-re  is  to  be  a  fixed  prio.'  of  one  in  terms  of  the  other, 
t  fi'in  wh'isc  value  is  lo  be  fixed  must  be  strictly  limited  in 
arv.:\  Ihu>.  at  the  present  time  in  France  Avc-franr  jneces  arc 
i:r.ui:K->I  at  thv  ratio  of  t5j  to  i  to  gold,  because  the  French 
:r:«  jTt-  >  Ii'*ed  lo  tin-  free  coinage  of  silver.  If  silver  were  coined 
in:.<v  :n  '.inlimited  >|uanlities,  the  \'alue  of  the  five-franc  pieces 
:'•■',  u'.l  111  I'm-  ratio  of  about  35  to  1  to  gold.  So  in  Kngland  the 
..I  of  %hillin.:s  is  maintained  by  strictly  limiting  th^-ir  ijuantity. 
^■r  ir.:':f:i]  lalue  •<(  >hillin>:s  to  (;oUI  is  10  to  t,  hut  if  shillings 
IT'.  ;rc'.''\  t '  ir-L'd.  their  value  would  be  nliuut  3.S  or  40  to  1  to  >;oliL 
'  T'.c  lt..i:j';  ( KivcrniiK-ni  h.is  recently  closed  its  mints  lo  the 
'■j^c  -t  •■•.UtT.  to  prevent  the  funher  (.ill  in  the  \jluc  of  the 
;rt'  i.ic!\  t iovernment  nhi<'h  usi-s  (fold  as  the  l.e);al  Standard 
id  i..ie:  '  <i;n  j>  sulisidiary,  allows  (;old  to  be  coined  in  unlimited 
■ir.ti:.r^,  !  ■;:  resit.iins  the  issue  of  silver  within  its  own  discretion. 
1~  17  ,-.  .vlxii  (be  (tank  of  Mn^laml  stopjied  payment,  the  House 
I>*il*  a[;-»:iitcil  3  (.'ommittie  to  iMiL->tiL:ate  the  -ubjett.  The 
WDitirr.  amun^  other  things,  wished  to  as<'crtain  the  l*ar  of 
Khsntie  l>ctwcen  Ijxidon  and  Ilanihtir^,  and  they  examined 
Nial  menhants  u|K>n  the  •|uestiiin.  Kui  the  merchaniH  were  iiuite 
•Ut  to  agree  among  themselves  what  the  true  I'ar  of  l.xchanM 
iBMBthe  IWD  pUces  was,  ami  the  Commillee  rejHUtvd  tl^.it  ll>vy 
e  In  a  niia^tory  ctifx  liuion  on  the  point. 

c  of  thjnfii.  Ik;  any  true  or  fixed  V»i  o( 
i  any  cououy  ^hKh  u»c«   »  S"^'" 

I  tD  wy  that  luch  is  ihe  usma'   KaK  *f 
t,  wbcii  11  i»  said  thai  -a  c     -3.\  ''*"''  * 
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that  such  was  reckoned  as  the  usual  Rate  of  Exchange  betwect 
them  before  the  recent  great  disturbance  in  the  relative  value  of  tk^ 
two  metals.  And  even  the  best  authorities  differed  by  several  I 
centimes.  And  between  such  countries  it  is  sometimes  impossilile| 
to  decide  certainly  which  way  the  Exchange  is,  unless  the  difiiereKt 
exceeds  a  certain  amount. 


On  the  Effects  of  a  Depreciated  Coinage  on  the  Exchange, 

Coins  may  circulate  in  their  own  country  at  their  full  nomiml 
value,  after  they  have  lost  a  good  deal  of  their  legal  weight  byi« 
and  tear,  because  persons  in  general  are  not  very  rigorous  in  wei^ 
ing  every  coin  they  receive. 

But  when  they  are  exchanged  for  bullion,  or  for  the  coins  of  t 
foreign  country,  they  are  always  weighed  and  exchanged  weight  for 
weight.  If,  therefore,  for  any  reason  whatever,  the  English  coIb 
have  become  degraded,  worn,  or  clipped,  and  so  lost  their  prop« 
weight,  they  will  evidently  not  buy  so  much  bullion  or  full-weighted 
francs  as  if  they  were  of  their  full  weight 

If  English  sovereigns  were  in  this  depreciated  state,  they  might 
perhaps  only  purchase  24  francs  instead  of  25-21  francs.  This 
would  be  called  a  Fall  in  the  Foreign  Exchanges. 

Or,  if  an  English  merchant  were  obliged  to  pay  a  Debt  of  2,521 
francs  in  Paris,  he  would  have  to  give  more  than  ;£ioo  to  purchase 
them.  This  would  be  called  a  Rise  in  the  Foreign  Exchanges,  and 
the  Exchange  would  be  said  to  be  so  much  Against  England  by 
the  amount  of  the  difference. 

When  English  Coin  is  used  to  purchase  French  Coin,  it  may  be 
looked  at  in  two  points  of  view : — 

1.  A  Fixed  amount  of  English  Coin  may  be  used  to  purchase  an 
Uncertain  amount  of  French  Coin. 

2.  An  Uncertain  amount  of  English  Coin  may  be  used  to 
purchase  a  Fixed  amount  of  French  Coin. 

In  the  first  point  of  view,  a  Fixed  amount  of  depreciated  Engli^ 
Coin  will  buy  a  Less  amount  of  French  Coin. 

In  the  second  point  of  view,  it  will  require  a  GreatCf 
depreciated  English  Coin  to  purchase  a  Fixed  amo 
Coin. 

Hence^  when  a  Depreciated  Coinage  is  said  te 
Foreign  Exchanges^  it  tneans  that  a  Fixed  an 
win  purchase  a  Less  amount  of  Foreign  Coin, 

When  a  Depreciated  Coinage  is  said 
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1  Exihamps,  it  mtant  Ikal  it  rt^uirts  a  Onater  amount  0/ 
k  Ct'in  til  purchast  a  FlXWl  amaunt  ef  Foreign  Coin. 
Icir  undcnUnding  of  these  eipreasions  will  prevent  any  con- 
viiing  when  they  arc  used  indiscriininately,  u  they  often  are 
rusiions  on  the  FUchanget.  They  are  not  contradictory,  as 
light  ai'pcar  to  be ;  they  only  refer  to  two  different  methods  of 
ling  the  Coinage. 

I  I'viilcnt  that  the  adverse  slate  of  the  Exchanges  will  continue 
\%  V,  the  I>epreciation  of  the  Coinage  exists,  and  that  a 
ition  uf  the  Horoe  Coinage  to  its  proper  state  will  at  once 
ihv  Kxchanges. 

<  ilio  evident  that  a  I>ei)rcciation  of  the  Coinage  by  a  Debase- 
>{  Us  Purity  will  produce  exactly  the  tame  effects,  because  in 
i-s  ii  is  the  i(uantity  of  pure  metal  which  is  regarded,  and  this 
lily  ilimmtshed  l>y  a  degraded  slate  of  the  coinage,  or  by  a 
i-mcni  of  its  purity. 

\i  C.'ii>ii):f  it  m  a  Dtpnoiated  State,  to  determine  whether 
ihf  Exchange  is  Favourable,  at  Par,  or  Aduem. 
n  the   Kngliih  Coin.ijjc  is  at  its  Tull  legal  weight,  v£|ioo  in 
i^n.  uilt  purchase  Jjii  French  silver  francs. 
\'tv:   that    the    Cuinajie    became    Depreciated,    so   that    the 
t  i'fii  f  uf  Itullion  rises  to  ^4  y.,  then  the  Market  Trice  of 
■  ■i  full  wciijhied  Coin  is  /.'106  tM.  -jkJ. 

l-.ir  that  the  Kxchange  on  Paris  is  13-80,  or  that  jCioo  of 
LtTtn:  <  iiin  will  pun  hase  ijSo  francs,  then  ^106  iif.  ■J^d. 
i.i-':\m-  :<-\''''j  francs. 

t'  ihe  Pir  ,it  the  Mint  I'nre  is  1511  francs,  it  is  evident  that 
•iiiiicnce  Ixtweiii  751:  francs  and  is^'i'^'i  fnuics.  or  15-63 
.  IS  tlie  extent  to  nhich  the  Real  Kxchange  is  in  favour  of 
M. 

IS  al«i  easy  to  »ee  how  muth  the  exchange  is  depressed, 
■t  ,£'>oo  ought  to  |>urchase  i5.{6-6t  francs,  whereas  they 
>3So  francs.  Conseiiuenily.  the  Kxchange  is 
6-6 J  franc*,  cr  the  100  sovereigns  arr  definent  by 
r  icml  >ciuhi.  and  this  will  be  found  to  tally 
r  their  Mint  Price. 
(  CsifOga  letTiidrilj  fnttmet  a  ftim  0/ He 
~'     "  tr»t  fl^  Md  a  Fall  in  tkt 

•s<x  Cam  wi 
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buy  a  Fixed  amount  of  Bullion,  and  a  Fixed  amount  of  the  Cunat 
Coin  will  buy  a  Less  amount  of  Foreign  Coin. 

Thus  a  Rise  in  the  Market  Price  of  Bullion  above  the  Mint  Pikx^ 
and  a  Fall  of  the  Foreign  Exchanges  below  Par,  Prores  aal 
Measures  the  Depreciation  of  the  English  Coinage. 

Hence  we  have  the  following  Rules  : — 

1.  Find  the  Market  Price  of  Bullion  in  London  compared  U  Ik 
Mint  Price. 

2.  Multiply  the  Market  Price  so  found  by  the  Rate  of  Excha^u 
Then  the  Exchange  is  Favourable,  at  Par,  or  Adverse,  accoriin| 

as  the  result  is  Above,  At,  or  Below  Par. 

And  the  Depression  of  the  Exchange,  caused  by  the  Depredatioi 
of  the  Coinage,  is  the  Difference  between  the  Sum  so  expressed  ift 
the  Mint  and  Market  Prices,  multiplied  by  the  Rate  of  Exdiangt 

In  the  excellent  state  in  which  our  Coinage  now  is,  the  questioi 
of  the  Nominal  Exchange  is  of  little  importance.  But  it  is  b' 
possible  to  understand  the  history  of  the  Currency  without  it,  aoi 
it  is  essential  with  regard  to  all  Foreign  Countries  which  use  ai 
Inconvertible  and  Depreciated  Paper  Money. 


On  the  Real  or  Commercial  Exchange. 

We  have  now  to  explain  the  mechanism  of  the  Real  or  thi 
Commercial  Exchange. 

Suppose  that  A  in  London  is  Creditor  to  B,  and  Debtor  to  B' 
both  in  Edinburgh,  in  equal  amounts,  then  to  settle  these  Debts 
would  be  necessary  for  B  in  Edinburgh  to  send  the  money  to  . 
in  London,  and  for  A  in  London  to  send  an  equal  amount  • 
money  to  B^  in  Edinburgh.  This  would  require  two  transmissioi 
of  money  between  London  and  Edinburgh,  at  some  expense. 

The  business  may  be  settled  much  more  easily  and  cheaply  if 
in  London  sends  to  B^  his  Creditor  in  Edinburgh,  an  Order  for  tl 
money  upon  B,  his  Debtor  in  Edinburgh.  By  this  means  bo 
Debts  are  setded  and  discharged  by  B  paying  over  to  B^  the  men 
he  owes  to  A ;  that  is,  by  the  simple  transfer  of  the  money  from 
to  B^  in  the  same  place,  instead  of  by  two  transmissions  of  mon 
between  London  and  Edinburgh.  This  order  is  termed  a  Bill 
Ejcchange,  and  the  operation  is  exactly  similar  to  a  person  payii 
his  Creditor  by  a  Cheque  on  his  banker,  or  the  case  of  tl 
passengers  in  the  omnibus  described  above. 

Thus  an  "Exchange,''  or  a  Delegation,  requires  at  least  th 
'^  and  two  Debts. 
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On  an  Exchange  with  Four  Partia. 

\vt  above  is  the^simplest  form  of  an  Exchange.     But  the  course 
^e  gives  rise  to  much  more  complicated  transactions, 
k  the  above  case,  A  fulfils  two  characters,  or  persona.     He  is 
lui>r  to  one  party,  and  1  )ebtor  to  another  in  Edinburgh, 
it  m  the  '*  Exchanges,*'  it  more  usually  happens  that  there  are 
parties. 

ipp^>sc  that  A  in  London  is  Creditor  to  H  in  Edinburgh,  and 
W  in  lUlinburgh  is  Creditor  to  A^  in  London,  then  to  settle 
r  I»ebts   two    transmissions  of  money  between   London  and 
iliurgh  arc  necessary. 

it  suppose  that  A^  in  Ix>ndon  goes  to  A  and  pays  him  the 
ry  he  owes  tu  W  in  Edinburgh,  and  buys  from  him  the  I>ebt  he 
i^'ainst  I<  in  Edinburgh.  He  then  sends  this  order  to  hii  own 
litor  r>*  in  i-ldinburgh,  then  \\^  presents  the  order  to  B,  and 
vt^  from  him  the  money  he  owes  to  .\^  By  this  means,  both 
)  iHrbts  are  settled  by  a  local  transfer  in  London  and  in 
bur^h.  .ind  the  exfxrnse  of  the  transmissions  of  money  between 
\  p'.ace^  IS  savcil. 

r.cn  :hc  sum  total  of  the  I  Urhts  between  Ix>ndon  and  Edinburgh 
uctly  e*|ual,  they  may  all  Ix!  paid  and  discharged  by  means  of 
"  L\(  Kanges,**  Novations,  or  I  delegations,  or  local  transfers, 
jut  the  aid  (»t  a  single  coin. 
;c  l.ichanges  are  then  said  to  be  at  Par. 

On  the  Time  Par  of  Exchange. 

>\>]Ky%c,  however,  that  the  I>cbts  between  Ix>ndon  and  Edinburgh 
lit  e<juaL  and  ilut   Edinburgh  has  to  send  more  money  to 
ion  than  it  lias  to  receive  from  Ix>ndon,  then  the  I  >emand  for 
IS  greater  than  the  Supply. 

It  as  It  is  cheafwr  to  send  a  itill  than  the  money,  those  who  are 
4  to  send  Money  will  bid  against  each  other  for  the  Hills  in  the 
Kit  as  for  any  other  merchandise,  and  the  Price  of  Bills  will  rise, 
PtaHOdttin  will  have  to  be  paid  for  a  Bill  on  Ix)ndon. 

Bills  tie  at  a  I'remium  on  any  place,  it  shows  that 
«s  nhot  are  adverse. 

^  Commerce.    It  is  the  seat  of 

id  from  all  parts  of  the 

^  oouQtry  g|;>  \o 
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l«a>-s  reckoned  in  the  Variable  Quantity  of  the  money  of  the 

rr  pUce  which  is  given  for  it. 

lie  former  is  termed  the  Fixed,  or  Certain,  Price,  and  the 

T  the  Variable,  or  Uncertain,  Price. 

*hen  any  place  is  taken  as  the  centre,  if  the  money  of  the 

c  IS  the  Fixed  Price,  it  is  said  to  Receive  the  Variable 

e 

ut  when  the  money  of  the  place  is  the  Variable  Price,  it  is  said 

vhre  the  Variable  Price. 

"he   Foreign   Exchanges  are  enormously  complicated,  because 

7  centre  of  Exchange  Receives  the  Variable  Price  from  some 

es,  and  Gives  the  Variable  Price  to  others. 

<twccn  Ijondon  and  Paris  the  jQ  is  the  Fixed  Price,  and  the 

hinge  is  reckoned  in  the  variable  amount  of  francs  and  centimes 

n  for  it. 

^  the  contrary,  between  London  and  Spain  the  dollar  is  the 

:d  I^ice,  and  the  Exchange  is  reckoned  in  the  variable  number 

cncc  given  for  it. 

\\xs  Ixindon  receives  from  Paris  so  many  francs  and  centimes 

rhc  ^1  :  on  the  contrary,  London  gives  to  Spain  so  many  pence 

:hc  iiollar. 

3  the  quoutions  of  the  Rates  of  Exchange,  it  is  usual  to  omit 

Fixed  Price  and  to  state  only  the  Variable  Price,  and  then  that 

\s  termc<l  the  Rate  or  Course  of  Exchange. 

ooiion  Receives  the  Variable  Price  from  .\msterdam,  Austria, 
r.um,  France,  Germany,  Italy,  and  Switzerland, 
ondon  Gives  the  Variable  Price  to  Calcutta,  Gibraltar,  I isbon, 
r  Vurk,  Kio  Janeiro,  St.  Petersburg,  and  Si)ain. 

i^i   the  EffectB  of  the  Exchanges  being  Favourable  cr 

Adverse  to  I^ynJon. 

\  a  general  rule,  when  the  Exchanges  are  favourable  to  Ix)ndon, 
:\^Ti  Hills  fall  to  a  Discount,  l>ecause  London  has  more  money 
rccive  than  to  |>ay. 

hen  the  Exchanges  are  Adverse  to  Ix)ndon,  Foreign  HilU 
to  a  Premium,  because  lx)ndon  has  more  money  to  pay  than 
rcet%c. 

ut  m  ronse«iiicncc  of  the  Opposite  modes  of  rcikonin^  the 
'.an^c*  m  l^mdun  on  ditfcrcnt  countries,  the  very  same  effects 
.-.avc  to  be  expreued  in  Opposite  terms,  according  as  I^indon 
or  Gives  the  Variable  I*rice. 
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Exchange  between  Loadon  and  Places  from  which  it  Reo&ta 

the  Variable  Price. 

If  the  Exchange  of  London  on  Paris  is  favourable  to  Loodoi^ 
and,  therefore,  the  supply  of  Bills  greater  than  the  demand,  Bft 
fall  to  a  Discount,  and  consequently  the  Rate  of  Exchange  will  me 
above  Par — that  is,  £^\  will  purchase  More  francs  and  centiMi 
than  the  Par. 

But  if  the  Exchange  is  against  London,  the  demand  for  blBi  ■ 
greater  than  the  supply,  and  Bills  will  rise  to  a  Premium,  and,  ttat 
fore,  £,\  will  purchase  Fewer  francs  and  centimes,  axkd  tk 
Exchange  will  fall  below  Par. 

And  the  same  is  true  with  respect  to  all  other  places  from 
London  Receives  the  Variable  Price. 


Exchange  between  London  and  Places  to  which  London  Oioti 

the  Variable  Price, 

But  of  course  the  contrary  takes  place  between  London  and  il 
places  to  which  it  Gives  the  Variable  Price. 

Thus  between  London  and  Spain,  when  Exchange  is  favouialk 
to  London,  she  will  give  Fewer  pence  to  purchase  the  dollar,  ff 
the  Exchange  will  fall  below  Par. 

If  the  Exchange  between  London  and  Spain  is  against  London, 
Bills  rise  to  a  Premium,  and  London  must  Give  more  pence » 
purchase  the  Dollar,  or  the  Exchange  will  rise  above  Par. 

And  the  same  is  manifestly  true  with  respect  to  all  places  U 
which  London  Gives  the  Variable  Price. 

Hence,  when  the  Rate  of  Exchange  between  London  and  uf 
other  place  varies  from  Par,  in  order  to  determine  whether  tbe 
Exchange  is  Favourable  or  Adverse,  it  is  always  necessary  to  c* 
sider  whether  London  Gives  the  Variable  Price  to,  or  Receives  At 
Variable  Price  from,  that  place. 

The  general  principle,  of  course,  is  always  true.  \Vhen  ti* 
Exchange  is  favourable  to  I^ndon,  Bills  in  London  on  other  pW 
fall  to  a  Discount ;  when  the  Exchange  is  adverse  to  London,  Kll 
on  other  places  rise  to  a  Premium ;  but  as  London  Gives  the  Va^ 
able  Prices  to  some  places  and  Receives  it  from  others,  the  si>8 
real  state  of  the  Exchanges  requires  opposite  expressions  in  th* 
opposite  cases.  But  it  is  exactly  the  same  with  every  centre 
Exchanges;  they  each  give  the  Variable  Price  to  some  places^*' 
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kc  it  from  others.  Hence  the  calculation  of  the  Exchanges  is 
tcr  of  the  most  extreme  complexity,  and  requires  no  little  of 
nius  of  the  calculating  boy. 


On  the  Limits  of  the  Variations  of  the  Exchanges. 

rn  the  debts  to  be  exchanged  between  any  two  places  are 

the  demand  and  supply  of  Bills  at  each  place  are  exactly 
jnd  the  ICxchanges  are  at  Par,  because  there  is  no  nione>'  to 
lifted  from  cither  side. 

if  one  place  has  to  send  more  money  than  it  has  to 
*.  the  demand  for  Bills  will  cause  them  to  rise  to  a 
im. 

the  fiuty  of  the  debtor  to  pUce  the  money  on  the  spot  where 
ti*.  i>  due  at  his  own  risk  and  expense.  Conse<|uently,  as  it  is 
T  !i>  send  a  Bill  by  post  than  to  send  the  cash,  with  all  the 
«%  of  freight  and  insurance  to  pay,  he  would  rather  give  a 
v*re  t^ian  the  nominal  value  of  the  Bill,  in  order  to  save  the 
e  of  sending  the  specie. 

he  will  not  give  more  than  the  cost  of  sending  the  specie, 
e  It'  the  price  of  the  Bills  were  higher  than  that,  it  would  be 
r  to  send  the  specie  itself. 

ce  the  cost  of  sending  the  specie  is  a  Superior  Limit  to 
uttons  of  the  real  Kxchangc. 

::x  reverse  case  may  also  happen ;  the  supply  of  Bills  in 
r.  on  I*ans  may  exceed  the  demand.  In  that  case  London 
^re  money  to  receive  than  to  pay.  The  price  of  Bills  will 
ucr.tlv  fall  below  Par.  But,  for  the  same  reason,  the  cost  of 
::tin«;  ^iKnie  will  be  an  Inferior  Limit,  below  which  the 
III!  no\  fall. 

Kv  the  Limits  of  the  Variations  of  the  Kxchanges  are 
^I  to  Twice  the  cost  of  sending  specie  between  the  two 

Limits  of  the  Variations  of  the   Lxchanges  between  two 

are  termed   Specie  Points,  l>ecause   when   the   Rates  of 

'^c  have  a  tendency  to  exceed  them,  si)ecie  may  be  exi>ected 

m  or  out,  as  the  case  may  be. 

u%t  )>e  ol»er\*ed,  however,  that  these  Limits  of  the  Variations 
Lxchanges  only  apply  to  Bills  fuyable  at  once,  and  to  con- 
:e  periotlt.     During  short  periods,  and  for  BiUs  which  have 
ime  to  run,  the  fluctuations  of  the  Exchange  v 
of  causes,  greatly  exceed  these  limits. 
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On  Inconoertible  Paper  Money. 

The  above  considerations  affect  coinages  of  gold  and  silver.  Bi 
in  modern  times  a  new  species  of  money  has  come  into  use,ial|^ 
nearly  every  country  has  had  recourse  to  it  in  times  of  public  A 
culty,  and  that  is  Paper  Money. 

While  Paper  is  convertible — t\e,,  while  the  holder  of  it  can  compd 
the  issuer  to  give  gold  for  it  on  demand — ^it  is  evident  that  it  caimot 
circulate  at  a  discount,  because,  if  it  fell  to  a  discount,  the  hddes 
would  at  once  go  and  demand  gold  for  it. 

In  quiet  and  ordinary  times  a  bank  can  keep  in  circulation  semi 
times  the  amount  of  the  specie  it  is  obliged  to  retain  in  Notes  <i 
Bank  Credits.  As  has  been  shown,  banking  profits  can  onljrh 
made  by  creating  and  issuing  Credit  in  excess  of  specie.  Andtf 
long  as  there  is  public  confidence  that  the  issuers  can  redeem  tki 
Credit  on  demand,  the  Credit  circulates  and  produces  in  all  lespedi 
identically  the  same  effects  as  an  equal  amount  of  gold. 

But  suppose  that  some  great  calamity  happens,  such  as  a  fear  rf 
invasion,  this  confidence  will  vanish,  and  numerous  persons  woaM 
demand  payment  of  their  Credits  in  gold. 

Under  the  circumstances,  and  with  the  enormous  masses  of  Pap* 
in  circulation  in  modern  times,  every  country  in  Europe  has  been 
obliged  to  suspend  payments  in  cash,  and  to  give  an  artificial  nlK 
to  the  Paper  by  receiving  it  in  payment  of  taxes,  &c,  at  its  nomiMl 
value  in  specie,  and  to  make  it  legal  tender. 

When  this  is  done,  Paper  Money  becomes  in  all  respects  eqoi* 
lent  to  a  new  standard,  just  as  much  as  gold  and  silver,  and  itsval« 
is  affected  by  exactly  the  same  principles  as  affect  the  value  of  goW 
and  silver. 

Under  the  old  system  of  attempting  to  fix  the  value  of  gold  i«l*- 
tively  to  silver,  there  was  no  power  of  convertibility  of  one  nie» 
into  the  other,  similar  to  the  convertibility  of  the  Bank-note.  ^ 
silver  fell  to  a  discount  as  compared  with  gold,  no  one  could  demac" 
as  a  right  to  have  his  silver  exchanged  for  gold;  consequently t* 
inevitable  result  of  a  considerable  change  in  quantity  or  the  denuw 
for  either  metal  was  a  change  in  their  relative  value.  In  i794?7 
rose  to  84J.,  if  purchased  with  si/ver  bullion  ;  but  if  the  silver  cdB 
had  been  convertible  into  gold,  like  a  Bank-note,  this  diffcftn* 
could  never  have  arisen,  any  more  than  a  Bank-note,  convertw'^ 
into  coin,  can  circulate  at  a  discount  as  compared  with  coin. 

Now  Paper  Money,  vjYveti  v&^vsitd  ^l'^  z.  ^Mhstantive  coinage^  W**^ 


i 
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ctly  the  same  rules.  If  only  the  usual  quantity  of  it  be  issued — 
no  greater  quantity  than  would  have  been  issued  if  it  were 
roz^vertible  into  gold — it  will  continue  to  circulate  at  its  Par  value. 
^lat  if  these  issues  be  increased  in  quantity,  and  if  the  natural 
corrective  of  excessive  issues  be  taken  away,  namely,  payment  in 
^SLsh  on  demand,  exactly  the  same  result  follows  as  attends  a  greatly 
K^oreased  quantity  of  silver,  and  it  &lls  to  a  Discount. 

Lord  King's  Law  of  Paper  Money. 

^When  either  of  two  metals  used  as  a  coinage  becomes  greatly 
increased  in  quantity,  it  becomes  diminished  in  value  as  compared 
ith  the  other  \  and  if  gold  and  silver,  not  being  convertible,  are 
impelled  by  law  to  circulate  at  a  fixed  ratio,  in  virtue  of  Gresham's 
\  the  one  which  is  underrated  invariably  disappears  from  circula- 
tion ;  it  is  either  hoarded  or  it  is  exported  to  foreign  countries,  where 
it  may  exchange  for  its  true  value. 

When  one  metal  diminishes  in  value  with  respect  to  the  other,  it 
is  not  Depredation,  because  it  has  a  general  value  in  the  market  of 
tlie  world.     But  when  Paper  is  used,  which  has  no  general  value  in 
the  market  of  the  world,  but  merely  a  local  value,  and  it  becomes 
excessive,  it  cannot  be  exported,  because  it  has  only  a  local,  and  not 
Si  general,  value.     It  falls  to  a  Discount  as  compared  with  coin,  or 
coin  is  said  to  rise  to  a  premium,  and  in  this  case  it  is  Deprecia- 
tion, because  it  professes  to  be  equal  in  value  to  coin,  and  it  is 
not  so. 

If  it  is  attempted  to  maintain  a  fixed  ratio  between  Paper  Money 

and  Coin  after  the  Paper  has  fallen  to  a  Discount,  exactly  the  same 

'^sult  follows  as  takes  place  when  Coin  of  inferior  Value  is  attempted 

^0  be  made  to  circulate  at  par  with  Coin  of  superior  Value.    The 

underrated  Coin  is  all  hoarded  or  exported.     It  entirely  disappears 

from  circulation,  and  nothing  but  Paper  remains.     As  the  quantity 

of  Paper  increases,  it  falls  in  Value.     All  Prices  rise,  the  Foreign 

Exchanges  fall,  and  all  the  Foreign  Trade  of  the  country  is  deranged. 

A  few  years  after  the  Bank  of  England  suspended  Cash  Payments 

in  1797,  the  Price  of  Bullion  rose,  and  the  Foreign  Exchanges  fell, 

deranging  the  whole  course  of  the  Foreign  Trade.     Some  able 

writers,  the  most  conspicuous  of  whom  was  Lord  King,  maintained 

that  this  was  due  to  the  Depreciation  of  the  Bank-note.    Strong 

interests  contested  this  doctrine.      The  Bank  contested  it  because 

it  found  it  profitable  to  issue  as  much  Paper  as  possible ;  merchants 

contested  it  because  they  were  afraid  that  their  accommodation 
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would  be  restricted.    After  a  short  time,  the  value  of  die  Bantattli 
improved,  and  the  question  slumbered.  I: 

In  1809  the  same  phenomena  recurred,  in  a  mudi  moreiB^I 
vated  form,  and  gave  rise  to  the  appointment  of  the  ceUmeil 
Bullion  Committee.  All  the  witnesses  before  this  CoiiininB;| 
except  one,  maintained  that  it  was  not  the  Bank-note  wfakhkil 
fallen,  but  Gold  which  had  risen.  I 

The  Report,  drawn  up  by  Huskisson,  Homer,  and  TboOto^l 
entirely  disproved  this  assertion,  and  showed  that  the  Riseoftkl 
Market  Price  of  Gold,  and  the  Fall  in  the  Foreign  £xduuige%«il 
entirely  due  to  the  Depreciation  of  the  Bank-note  from  EaxMel 
quantity,  and  it  recommended  a  diminution  of  its  Issues,  10 11  til 
restore  the  value  of  the  Bank-note.  I 

Resolutions  in  accordance  with  the    Report   were  moved  If  I 
Homer.     It  was  proved  that  there  were  two  prices  m  oomMl 
use,  a  Paper  Price  and  a  Money  Price,  and  that  a  ^i  Bank-wKJ 
and  7 J.  were  commonly  given  for  a  guinea.    Nevertheless,  anderl 
the  influence  of  party  passion,  the  House  of  Commons  voted  ^ 
in  public  estimation,  a  guinea  was  equal  to  a  jQi  Bank-note  and  lii 
or  that  27  =  21.     Freed  by  this  vote  from  all  control,  the  Bank; 
made  more  extravagant  issues  than  ever,  so  that  in  181 5  the  Bank- 
note was  only  worth  i/[s.  6d, 

However,  the  doctrines  of  the  Bullion  Report  gradually  conviiKxd 
the  Mercantile  world,  and  in  18 19  they  had  scarcely  an  opponenl 

Lord  King's  law  of  Paper  Money  is  this : — 

A  Rise  of  the  Paper,  or  Market,  Price  of  Bullion  above  the  Ifvt 
Price,  and  a  Fall  of  t/ie  Foreign  Exchange  below  the  Limits  (f  tk 
Real  Exchange,  is  t/ie  Proof  and  the  Measure  of  the  De^redatim  iff 
the  Paper  Money, 

This  principle  is  so  universally  admitted  now,  and  is  so  perfectly 
evident,  that  there  is  no  use  in  wasting  more  words  to  prove  it 

It  shows  that  Paper  Money  must  always  be  restrained  within 
certain  strict  Limits  to  maintain  a  Par  Value  with  Gold.  Bat  if 
this  be  duly  done,  a  certain  amount  of  Inconvertible  Paper  Money 
may  circulate  along  with  specie  at  Par. 

If  the  Bank  of  England  had  taken  proper  measures  fcv  con- 
trolling and  limiting  its  Issues,  its  Notes  might  have  circulated  at 
Par  with  Gold. 

In  1797,  when  the  Bank  Suspension  Act  was  passed,  the  Banks 
in  Edinburgh  held  a  public  meeting,  attended  by  the  authorities  of 
the  town,  and  gave  notice  that  they  should  henceforth  refuse  to  cash 
their  Notes.    This  letusal  ^as  continued  during  the  whole  of  Ac 
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rom  the  judicious  measures  taken,  their  Notes  continued 
at  I*ar  with  Hank  of  England  paper, 
he  Inconvertible  Notes  of  the  iiank  of  France  circulated 
C.\>in,  l>ecause  they  were  carefully  limited, 
rines  of  the  HuUion  Report  lay  down  the  principles  by 
retlit  and  l*a|H:r  Currency,  whether  Convertible  or  Incon- 
st  l>e  regulated,  namely,  a  strict  attention  to  the  Price  of 
i  the  State  of  the  Foreign  Exchanges, 
lonstration   of   the    Hullion   Report  was,  in   course   of 
really  arc  eptcd  by  the  lianking  and  Mercantile  world. 
iffirulty  left  unsolved  was  the  Practical  Measures  to  be 
rarry  it  into  effect 

,  after  several  unsuccessful  attempts  to  discover  the  true 
:ivin^  effect  to  this  doctrine,  this  problem  has  now  been 
solved,  as  will  be  shown  further  on,  and  thus  the  Theory 
r  Currency  is  now  complete. 

:hf  Restoration  of  the  Coinage  on  the  Exchange, 

e<*e<)ing  remarks  on  the  Nominal  Exchange,  it  has  been 
the  (K-prcciation  or  degradation  of  the  Coin  in  which 
;>:eN  are  reckoned,  must  necessarily  derange  all  the 
ft  the  country,  and  that  a  Restoration  of  the  Coin  to 
il  Nt.ito  will  he  surticient  to  rectify  the  Exchanges, 
t.ite  <»f  an\  other  iM)rtion  of  the  Currency,  or  Circulating 
:.in  thr  one  in  which  the  Exchanges  are  reckoned,  will 
hnn. 

ri\  |urt  ft  the  reign  of  William  III.,  the  Silver  Coinage, 

•   F\t  h.in^'es  were  then  reckoned,  had  fallen  into  a  most 

stati'   from  dipping   and  other   causes.     On  collecting 

n  troin  dit)erent  {arts  of  the  countr)-,  it  was  found  that 

Mariflv  exceeded  one-half  of  their  legal  weight.     The 

werr   entirely   disordered,    and    the   commerce   of   the 

tliroHn  into  utter  confusion.     In  the  beginning  of  1696, 

>rk  of  the  restoration  of  the  Coinage  was  begun,  and  by 

«   Cfin  U'g.in  to  be  issued  in  considerable  (|uantities, 

« hanges  were  immediately  rectified. 

1- Holland  Notes  at  this  {)eriod  were  at  a  heavy 
ctause  the  r».ink  had  sus{)ended  {vayments  in  cash. 
riKJufrd  no  effect  on  the  Exchanges,  because  thqr 
cckoned    in    Tank  notes,  but  exclusively  ill   tiK 
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FARM. 

The  word  Farm  is  an  example  of  those  words  in  English  whidi 
in  Reality  mean  a  Right,  but  which  in  common  parlance  havebea 
corrupted  to  mean  a  Thing. 

Most  persons  think  that  a  Farm  means  a  piece  of  land,  and  tlot 
a  good  fanner  is  a  good  agriculturist  This,  however,  is  an  ens 
The  word  Farm,  like  Estate,  means  a  Lease.  It  is  called  hn^ 
from  firmusy  fixed ;  because  the  sum  to  be  paid  for  the  me  tf 
the  land  is  fixed.  Whenever  a  person  takes  a  lease  of  anjdif 
capable  of  yielding  profits,  and  upon  agreeing  to  pay  z  fixed  u 
is  allowed  to  appropriate  all  the  remaining  profit  to  himsd(  it  ■ 
termed  a  Farm.  Thus  in  many  countries  it  used  to  be  the  cnstni 
to  Farm  the  Taxes.  The  word  Farm,  then,  like  Estate^  ledr 
means  a  Lease,  and  is  simply  a  Rig^ht. 


THE   FUNDS. 

The  nature  of  the  Funds  has  always  been  an  inscrutilfe 
enigma  to  those  persons  who  adhere  to  the  exploded  concept  i 
Economics  as  the  "Production,  Distribution,  and  Consumption rf 
Wealth." 

If  a  person  had  ;^5oo,ooo,  as  it  is  termed,  in  the  Funds*  l« 
would  be  termed  a  "  Wealthy  "  person.  But  when  the  Funds  tbe*- 
selves  are  termed  "  Wealth,"  many  persons  are  scandalised  at  thf 
idea  that  Public  Debts  are  Public  Wealth. 

It  is  obvious  that  the  Public  Debts,  or  Public  Credit,  depen* 
upon  exactly  the  same  principles  as  the  Credit  of  private  pastt 
which  are  fully  explained  under  the  article  Credit  All  tke 
difficulties  and  perplexities  of  the  subject  proceed  from  Im^ 
adopted  an  erroneous  concept  of  Economics,  and  not  hrt 
thought  out  and  settled  the  meaning  of  its  fundamental  tenns.^^ 
has  been  done  in  all  other  Sciences,  and  from  ignorance  rf  * 
elementary  principles  of  Mercantile  Law. 

By  adopting  the  concept  of  Economics  as  the  Science  ^ 
Exchanges,  the  whole  subject  becomes  perfectly  clear  *■ 
simple. 

Before,  however,  we  proceed  to  the  exposition  of  the  sal^ 
it  will  be  expedient  to  clear  away  the  errors  with  whidi  •*  * 
infested. 
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Error  of  Mill  and  others  regarding  the  Nature  of  the  Funds. 

It  is  first  of  all  necessary  to  point  out  a  most  serious  and  vital 
error  which  many  persons  hold  regarding  the  Nature  of  the  Funds. 

Thus  Mill  says  {Preliminary  Remarks)^  "This  leads  to  an  im- 
portant distinction  in  the  meaning  of  the  word  Wealth,  as  applied 
to  the  possessions  of  the  individual,  and  to  those  of  a  nation,  or 
of  mankind.  In  the  Wealth  of  mankind,  nothing  is  included  which 
^oes  not  of  itself  answer  some  purpose  of  use  or  pleasure  (?).  To 
*n  individual,  anything  is  Wealth  which,  though  useless  in  itself, 
enables  him  to  claim  from  others  a  part  of  their  stock  of  things 
Useful  or  pleasant. 

*'Take,  for  instance,  a  mortgage  of  one  thousand  pounds  on  a 

*^nded  estate.     This  is  Wealth  to  the  person  to  whom  it  brings 

^  revenue,  and  who  could,  perhaps,  sell  it  in  the  market  for  the 

*^1  amount  of  the  debt     But  it  is  not  Wealth  to  the  country; 

^^  the  engagement  were  annulled,  the  country  would  be  neither 

poorer  nor  richer.     The  mortgagee  would  have  lost  one  thousand 

Pounds,  and  the  owner  of  the  land  would  have  gained  it.     Speaking 

nationally,  the  mortgage  was  not  itself  Wealth,  but  merely  gave 

A  a  claim  to  a  portion  of  the  wealth  of  B.     It  was  wealth  to  A, 

and  wealth  which  he  could  transfer  to  a  third  person;  but  what 

he  so  transferred  was  in  fact  a  joint  ownership,  to  the  extent  of 

a  thousand  pounds,  in  the  land  of  which  B  was  nominally  the 

sole  proprietor. 

"  The  position  of  the  fund-holders,  or  holders  of  the  public  debt, 
is  similar.  They  are  mortgagees  on  the  general  Wealth  of  the 
country.  The  cancelling  of  the  debt  would  be  no  destruction  of 
Wealth,  but  a  transfer  of  it:  a  wrongful  abstraction  of  Wealth 
from  certain  members  of  the  community  for  the  benefit  of  the 
Government  or  the  taxpayers.  Funded  property^  therefore^  cannot  be 
counted  as  part  of  the  national  Wealth,  This  is  not  always  borne 
in  mind  by  the  dealers  in  statistical  calculations.  For  example, 
in  the  estimating  the  gross  incomes  of  the  country,  founded  on  the 
proceeds  of  the  Income  Tax,  incomes  derived  from  the  funds  are 
not  always  excluded,  though  the  taxpayers  are  assessed  on  their 
whole  nominal  income,  without  being  permitted  to  deduct  from 
it  the  portion  levied  from  them  in  taxation  to  form  the  income 
of  the  fund-holder.  In  the  calculation,  therefore,  one  portion  of 
the  general  income  of  the  country  is  counted  twice  over,  and  the 
aggregate  amount  made  to  appear  greater  than  it  is  by  about  thirty 
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millions.     A  country,  however,  may  include  in  its  wealth  all  stock 
held  by  its  citizens  in  the  funds  of  foreign  countries,  and  other  debli 
due  to  them  from  abroad.     But  even  this  is  only  Wealth  to  tkm 
by  being  a  part  ownership  in  Wealth  held  by  others.     It  forms 
part  of  the  collective  Wealth  of  the  human  race.     It  is  an 
in   the  distribution,  but  not   in   the  composition   of  the 
Wealth." 

How  does  the  distinction  between  public  and  private  wealdi,i 
the  above  passage,  consist  with  Mill's  general  definition  of  Wealth-' 
as  Anything  which  has  Purchasing  Power  ? 

The  fallacy  that  the  Funds  are  similar  to  a  mortgage,  appcw 
conspicuously  in  another  writer,  Mr.  Capps,  who  gained  a  prize  cf 
jQ200y  put  at  the  disposal  of  the  Society  of  Arts,  for  the  best  essiy 
on  the  mode  of  liquidating  the  National  Debt 

He  says — "There  are  two  antagonistic  and  conflicting  fallacies 
respecting  the  National  Debt,  which  are  very  prevalent  The  first 
is,  that  funded  property  forms  as  much  a  portion  of  the  wealth  of  Ac 
countr)',  and  is  therefore  to  be  reckoned  among  its  assets,  as  lands, 
houses,  or  any  other  description  of  tangible  property.  The  second, 
which  is  precisely  the  opposite  of  the  former,  is  that  the  Debt  is  a 
subtraction,  or  a  deduction  from  the  wealth  of  the  country ;  that  the 
country  is  so  much  the  poorer  for  it.  Neither  the  one  nor  Ae 
other  is  correct ;  for  the  truth  is,  that  the  country,  with  the  triflii^ 
exception  which  we  shall  hereafter  name,  is  neither  the  richer  nor 
the  poorer  for  the  existence  of  the  debt,  and  that  consequently,  both 
the  opinions  we  have  mentioned  as  being  prevalent,  are  erroneous ; 
which  we  shall  now  proceed  to  show. 

"With  regard  to  the  first,  we  have  seen  estimates  made  of  the 
total  wealth  of  the  country,  in  which,  after  the  enumeration  as  a 
portion  of  the  wealth  of  the  nation,  of  lands,  houses,  raw  materials, 
and  manufactured  products  of  all  descriptions,  there  has  been  an 
item  inserted  of  *  Funded  Property,'  which  has  been  considered  as  of 
itself  an  actual  property,  separate  from,  and  an  addition  to,  all  other 
wealth.  Now  the  debt,  or  the  Funds,  though  a  property  to  the 
parties  who  hold  them,  are  not  so  to  the  nation  as  a  whole ;  for  they 
are  only  a  Mortgage  upon  the  rest  of  the  property  of  the  country  ;  and 
by  just  so  much  as  they  are  the  property  of  the  holders,  they  are  an 
incumbrance  and  a  diminution  of  the  value  of  the  things  so 
mortgaged  or  encumbered. 

"It  is  precisely  a  parallel  case  to  the  following — A  is   worth 

^x 0,000,  in  the  shape  of  an  estate  of  that  value.     B  is  worth 

,000  in  money.     A  mortgages  his  estate  to  B  for  ^5,000,  and 


^ } 
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fxmds  the  money  unproductivcly.  [Why  so?  Sup|)Ose  he  spends 
lie  money  productively  in  improving  his  estate?]  Ix*t  now  a 
-aliuti<»n  tic  made  of  the  profK^rty  of  A  and  H  jointly,  and  we  shall 
find  that  the  amount  of  their  united  wealth  is  just  the  \*alue  of  the 
attaic  and  nothing  more.  The  estate  is  worth  ^10,000,  ^5.000  of 
vhich  lielongs  to  H  as  mortgagee,  and  ^SfOoo  is  the  value  of  the 
squity  of  redemption  to  A  as  mortgagor.  The  mortgage  in  no  way 
ftdds  to  the-  value  of  the  estate,  and  though  it  is  a  property  to  B  as 
KDortgagi-e,  it  is  to  the  same  extent  a  diminution  to  A  of  the  \*alue  of 
the  estate. 

**It  IS  the  same  with  the  National  IHrbt.  The  tvhole  (oumtrv  and 
•/j  froduitiofts  arc  mortgajiied  lo  the  fund-holders  io  the  extent  of  about 
^me$rtrnth  of  their  xwiue  :  and  though  such  funds  form  a  property  to 
the  hoKlcrs  of  them,  they  are  only  so  in  the  character  of  a  mortgage, 

■  hi*  h  redurt*s  the  value  of  the  pro|K*rty  mortgngitl  to  its  proprietor, 
h>-  ju%t  the  amount  of  the  mortgage.  In  taking,  therefore,  an) 
Acrount,  or  nuking  any  valuation  of  the  total  wealth  of  the  countr)*. 
funded  pro(H*rty  must  not  \x  put  down  as  an  item,  unless  you  make 
1  rorTes|)omlmg  deduction  on  the  other  hami  from  the  value  of  the 
firijjKrfty  iif  whirh  it  forms  a  mortgage." 

Wc  have  i{U(>teii  these  |iassages  at  somewhat  wearisome  length,  in 
i»fdcr  that  wc  may  not   Ik.-  sup|Kisi*d  to  have  miNrepresented  the 

■  nterv  They  contain  a  complete  series  of  misconceptions  and 
rfror*  u|H)n  a  sul»je<-t  of  great  imjwrtance,  ami  whiih  involves 
M:\cnl  oi'  the  fundamental  concepts  of  K<'onomirs. 

Error  ot  ,  'miJertni^  the  Funds  as  a  Mortgage  on  the  Property 

of  the  iountry. 

To  r  on^ider  the  Funds  as  a  mortgage  on  thi-  lamls  and  profK-rty 
•  thv  «t«untry«  jn  Mill.  Mr.  (\ipps,  and  many  other  writers  do.  is  a 
£T«r%»  an4i  jul|al»le  error,  whirh  only  arises  fnm»  ignoranee  of  the 
nujist  eU-nsmtary  principles  of  Mercantile  law. 

A  moHjcage  is  a  formal  deeil.  ronvi\inj;  rights  to  rertain  pro|K'rty. 
When  were  thi  fundholders  « \er  put  l»y  formal  lieed  of  conve\ance 
rito  posM'«''i'»n  of  the  <  ountrx  aiul  i!s  products?  I.*t  us  n«.x-  the 
A' t  f>t  rar'.iameiU  whirh  ditl  so.  Let  thi^  womii-rful  deed  of 
. '<i\» '..m*  e  U-  prinluced.  I  ntil  it  !'•  pr<Hlueid,  ii  is  i  leaf  that  the 
f  ur.d*  3k^'   :i'»i  a  mortgage  on  iht   pro|>erty  ot  the  <  ouiitr\. 

A^  a  nwttrr  of  pure  law,  the  I  unds  and  a  .Mortj;a^e  deed  Ulong 
t-f  twu  lof.ili>  (1  liferent  elapses  t»f  proi»ert\. 

In  tln^iith  law,  when  a  |Kr»on  U>rrows  nione\   on  mortgage,  he 
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artiially  srils    the   land   or   other  property  to  the  mortgagee  kl'' 
i-x(:hanj;c  for  the  money.      The  mortgage  deed  is  a  title  tottelt-'^- 
s|XM:inr:  land,  or  property,  and  to  no  other.     The  mortgagee  becona  t 
the  actual  legal  owner  of  the  land;  but  he  is  bound  to  resell, a r 
reconvey,  the  land  to  the  mortgagor  upon  his  repaying  the  mooej.  f  ~  - 
Hence  a  mortgage  deed  is  not  separate  property  from  the  land;  its  I' 
but  one  property  with  it,  just  as  Bills  of  Lading  and  Dock  Wanaiffi  |  ' 
are   titles   to  specific   goods,    and   are   one    property  with  dxu  |  ' 
Mortgage  deeds  and  Bills  of  Lading  are  not  Credit^  they  are  Jun  |' 

in  re.  I 

Hut  the  rounds  are  ])ure  Rights  of  Action  against  the  State  as  I 
a  /V/.viv/ii :  or  Rights  of  Action  to  demand  from  it  a  series  of  future  I 
luyuKMits  in  exchange  for  money,  which  the  Fund-holders  have  kot  1 
or  sold  to  the  State.     They  are  simply  a  Bill  of  Exchange  pa)'able  ■ 
by  instalments  for  ever.  I 

When  a  merchant  gives  a  Bill  of  Exchange  in  exchange  for  goods,  I 
it  is  \\s>\  a  riiiht  i^r  title  to  any  Specific  money,  it  is  simply  an  I 
abstiact  Rijihi  of  Action  aiiainst  his  jK^rson  ;  he  merely  engages  that  I 
he  shall  be  leadv  to  luv  the  bill  when  it  falls  due,  and  therefore  it  I 
IN  I ,\\\\k\  ,1  Credit.  I 

So  wlu  !i  iIk-  Stale  borrows  money,  and  gives  the  Right  to  demand 
•A  st'iu-s  v^f  j;:ture  }u\me:'i:>  tor  it  in  exchange,  which  are  called 
\W  I'lijuls,  t!uy  are  no:  Rii^his  to  any  specific  lands,  producis, 
iM  money,  tlu y  are  nurely  Rights  against  the  State  in  its  corporate 
iMjuciiN  .  a:"id  :luy  arc  inie:H:eo  :o  be  jxaid  out  of  its  future  income: 
icst  .;>  .1  r.'irch.::v.  v.-\s  his  acv^cvt.^.nces  out  of  his  future  income. 
Tiuv  are  iluTviorc  ur:r.tc.  Public  Credit 

I'o  Mi:^:v>i  :h.\:  ::u  r.'.r.vls  ,'irc  /.  :v.v^::i:ai:e  on  the  land  and  its 
IMixici'iN.  is  as  j:ross  .;:i  tiror  i:^  McTcar.v.'e  Law,  as  it  is  to  supjX)>t 
thai  \\hi:t  a  :v.crv:u:"::  .;c.\:":s  .^.  1>:'.1  of  Kxchange  he  thereby  grants 
a  moiu.^cc  or.  h:s  '..w.J.s  or  house. 

' rhc  r-i : : *. o. s,  '. ; s c  i^ : '.! >  o :"  V \ ." V..i " c ;: <  -re  C redit :  ih e v  bo: h  bclon- 
to  tha:  cla^s  v^f  -.voo,::-^  :.':v.v\:  Jura  in  personam. 

Mill  :>  a'so  cos>l\  :*  .::.^:  v»::i".  he  sivs  :ha:  :h-.-  c:::::ens  of  one 
\VuniT\    r'.a\    .:".*\\-.v    ":*.   :*.■•  Wi.-.:h  :he  sicvrks  he-Id  by  :hem  in 

|.\J>-  «.'•'*  .'*    N V  •  •»       ■  ■•■•  •■  ■■*<  *■"' 
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perty  in  the  possessions  of  his  debtor,  as  we  have  shown  fully. 

ICiredit,  Debt.)     A  Debtor's  property  is  absolutely  his  own;  all 

his  Creditor  has,  is  an  abstract  Right  of  Action  against  his 

>on  to  compel  him  to  exchange  some  of  his  property  to  buy  up 

J^^  Bight  of  Action  against  himself.     The  Right  of  Action  and  the 

"^^V^tor's  property,   are  therefore  separate  and  distinct  articles  of 

«^^operty  or  Economic  Quantities,  and  there  is  no  joint  ownership 

*^^ever.     It  is  the  very  first  thing  which  is  inculcated  on  every 

^^^ent  of  Mercantile  Law,  that  a  Bill  of  Exchange  is  not  the  title  to 

^^y  specific  money.     And  it  is  into  this  elementary  blunder  that 

^^olastic    Economists,    such    as    Mill,    Capps,    Stanley    Jevons, 

^Oscher,  Marshall,  and  many  others  have  fallen,  which  shows  that 

^key  are  ignorant  of  the  rudimentary  principles  of  Credit. 

We  have  shown  that  the  Funds  are  a  class  of  property  known  by 
the  name  of  dhoses-in-action  (Chose  in  action).     Jurists  of  all 
nations  include  Abstract  Rights  of  all  sorts,  such  as  the  Funds,  Bills 
of  Exchange,  &c,  as  Wealth,   Goods,   Chattels,  Vendible  Com- 
modities, Merchandise;  and  Pothier  carefully  warned  his  readers 
against  supposing  that  a  Creditor  has  any  property  or  right  in  the 
possessions  of  his  Debtor. 

All  this  notion,  therefore,  of  a  Creditor  having  a  joint  ownership 
in  the  possessions  of  his  Debtor,  which  was  originated,  as  far  as  we 
are  aware,  by  Mill  and  Capps,  and  followed  up  by  so  many  other 
Scholastic  Economists,  is  a  pure  delusion,  arising  from  their  own 
ignorance  of  law,  and  persons  who  commit  such  grotesque  blunders 
are  not  qualified  to  write  on  Economics  at  all. 


Are  the  Incomes  of  the  Fund'holders  to  be  reckoned  separately  in 

the  General  Income  of  the  country  ? 

Mill  then  alleges  that  it  is  a  statistical  error  to  count  the  incomes 
of  the  fund-holders  as  independent  incomes,  in  the  general  income 
of  the  country  ;  as  they  are  already  paid  by  the  taxpayers  ;  and  that 
to  count  them  as  separate  incomes  is  to  count  the  same  sum  twice 
over. 

Now,  if  this  doctrine  is  true — if  it  is  a  theoretical  error  of 
statisticians  to  count  the  incomes  of  the  fund-holders  as  separate 
incomes,  in  the  general  income  of  the  country;  it  is  equally  a 
practical  error  in  the  Chancellor  of  the  Exchequer  to  charge  the 
fund-holders  with  income  tax ;  for  that  is  to  tax  incomes  twice  over ; 
but  by  taxing  them,  it  is  very  evident  that  he  considers  them  as 
separate  incomes. 
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^undhoklcrs— they  arc  all  paid  out  of  the  taxes  of  the  countr}-; 
for  the  same  reason  they  ought  not  to  pay  Income  Tasc 

Are  lielicvers  in  Mill  prepared  to  accept  these  conclusions?     If 

I  argument  is  true,  how  can  they  escape  from  them  ? 

But  if  Mill's  argument  is  true,  it  must  be  applied  to  many  other 
besides  those  of  persons  who  receive  continuous  salaries  for 
continuous  services. 

Many  fiersons  do  it  a  temporary  service,  and  are  paid  out  of 
taxes  of  the  country.  If  Mill's  argument  is  true,  the  sums  paid 
^  the  State  for  these  ser\nces  are  not  separate  incomes  from  the 
ffencril  income,  bet^use  they  are  all  paid  out  of  the  taxes  of  the 
"xxmtry  :  and  therefore,  according  to  Mill,  they  ought  not  to  pay 
tncvjCDe  Tax. 

The  (Jovemment  fre<juently  contracts  with  private  firms  to  do 
vork  for  the  State :  with  shipbuilders,  to  build  ircmcbds  or  guns ; 
■ith  contractors,  to  supply  clothing,  arms,  beef,  pork,  rum,  and 
DChcr  sti>re^  <»f  all  sorts;  also  with  private  firms,  for  building  the 
public  uAii'cs,  barracks,  &c. 

All  thcNc  contractors  are  paid  out  of  the  taxes  of  the  countr>'. 

If  Mill's  argument  is  true,  the  sums  paid  to  these  contractors 
ought  mtt  to  Ik*  counted  in  their  ina)mes,  because  they  are  paid  out 
of  the  taxc^  of  the  country ;  and  the  contractors  ought  not  to  be 
charged  Income  Tax  on  their  profits  made  out  of  these  contracts. 

Arc  believers  in  Mill  prepared  to  aa-ept  these  ct)nclusions?  If 
hi$  argument  \s  true,  how  can  they  esca|>e  from  them  ? 

But  if  Mill's  argument  is  true,  it  must  be  greatly  extended;  for 
many  perNons  derive  their  incomes  from  other  persons  and  yet 
thr%-  br»ih  pay  Income  Tax. 

A  great  noblenun  has  an  income  of  perhaps  j{^  100,000  a  year. 
He  keep*  a  French  awk  at  a  salar>'  of,  inrrhaps,  £,y>o  a  year ;  a 
Nroirh  ganlener  at  ^250  a  year ;  and  a  retinue  of  other  domestics. 

Now,  it  is  e\-ident  that  the  incomes  of  all  his  employes  and 
df-fcncatics  come  out  of  my  lord's  income ;  and  yet  they  are  each 
reckoned  separately  in  the  income  of  the  cx>untr\',  and  my  lord 
ya,j%  Income  Tax  on  his  income,  and  each  of  his  employes  whose 
salary  b  above  the  limit  |iays  Income  Tax  on  his  income. 

In  short,  if  Mill's  argument  is  true,  the  sabr>'  of  no  |>erson 
whatever  who  is  in  the  employment  <»r  M-r\ice  of  .iny  otlu-r  |)erson, 
tin|;;lc  »>r  c«iqK)rate,  ought  to  l>e  counted  as  a  sejuratc  income, 
and  he  ^^j^ht  not  to  Ik-  taxed  for  it. 

Are  l^-li'-xers  in  Mill  prejKircd  to  accept  thesi-  conclu^ions?  If 
his  argument  is  true,  how  can  they  escajK:  from  them  ? 

2  r 
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Every  PersorCs  Income  is  paid  out  of  the  Income  of  Someime  else. 

But  to  bring  the  matter  to  a  conclusion,  it  is  easy  to  show  that 
the  income  of  every  trade,  business,  and  profession  whatever  is 
paid  in  succession  out  of  the  general  income  of  the  country. 

The  doctrine,  thus  stated  abruptly,  may  seem  like  a  paradoL 
Nevertheless,  a  very  slight  explanation,  with  the  assistance  of  tbc 
fundamental  truths  of  modem  Economics,  will  very  soon  uniavd 
the  paradox.  And  it  is  contained  in  the  observation  of  Smith,  that 
the  same  pieces  of  money  pay  everyone's  income  in  succession. 

It  has  been  shown  that  one  of  the  great  advances  in  Economics 
made  by  Smith  and  Condillac  was  that,  in  an  exchange,  both  sides 
gain. 

The  proposition  that  we  have  stated,  that  every  person's  income 
comes  out  of  the  income  of  someone  else,  is  the  necessary  coo- 
sequence  of  Smith's  observation  that  the  same  pieces  of  money 
pay  everyone's  income  in  succession,  and  that,  in  an  exchange 
both  sides  gain. 

Let  us  take  a  few  examples. 

It  is  obviously  true  of  all  professional  men.  Where  do  the 
incomes  of  lawyers  and  medical  men  come  from  ?  Evidently  from 
the  incomes  of  their  clients  and  patients.  Where  do  the  incomes 
of  actors  and  musical  performers  come  from  ?  Evidently  from  the 
incomes  of  their  audiences.  And  the  incomes  of  all  these  persons 
are  justly  reckoned  separately  in  the  general  income  of  the  country. 

Owners  of  land  devote  their  labour  and  capital  to  produce  corn 
and  cattle  and  herds,  because  they  know  that  the  public  want  to 
be  clothed  and  fed,  and  they  make  an  income  by  so  doing.  And 
where  does  their  income  come  from  ?  Evidently  from  the  incomes 
of  the  persons  who  want  to  be  clothed  and  fed. 

Merchants  bestow  their  labour  and  capital  in  importing  foreign 
commodities  into  the  country,  and  by  so  doing  they  make  an 
income.  And  where  does  their  income  come  from?  Evidently 
from  the  incomes  of  the  persons  who  want  their  commodities. 

Traders  bestow  their  labour  and  capital  in  distributing  the 
commodities  produced  by  manufacturers,  or  imported  by  foreign 
merchants;  and  by  so  doing  they  make  an  income.  And  where 
does  their  income  come  from?  Evidently  from  the  incomes  of 
their  customers. 

Landholders  having  earned  an  income  by  selling  com  and  cattfe 
^-^xpend  their  income  on  their  employes^  or  butchers,  bakers,  taflorSi 


\ 
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ind    public  amusements,  and   educating  their 

g  earned  an  income  by  importing  or  exporting 
c  case  may  !>e,  expend  their  income  on  their 
s  or  educating  their  children;  upon  butchcrii 
ic   merchants,  lawyers,  doctors,  aud  placet  of 

,  engineers,  actors,  &c,  having  earned  an  income 
lul  {Kiticnts,  ex|xrnd  that  income  upon  educating 
an   butc'hers,    bakers,   tailors,  &C.9  and   puUic 

lar  way  having  earned  an  income  by  diitributiiig 

d  that  income  in  a  similar  way. 

nism  is  true  of  all  occupations  and  trades  in 

t,  the  whole  mechanism  of  society  is  a  aeries 

in  all  exchanges  there  is  profit 

the  exchange  earns  an  income,  and  he  pays 

at. 

an  income  from  private  persons  by  doing  them 

ng  shi|>s,  houses,  factories,  &c. ;  and  they  pay 

leir  profits.     Contractors  do  the  State 

uns  public  ofiices  barracks,  and  in  11 

/arn  an  inc«)me  by  so  doing,  just  in  the 

similar  service  to  private  |)ersons :  and  therefore 

Fax  on  their  prtifits,  eciually  in  one  case  as  in 

c  were  true,  a  lawyer  who  earns  an  income  by 
;>ers4)ns  ^h(>llld  |iay  Income  Tax;  but  a  judge 
xiv  by  |)erf(>rnung  judicial  services  to  the  State, 
ir>'  for  so  doing  out  of  the  taxes,  should  pay 

lor  of  the  K\(-he«{uer  or  Court  of  Ijiw  would 
;ument  for  a  moment. 

therefore,  is   entirely  erroneous  as  applied  to 
111  all  the  preceding  rases, 
it  does  apply  is  where  a  father  makes  his  son 
:\\  him  at  ctilliT:^.     In  this  case  the  youth  doe» 

income :  it  in  :i  pure  gratuity ;  it  aimes  out  of 
\  who  receives  no  M-rvicc  in  exchange  for  it. 
i*k  no  more  to  U*  reikimed  xs  |iart  of  the  incomc 
n  the  sum  sp,  nt  by  a  father  in  maintaining  his 
|)art  of  the  income  of  the  country. 
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Suppose,  again,  a  father  has  a  son  in  the  Guards,  and  findiif  I 
that  his  pay  is  not  sufficient  to  enable  him  to  maintain  himsdT  I 
suitably  to  his  position  in  society,  makes  him  an  allowance.  Tba  I 
the  pay  he  receives  from  the  State  is  part  of  the  income  of  the  I 
country,  because  it  is  earned  in  exchange  for  a  service  done.  The  I 
allowance  he  receives  from  his  father  is  not  part  of  the  income  I 
of  the  country;  it  is  mere  expenditure  on  the  part  of  the  father  | 
Accordingly,  the  officer  pays  Income  Tax  on  his  pay,  given  for  ] 
services  done  to  the  State;  but  not  on  the  allowance  he  recdva  I 
from  his  father.  I 

So  when  a  person  makes  an  allowance  to  his  poor  relations,  thef  I 
pay  no  Income  Tax  on  the  sum  so  received  in  charity.  I 

So  the  sums  received  as  salary  by  the  employks  of  a  great  noble- 
man are  part  of  the  general  income  of  the  country,  because  they 
are  given  in  exchange  for  services  done ;  so  of  contractois  who 
do  work  for  the  public  service,  they  receive  remuneration  for 
services  done  to  the  State ;  so  the  judges  and  other  officials,  dvl 
and  military,  they  all  receive  salaries  in  exchange  for  services  done  I 
to  the  State.  All  these  are  independent  incomes,  and  therefoe 
they  are  all  charged  with  Income  Tax. 

So  the  Fund-holders  receive  an  income  in  exchange  for  a  serm 
done  to  the  State ;  and  accordingly  their  income  is  jjart  of  the 
general  income  of  the  country,  just  as  if  they  had  lent  their  money 
to  private  persons  ;  and,  therefore,  they  are  justly  charged  wiA 
Income  Tax. 

MilVs  reason  for  saying  that  the  Funds  are  Not  part  of  the 

National  Wealth. 

Mill  says — "  The  cancelling  of  the  debt  would  be  no  destrueiitm 
of  Wealth,  but  a  transfer  of  it ;  a  wrongful  transfer  of  it  from  certain 
members  of  the  community  for  the  profit  of  the  Government,  or 
of  the  taxpayers.  Funded  property,  therefore,  cannot  be  counted  as 
part  of  the  National  Wealth." 

This  seems  a  most  extraordinary  conclusion.  A  transfer  of 
wealth  is,  in  no  case  that  we  can  imagine,  the  destruction  of  it  But 
Mill  says,  that  because  the  transfer  of  it  is  not  the  destruction  of  it, 
therefore  it  is  not  to  be  counted  as  part  of  the  national  wealth. 

A  highwayman  knocks  down  a  traveller  and  robs  him  of  his 
watch  and  money.  Now  this  is  only  a  wrongful  transfer  of  the  watch 
and  money ;  it  is  not  a  destruction  of  them ;  therefore^  according  to 
Mill,  the  watch  and  money  form  no  part  of  the  national  wealth ! 
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A  «icnrmnt  robs  his  master;  that  is  only  a  transfer  of  the  thing 
ilDlcn  :  there/art^  according  to  Mill,  the  thing  stolen  forms  no  part 
of  the  national  wealth  ! 

U'c  wonder  what  kind  of  syllogism  leads  to  such  a  conclusion  ? 

There  is  no  doubt  a  considerable  degree  of  subtlety  about  the 
question,  but  most  assuredly  Mill's  argument  throws  no  light  upon 
it 

On  ike  true  Hature  of  the  Funds. 

Having  now  cleared  avt-ay  these  errors  and  misconceptions,  we 
ihall  now  explain  the  true  Nature  of  the  Funds. 

It  ha.s  been  shown  by  I>emosthenes,  Melon,  Dutot^  Adam  Smith, 
J.  H.  ^!ay,  Mill,  and  many  other  writers,  that  Personal  Credit  is 
H'caJth— betausc  it  is  Purchasing  Power  ;  and  that  the  Credit  of  our 
RankerN  and  Merchants  is  National  Wealth. 

It  has  also  been  shown  that  the  Sute,  in  its  corporate  capacity,  is 
t  PenOQJU  ^\\i\l^  independent  of  its  individual  citizens.  'Iliat  it 
can  buy  and  sell  and  exchange  in  that  capacity  exactly  like  a  private 
pcnon  ;  and  that  with  its  own  citizens  as  well  as  with  any  one  else ; 
'px^x  x%  a  public  company  can  deal  with  its  own  shareholders. 

It  ha&  aImj  been  shown  that  an  Annuity  is  an  Economic  Quantity, 
i^uitc  MTforate  and  inde|K*ndent  of  the  sums  of  money  actually  paid : 
and  that  it  can  be  bought  and  sold  quite  independently  of  them, 
fu^t  !ikc  any  material  chattel 

It  ha^  also  Irx'H  shown  that  ever)*  sum  of  Money  is  c«)ui\'alent  to 
^•\  Annuity,  cither  periK^tual  or  limited  ;  consctjuently  that  an 
Ar.nu:t\  nay  U*  sold  for  Money  ;  />.,  that  they  are  each  exchange- 
x**\-  -quantities,  and  may  be  exchanged  like  any  material  chattels. 

Mtire\>%tr,  the  State  has  an  income  like  any  private  person. 

This  U.-ing  NO.  the  Slate,  in  its  cor|>orate  ca|)acity,  has  PurcllW* 
tng  Power  like  any  private  individual  ;  and  it  nuy  buy  a  sum  of 
M<jcK->-  b>  granting  an  Annuity  in  exchange  for  it :  or  the  Right  to 
ro  r:\e  a  Mrries  of  payments,  either  |>er]K:tual,  or  for  a  limited  time, 
!u  ^«  (aid  out  of  its  future  income. 

Iliat  Is  to  say  the  Credit  of  the  State,  just  like  the  Credit 
'A  a  (jn%ate  |ierson,  brings  into  I'onuiierce  the  TreNcnt  Value,  ur  the 
prr-^-ni  Right,  to  its  Future  Income. 

Now.  the  .state,  in  its  <  oqM)rate  ra|urity,  h.is  to  |»er1orni  certain 
i:ut>  V  and  is  often  in  want  of  a  conNiderable  sum  ot  inonev  for  an 
rtnrrKcm  >,  nu<  h  asa  war  :  or  to  provide  aganiNt  a  puMic  fmiine  ;  or 
:o  create  Mmic  great  public  work,  Nuch  as  a  Railrtiad  or  a  Canal ;  or 
:j>  (liukJ  irurKlada. 
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In  order  to  effect  these  purposes  it  buys  a  present  sum  of  Mooer,  I 
and  gives  in  exchange  for  it  an  Annuity,  or  the  Right  to  lecebc  I 
a  series  of  payments  out  of  its  future  income.  The  Money  becomes  I 
the  absolute  property  of  the  State ;  and  the  Annuity  becomes  tk  I 
property  of  the  subscribers  to  the  Loan.  I 

In  legal  language,  this  Annuity  is  termed  a  Bank  Anniiit|;  I 
because,  as  we  have  shown,  the  original  meaning  of  the  word  Baocft  I 
or  Bank,  is  a  Public  Debt  In  former  times  it  was  also  calkd  a  I 
Rent ;  but  this  name  has  gone  quite  out  of  use  in  England,  thoogk  I 
it  is  still  the  usual  name  for  the  Funds  on  the  Continent.  I 

In  granting  these  perpetual  Annuities,  the  State  never  binds  itsdf  I 
to  pay  off  the  principal ;  hence,  in  popular  language,  they  are  called  I 
the  Funds;  because  the  capital  sum  is  founded,  or  fixed.  Tbe  I 
State,  however,  reserves  to  itself  the  right  to  pay  off  the  Annuidei^  i  1 
it  pleases  to  do  so ;  that  is,  to  buy  up  these  Rights  of  Action  againt  I 
itself,  just  as  a  merchant  buys  up  his  own  acceptances.  If  the  I 
Fund-holder  wishes  to  get  back  his  capital,  he  can  sell  his  Aimaity  1 
to  any  other  person.  If  the  Government  wishes  to  pay  off  these 
Annuities,  it  buys  them  in  the  open  market  like  a  private  individual  ] 
The  Funds  are  therefore  marketable,  or  vendible  commodities,  just  1 
like  any  material  chattels. 

The  Funds  are,  therefore,  Property  of  exactly  the  same  nature  as 
the  shares  in  a  public  company.  The  individual  shareholders  pay 
over  their  money  to  the  Company  as  a  Persona^  and  receive  in 
exchange  for  it  the  Right  to  share  in  the  future  profits  of  tiic 
Company  ;  the  Fund-holders  pay  over  their  money  to  the  State  as  a 
Persona^  and  receive  in  exchange  for  it  the  Right  to  receive  a  series 
of  payments  out  of  the  future  income  of  the  country.  The  Funds 
are,  therefore,  simply  a  mass  of  Exchangeable  Property,  similar 
to  Bills  of  Exchange,  Annuities,  Shares  in  Public  Companies,  and  all 
other  Incorporeal  Property. 

Thus  Public,  like  private  Credit,  is  simply  the  Present  Right 
to  Future  Payments. 

On  the  Ratio  of  the  Public  Debt  to  the  Wealth  of  the  country. 

We  shall  now  observe  the  evil  consequences  in  Economics  of  the 
want  of  clear  fundamental  Concepts. 

Mr.  Capps  values  the  Wealth  of  the  country  at  ^6,000,000,000 ; 
and  he  says  that  the  National  Debt  is  about  one-seventh  of  the 
wealth  of  the  country. 

But  what  does  Mr.  Capps  mean  by  the  Wealth  of  the  countr}*  ? 
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Even  taking  the  Wealth  of  the  country  as  its  material  property 
only,  such  an  estimate  is  manifestly  utterly  inadequate.  Taking 
a  very  moderate  estimate  of  the  value  of  the  land  upon  which 
Lx>ndon  is  built,  it  will  be  found  that  it  exceeds  ^^4, 000,000,000 ; 
and  when  to  this  is  added  the  value  of  the  land  upon  which  other 
great  cities,  such  as  Birmingham,  Manchester,  Liverpool,  Leeds, 
Bristol,  Glasgow,  Aberdeen,  Dundee,  and  hosts  of  others,  are  built, 
it  will  be  found  that  the  value  of  these  lands  alone  exceeds  many 
times  the  value  of  what  Mr.  Capps  estimates  as  the  value  of  the 
Wealth  of  the  whole  country.  Indeed,  as  far  as  we  can  make  out, 
Mr.  Capps  seems  to  exclude  the  whole  of  the  land  from  the  Wealth 
of  the  country. 

Besides  the  author  of  the  Eryxias,  Smith,  Say,  Mill,  and  every 
Ekx>nomist  of  note  since,  have  all  classed  the  natural  and  acquired 
industrial  faculties  of  the  members  of  the  Society,  as  part  of  the 
Wealth  of  the  country.  Are  all  these  included  in  Mr.  Capps's 
estimate  of  the  Wealth  of  the  country  ? 

Moreover,  Demosthenes,  Melon,  Dutot,  Adam  Smith,  Say,  Mill, 
and  every  Economist  of  note  since,  all  class  the  Personal  Credit  of 
all  the  bankers,  merchants,  traders,  corporations  of  all  sorts,  and  the 
Credit  of  the  State  itself,  as  National  Wealth.  Is  all  this  included 
in  Mr.  Capps's  estimate  of  the  Wealth  of  the  country  ? 

In  addition  to  this,  there  is  that  gigantic  mass  of  Property  termed 
Incorporeal  Property,  including  Mercantile  and  Banking  Credits  of 
all  kinds ;  Shares  in  Commercial  Companies  of  all  kinds ;  the  good- 
wills of  all  the  places  of  business  of  all  kinds ;  the  practice  of 
professions,  copyrights,  patents,  and  many  other  kinds  of  valuable 
Rights.  On  looking  at  WettenhalFs  list,  it  will  be  seen  that  the 
Property  dealt  with  on  the  Stock  Exchange  exceeds  ;^ 8,000,000,000; 
more  than  Mr.  Capps's  estimates  as  the  Wealth  of  the  whole 
country ! 

It  is  shown  that  the  total  amount  of  the  Banking  and  Mercantile 
Credits  in  this  country,  may  be  approximately  estimated  at  more 
than  ;^i 0,000,000, 000;  not  far  from  double  of  what  Mr.  Capps 
estimates  as  the  Wealth  of  the  whole  country  ! 

Moreover,  how  can  Mr.  Capps  estimate  the  value  of  all  the 
Property  in  the  households  of  private  persons,  their  plate,  furniture, 
pictures,  libraries,  and  curios  ;  or  the  value  of  all  the  goods  in  the 
warehouses  and  shops  of  traders  ? 

It  is  manifest  that  all  estimates  of  the  "  Wealth  "  of  the  nation 
are  mere  delusions  and  snares,  and  of  no  service  for  any  scientific 
purpose.     It  is  probable  that  the  real  Wealth  of  the  country,  in  its 
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widest  estimate,  would  exceed  Mr.  Capps's  estimate  one  hnndnd 
fold. 

As  a  matter  of  fact,  the  Funds  are  not  a  mortgage  upontbelol 
and  material  products  of  the  coimtry,  as  Mill,  Capps,  and  so  mnf 
others  allege ;  they  are  a  charge  upon  the  Income  of  the  coonti^ 
The  interest  of  the  Debt  is  not  a  charge  upon  persons  onlyiii 
have  an  income  from  material  property,  but  also  a  chazg^  vpn 
persons  whose  income  is  derived  from  industry  of  all  soits.  Tbe 
industry  of  all  the  professions,  and  of  all  intellectual  capital,  is  joK 
as  much  pledged  for  the  payment  of  the  dividends  as  the  incomatf 
those  who  have  real  estate. 

The  Funds  are  an  Annuity,  payable  out  of  the  Income  of  tk 
entire  nation ;  and  consequently  their  weight  upon  the  Pubfic 
Wealth  is  the  Ratio  of  this  Annuity  to  the  General  Income  of  die 
nation. 

Some  persons  propose  that  the  Debt  should  be  discharged  bf 
compelling  everyone  who  is  possessed  of  property  to  give  up  so 
much  of  it.  But  how  are  we  to  compel  those  persons  wbose 
property  consists  only  in  their  intellectual  abilities,  to  give  up  a  part 
of  it  ?  It  is  possible  to  confiscate  material  property.  If  a  man  his 
a  thousand  acres  of  land,  or  ten  thousand  pounds,  the  State  may  take 
away  one  hundred  acres  of  his  land,  or  a  thousand  pounds  of  his 
money.  But  how  is  the  State  to  confiscate  one-tenth  of  his 
intellectual  capital  ?  A  great  advocate,  physician,  engineer,  or  other 
professional  man,  makes  an  income  of  ;^  10,000  a  year.  While  he 
does  so,  his  talents  are  as  much  capital  to  him  as  an  estate  in  land 
which  produces  ^10,000  a  year  to  its  owner.  But  how  is  the  Statt 
to  get  possession  of  a  tenth  part  of  a  man's  intellectual  capital  ?  h 
it  to  take  an  axe  and  chop  ofi"  a  bit  of  his  head  ?  It  is  clear  thai 
there  is  no  method  of  taxing  intellectual  capital,  but  by  taxing  it' 
Profits,  or  its  Income.  And  the  industrial  income  of  ever) 
advocate,  physician,  engineer,  and  of  every  artisan,  is  as  mud 
pledged  for  the  payment  of  the  Funds  as  the  income  of  men  of  rea 
estate. 

It  is  probable  that  the  Ratio  of  the  Funds  to  the  Wealth  0 
the  country,  instead  of  being  i  to  7,  is  less  than  i  to  100. 

Are  the  Funds  Wealth  ? 

Are  then  the  Funds  Wealth?  This,  of  course,  depends  upot 
the  meaning  of  Wealth.  When  it  is  once  agreed,  as  the  ancient* 
unanimously  held,  and  as  all  modern  Economists  have  at  last  conx 
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agree  to^  that  the  word  Wealth  means  simply  any  Exchangeable 
t)ptrty  -anything  whatever  which  can  be  bought  and  sold,  as 
Kpian  said- whatever  its  nature  or  its  form  may  be,  it  is  at  once 
m  that  the  Funds  are  Wealth,  because  they  are  a  mass  of  Ex* 
angcablc  Property,  and  they  are  bought  and  sold  separately  and 
Icpcndcntly  of  anything  else,  just  as  so  much  gold  and  silver, 
m,  cattle,  or  timber. 

So  Byles  speaks  of  the  Funds  as  being  property  second  only 
the  land  in  magnitude.     Say,  at  the  very  commencement  of 

work,  expressly  classes  the  Funds  as  Wealth.  And  every  jurist 
the  world  knows  that  the  Funds  are  a  mass  of  Exchangeable 
>perty. 

^fill,  indeed,  allows  that  the  Funds  are  Wealth  to  the  owners 
them  :  but  he  sa)*s  that  they  are  not  National  Wealth.  Now, 
:n  wc  say  that  the  word  Wealth  means  any  Exchangeable 
>{H:ny,  National  Wealth  can  only  mean  that  property  which 
Lxi^s  to  the  nation  in  its  corporate  capacity,  such  as  public  lands, 
:st5.  dot  kyards,  the  navy,  &c.,  things  which  do  not  belong  to  any 
i-atc  individual. 

\'hcn  »«>nir  iHrrsons  are  horrified  at  the  idea  that  I>ebts  are 
alth,  they  are  ignorant  that  the  word  Debt  has  two  meanings 
bat  it  means  t»oth  the  Creditors  Right  of  Action,  and  also 

Ik-bttir's  Duty  to  Pay. 

%(m,  no  one  says  tliat  a  |KTNon's  Duty  to  Pay  is  part  of  his 

aJth  .   hut  ever)(>ne  admits  that  the  (>editor*s  Right  of  Action 

urt  of  his  Wealth. 

O.e   1  K.l»ior' s  Wealth  is  his  Credit,  or  his  power  of  purchasing 

p:i\in^  his  Promise  to  |Kiy  at  a  future  time,  instead  of  with  actual 

i\    HH  mev. 

siiularl),  the  Wealth  of  the  .State  is  its  Credit,  or  its  power 

•urchoMti^  Money  l»y  giving  in  exchange  for  it  an  Annuity,  or  the 

:h:  to  denand  a  series  t>f  future  payments  from  it  out  of  its 

«rt.   KKome ;  and  this  .\nnuity,  like  all  Annuities,  is  a  property 

:c  si-{araie  from  the  actual  sums  of  money  which  will  be  paid 

'^s  satisfaction. 

f    Wc   revert    to    the   original    concept    of    Kconomics    hy   the 

^noniists  it  will  prolably  tend  to  dear  away  any  ditticulty  tlut 

rr   niav  U-  m  the  rase. 

:!)<    K<*'noniists  admitted  no  material  products  to  lie  Wealth, 

ryX  tha<>e  which  were  brought  into  commene  ;  those  only  which 

1*  l>r«'U(;ht  mtu  commerce  were  Wealth  :  those  which  were  not 

ught  mto  commerce  were  not  Wealth. 
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with  it,  they  Coin  their  Credit ;  and  just  as  extiacting 
I  the  mine,  coining  it,  and  bringing  it  into  commerce^ 
the  mass  of  Exchangeable  Quantities,  or  Wealth,  so  when 
r  the  Sute  coin  their  Credit,  it  augments  the  mass  of 
ible  Quantities,  or  Wealth.  It  brings  into  commerce 
It  X'alues  of  their  future  income ;  and  this  Credit,  coined 
;ht  into  commerce,  has  in  every  respect  identical  eflfects 
(|ual  quantity  of  Gold. 

le  function  of  Credit,  both  Personal  and  Public,  is  simply 
into  commerce  the  Present  Values  of  Future  Profits; 
>hviously  increases  the  mass  of  Exchangeable  Quantities, 

biic  I>ebU  are  also  called  the  Public  Credit 

IT  see  the  confusion  of  Mill's  distinction  between  the 

:  mankind  and  the  Wealth  of  an  individual    He  says 

ic  Wealth  of  mankind,  nothing  is  included  which  does 

elf  answer  some  ptupose  of  use  or  |deasure ;  that  to  an 

,  anything  is  Wealth  which  enables  him  to  claim  60m 

art  of  their  stock  of  things. 

w  can  the  Wealth  of  mankind  be  different  in  its  nature 

Wealth  of  individtuds?    For  the  Wealth  of  mankind  is 

r  aggre);ate  of  the  Wealth  of  individuals. 

k'ldcnt  th.it  in  the  one  case  Mill  makes  Wealth  depend 

Uty,  and  in  the  other  upon  ExchangcabiUtj ;  the  very 

he  fall>  into  in  his  first  chapter,  and  which  pen'ades 
i  modem  treati?ics  on  EcoiKHnics,  and  which  the  Econ- 
phatically  warned  their  readers  against 
the  ancients  held  unanimously,  ExclUUISeabUttjr  is  (be 
nee  and  principle  of  Wealth;  and  Pure  or  Analytical 
•s  is  simply  the  Science  which  treats  of  the  Laws  which 
L*  phenomena  relating  to  Kxchangeability. 
.'vamples  will  show  htiw  the  utilisation  of  Credit  augments 
h  uf  a  t  ountr)*. 

a  Com|any  undertakes  to  construct  a  public  work— a 
a  duck,  a  caiul,  or  any  other-it  buys  money  from  its 
rrs  and  in  exchange  for  the  money  it  gives  them  certi- 
titling  them  to  share  in  the  future  profits  of  the  Crompany. 
ipany  as  a  J\rsomt^  in  its  corporate  capacity,  utilises  its 

buying  money  from  its  own  shareholders.  It  makes  the 
the  canal,  the  dtxk,  or  an)thing  else  which  (mxluces  a 
t  re^enuf,  aiui  in  conse<{uence  of  this  revenue  the  Shares 
valuable  nurketable  commodity,  and  are  therefore  Wealth. 


^ '. 
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So  when  a  Bank  is  formed,  it  buys  money  from  its  shardioidav|i 
and  gives,  in  exchange  for  it,  Rights  to  share  in  the  fiiture  pnifts 
of  the  Bank.  The  Bank  then  buys  Money  and  Bills  by  sdfini 
its  Credit — a  Right  of  Action  instead  of  actual  money — and  son 
Banks  make  enormous  profits  by  so  doing ;  and  the  Shares,  cc 
Rights  to  share  in  the  future  profits  of  the  Bank,  become  extrone^ 
valuable  commodities,  or  Wealth. 

Now,  all  these  great  mercantile  establishments,  produdog  die 
revenues  of  principalities,  are  just  as  much  Wealth  as  the  land  of 
the  country;  because  they  produce  utilities  which  are  wanted^ 
demanded,  and  paid  for.  They  are  all  created  by  means  of 
Credit. 

And  yet  there  is  not  a  word  about  them  in  the  common  boob 
on  Economics. 

In  some  countries,  and  in  some  of  our  colonies,  it  is  considoed 
as  the  duty  of  the  State  to  execute  these  great  public  works,  becaiae 
there  are  not  a  sufficient  number  of  private  persons  with  tk 
requisite  capital  to  do  so.  But  the  State  has  no  money  at  its 
command  to  execute  them.  It  must  therefore  utilise  its  Credit 
as  private  companies  do.  It  contracts  loans  to  obtain  the  moneys 
giving  in  exchange  for  them  Rights  to  demand  future  pajrmeDts 
expected  to  be  made  out  of  the  future  profits  of  the  works;  but 
at  all  events  for  which  the  State  is  liable. 

Now  these  public  works,  being  executed  by  the  State,  are  Public 
Wealth ;  and  they  are  executed  by  the  State  utilising  its  Credit 
And  the  Funds  issued  for  executing  them  are  just  as  much  Wealth 
as  the  shares  of  private  companies ;  and  these  Public  Loans  have 
augmented  the  Public  Wealth. 

Again,  suppose  that  a  country  is  subject  to  inundations  by  Ae 
sea,  and  that  to  preserve  the  lives  and  property  of  the  inhabitants, 
it  is  absolutely  necessary  to  erect  vast  sea-dykes.  Now,  as  these 
sea-dykes  are  absolutely  necessary  for  the  safety  of  the  people, 
all  the  inhabitants  must  contribute  to  their  formation  and  main- 
tenance. 

The  State,  then,  being  compelled  to  execute  these  works  without 
delay,  utilises  its  Credit,  and  buys  large  sums  of  money,  by  giving 
in  exchange  for  them  Rights  to  demand  future  payments  out  (i 
the  revenues  of  the  country. 

Holland  is  such  a  country  as  we  have  described.  It  draws  twenty 
feet  of  water,  and  these  sea -dykes  are  necessary  for  its  very 
existence. 

Now,  are  these  sea-dykes  part  of  the  Wealth  of  Holland  ?    Under 
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lierulur  circumstances  of  the  case,  they  are  wanted,  the)*  arc 
TuL  they  arc  the  iiroducts  of  land  and  labour,  they  cost  immenie 
CIS  of  money.  1  aking  the  very  narrowest  view  of  Wealth  that 
»*  Economist  has  taken,  they  answer  all  the  conditions  of 
ahh. 

It  is  dear  that  they  stand  in  exactly  the  same  position  as  rail- 
ids  canals  docks,  &:c.,  and  a  vast  quantity  of  the  other  Fixed 
piul  f)f  the  country*.  The  |)eople  continually  want  them ;  in 
t,  they  could  not  exist  without  them ;  and  they  pay  a  portion  of 
ir  annual  income  to  the  persons  who  ad\*anced  the  money  to 
kc  them.  That  forms  the  income  of  the  persons  who  lent  the 
ney  :  and  it  is  justly  reckoned  as  a  separate  item  in  the  catalogue 
:he  general  income  of  the  amntry. 

Wcsx  |iersons  would  admit  the  correctness  of  the  preceding 
mpkrv  But  when  we  come  to  the  Public  Funds  of  this  countr)*, 
Ich  arc  v>  many  iVbts  just  like  the  preceding  cases  a  good  many 
fton^  arc  inclined  to  say — we  have  spent  many  millions  of  mone>', 
I  what  have  we  got  for  it  ?  In  the  preceding  cases  we  have  got  a 
gibkr  material  revenue— producing  substance  in  exchange  for  the 
nry.  But  what  haN-e  we  got  in  exchange  for  the  hundreds  of 
lions  of  the  Ihiblic  Debt  under  which  we  are  groanmg? 
jet  us  consider : 

Hippose  a  person  has  spent  his  money  on  his  amusements — 
ling  our  famous  prima  danma  sing,  or  in  theatrical  entertainments, 
in  oratririos  or  on  food,  and  many  other  things.  When  the 
nty  is  s|)cnt  and  gone,  it  leaves  no  tangible  material  result  behind, 
t  hx<^  it  Inren  lost }     Has  the  spender  received  no  gratification  for 

expenditure  ?  Undoubtedly  he  has  ;  he  considered  these 
tifications  as  the  niui\'alent  for  the  mone)',  although  they  left  no 
gibic  result. 

rhe  country-  may  have  other  wants  U^ides  the  ones  enumeratetl. 
mav  have  enemies  In  sea  ami  lan<l,  and  it  mav  lie  nt^cessan* 
raise  fleets  and  armies  to  defend  its  existence :  just  as  the  sea 
LC4  defend  the  existence  of  Holland.  It  may  Ih:  ni*<'rss.iry  to 
itrart  large  |niblir  loans  for  this  puqH)se.  The  .^tate  iitiliM-d  its 
?<ljt  by  buving  large  sums  of  money  from  private  ihtsohs,  and 
ing  in  exchange  for  them  Kiglils  to  demand  |u>ments  out  of  the 
jrr  iiuxHne  of  the  nation.     Thr  persons  who  s*ll  their  mom-y  in 

State  for  this  puqxise  <io  it  a  s<*r>ire,  eijually  as  ihosf  wht»  sold 
:r  mofK-y  to  the  Stale  of  Holland  to  trttl  s^a  dykrs. 
kllvat  Holland  gained  in  r\<hange  for  the  nu>ne>  she  s|H-ni  on  her 

d)kcs  is  simply  her  existrnce. 
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So  what  England  has  gained  in  exchange  for  her  Public  Debl^  V 
simply  her  greatness  and  existence  as  a  nation.  By  the  Pdft 
Debts  contracted  in  the  reigns  of  William  IIL  and  Anne,  die  v 
enabled  to  prevent  all  Europe  from  being  enslaved  by  Louis  lot 
By  the  Public  Debt  contracted  by  the  elder  Pitt,  she  JLqu» 
Canada  and  other  transmarine  possessions.  By  the  Public  DdH 
contracted  during  the  wars  vrith  Napoleon,  she  saved  her  existdA 
from  being  trod  under  the  heel  of  that  mighty  conqueror,  WM- 
purchased  her  position,  as  the  most  powerful  State  in  Europe^  ft 
1815.  By  the  vast  sums  spent  on  her  navy  she  has  purdiasedhft 
sea  power,  which  is  the  only  thing  which  enables  the  British  Ead 
to  hold  together.  % 

My  esteemed  friend,  M.  Charles  Gide,  of  Montpellier,  asks^  'wk 
bitter  irony,  how  is  the  Public  Debt  of  France,  contracted  as  wt 
indemnity  to  the  Germans,  part  of  the  Public  Wealth  of  Fianom 
The  answer  is  melancholy,  but  simple.  That  was  the  price  she  mk 
to  pay  to  preserve  her  independence  as  a  nadon,  after  the  w\ 
fortunate  result  of  the  war  of  1870-71.  By  this  Debt  she  redeeDell 
her  independence.  And  is  not  her  independent  existence  worth  ditl 
money?  Therefore,  France  is  not  without  a  consideration  for  da!] 
Public  Debt. 

The  Funds  are  therefore  a  mass  of  Exchangeable  Property,  whicb  | 
can  be  bought  and  sold  like  any  other  propert)*,  exactly  of  the  same 
nature  as  Bills  of  Exchange,  Bank  Credits,  Bank  Notes,  Shares  in 
Commercial  Companies,  the  Goodwill  of  a  business,  Cop>Tigh!3, 
Patents,  and  all  other  kinds  of  Incorporeal  Propert}',  which  is  termed 
in  law,  Incorporeal  Wealth. 

By  contracting  Public  Loans  the  State  does  exactly  as  every 
private  merchant  does  who  utilises  his  Credit ;  it  uses  its  Purchasii^ 
Power  to  bring  into  Commerce  the  Present  Value  of  its  Future 
Income,  and  so  augment  the  mass  of  Exchangeable,  or  Economic 
Quantities,  or  Wealth. 


GOODWILL- 

The  Goodwill  of  a  business  is  a  form  of  Incorporeal  Property. 
^Vhen  a  trader  has  estabhshed  a  successful  business  which  brings  in 
a  steady  income,  that  income  may  be  expected  to  continue ;  and  the 
Right  to  receive  it  is  a  saleable  or  vendible  commodity :  it  is  the 
tmptio  spei  of  Roman  Law. 

This  Right  to  receive  the  future  profits  of  the  business,  is  a 
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\\\i\iv  separate  and  distinct  from  the  house  or  shop,  and  the 

lmIs  in  them.     It  is  additional  to  them,  and  is  a  part  of  the 

sscis. 

,  the  great  brewer,  ap|)ointed  Johnson  one  of  his  executors. 

i{acity  it  l)ecame  his  duty  to  sell  the  business.     Ulien  the 

:tMng  on,  says  Boswell — *' Johnson  appeared  bustling  about, 

nkhom  and  pen  in  his  button-hole,  like  an  exciseman,  and 

.iskcil  what  he  really  considered  to  be  the  value  of  the 
w  hich  was  to  be  disposed  of,  answered — *  We  are  not  here 
urcc!  of  vats  and  boilers,  but  the  Potentiality  of  growing 
n<l  the  dreams  of  avarice.'  The  latter  phrase  was  merely 
sc  tor  the  Goodwill  of  the  business.  The  price  realised 
re  told  elsewhere,  ^'135,000. 
ixkIwiII  (if  the  business  of  a  great  Bank  has  immense  value. 

tanking  house  of  Jones,  Ix>yd,  &  Co.,  sold  its  business  to 
Ion   .ind    Westminster    Bank,   the  sum   paid  for  it  was 

^LatLxi    in    the   pa^iers,    but    it    was   said    to   be  about 

'  •(Hrty  is,  (if  course,  in  itself  invisible  and  intangible.  But 
lasi-N  it  may  be  recorded  on  paper,  and  so  become  a 
uinniodity,  and  be  transferred  from  hand  to  hand,  like  any 
;•  »ods. 

one  Mere  to  buy  up  all  the  shares  in  a  great  Joint  Stock 
wtiuld  buy  up  the  whole  concern.  The  shares  at  par 
t'l'.'  value  of  the  original  capital.  But  the  market  value  of 
V  1:1  most  great  Banks  several  times  exceeds  their  \*alue  at 
.i  (iitference  lietwtx-n  the  |>;ir  value  of  the  shares  and 
kt!   \alue,   represent.N   the  value  of  the  Goodwill  of  the 

\.k!ue  i»f  the  (foodwill  of  the  business  of  our  great  I/>ndon 
::••  :al  news{a(>cTs,  the  Times,  Daily  Telegraphy  Standard^ 
[i.cihing  colossal. 

:ni:Iar  nay  every  pla<  e  of  business  in  the  country  has  a 
;«M't  in  the  GcKKiwill  of  the  business,  which  is  analogous  to 
;••  re<  etve  the  future  profits  of  the  land  :  and  it  will  be  at 
ti^at  this  5iK.<  its  of  projierty  is  of  enormous  magnitude. 
::if  r  be  set-n  nor  handUd,  but  it>  \alue  can  lie  me-osured  in 
It  tan  Im:  bought  and  M>iil  :  it  is,  tlierefore,  a  saleable 
:;•  :  it  i>  the  etttftin  s*^i  k\\   Roman  Ijiw. 
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GRESHAM'S   LAW. 

This  is  a  name  which  I  gave,  in  1857,  to  a  great  fundameodl 
Law  of  superlative  importance  in  Economics,  which,  thou^  idl 
known  to  specialists,  had  never  hitherto  received  in  treatises  a 
Economics  that  prominence  which  its  supreme  importance  desenci 
It  has  now  acquired  additional  importance  from  the  doctrines  wfaidk 
are  now  held,  and  are  very  vehemently  advocated  by  many  ioftb 
ential  persons  in  most  countries. 

I  gave  it  this  name,  in  1857,  because  it  was  first  explained  to 
Queen  Elizabeth  in  1558,  by  Sir  Thomas  Gresham;  but  my  fticnd, 
M.  Wolowski,  in  1864,  published  two  most  important  tieatisa^ 
hitherto  unknown,  by  Oresme,  who  had  announced  it  to  CharicsY, 
sumamed  the  Wise,  in  France  in  1366;  and  by  Copernicus,  who 
had  quite  independently,  and  without  knowing  anything  of  Oresme's 
Treatise,  announced  it  to  Sigismund  I.,  King  of  Poland,  in  1526. 
This  law  has  now  universally  acquired  the  name  of  Gresham's  LaV) 
in  accordance  with  my  suggestion  in  1857;  but  it  ought  injustice 
to  be  called  the  Law  of  Oresme,  Copernicus,  and  Gresham. 

This  Law  may  be  stated  in  these  terms : 

"  TIu  worst  form  of  Currency  in  cirailation  regulates  the  Vahu 
of  the  wJiok  Currency^  and  drives  all  the  other  forms  of  Currencj 
out  of  circulation^ 

The  first  occasion,  that  I  am  aware  of,  in  which  the  fact  was 
noticed  that  bad  money  drives  good  money  out  of  circulation,  was 
by  Aristophanes.  The  Athenians  had  a  splendid  coinage  of  gold 
staters,  which  were  the  finest  coinage  in  the  world,  and  greatly 
conduced  to  the  commercial  supremacy  of  Athens.  In  the  stress 
of  the  Peloponnesian  war,  in  407  B.a,  she  issued  a  debased  coinage, 
which  immediately  drove  all  the  good  gold  staters  out  of  circulation. 

Aristophanes  says  (Batr.  713),  "The  State  has  now  very  often 
appeared  to  us  to  be  placed  in  the  same  position  towards  the  good 
and  noble  citizens,  as  it  is  vsith  regard  to  the  old  currency  and  the  new 
gold.    For  we  make  no  use  at  all  of  those  which  are  not  adulterated, 
but  the  most  beautiful  of  all  money,  as  it  would  seem,  which  are 
alone  well  coined   and   ring  properly,   both  among   Greeks  and 
foreigners;    but  of  this   base   copper,   struck   only   yesterday  and 
recently,  of  a  most  villainous  stamp.     And  such  of  the  citizens  as 
we  know  to  be  well  bom,  and  prudent  and  honourable  gentlemen, 
educated  in  the  palaestra  and  chorus  and  liberal  knowledge, 
'suit.     But  the  impudent  and  foreigners,  and  the  base  bom, 
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"fed  the  rascals,  and  the  sons  of  rascals,  and  those  most  recently 
joic,  mc  employ." 

This  fact  has  been  observed  in  ever>'  age  and  country.  But 
tor  cause  of  it  was  first  explained  by  the  illustrious  men  we  have 
amcd.  ( >re>me,  Copernicus,  and  Grcsham :  and  henceforth  it 
cranx-  a  drmonstrated  law,  now  universally  acknowledged  and 
?«'ngnt?ied  in  all  discussions  on  the  Coinage. 

rht-  vxst  controversy  betwet*n  the  Bimetalists  and  the  Mono- 
vtalifts  may  be  reduced  to  a  single  simple  and  definite  issue. 

Sup|M>Ne  that  liovemments  issue  Gold  Coin  and  Silver  Coin  in 
nlimitLti  quantities,  and  endea\*our  to  establish  a  Fixed  Ratio 
ictwecn  ihrm  bv  I-aw. 

I  Is  it  the  I^rgal  Ratio  fixed  between  the  (^oins  which  governs 
be  rebtive  value  of  the  Metals  in  Bullion  ? 

2.  Or  is  It  the  relative  Market  V^alue  of  the  Metab  in  Bullion 
rhw'h  >:i»\erns  the  relative  value  of  the  Coins? 

;  Ami  if  each  Government  se|)arately  cannot,  under  such  cir- 
untsurx  es,  niamtain  unlimited  (|uantities  of  (lold  Coin  and  Silver 
\iin  m  cirrulation  at  a  Fixed  I^egal  Ratio,  ran  all  the  (tovemments 
1  the  world,  or  at  least  the  princifxil  menMntile  countries,  maintain 
nlimitetl  quantities  of  Gold  Coin  and  Silver  C*oin  in  circulation, 
'  thc%  ogreeti  to  eturt  a  uniform  Ratio  ? 

\'\\r  HimeLilists  maintain  the  first  of  x\\vsv  pro|)ositions ;  the 
fonometaiists  maintain  the  M^fond. 

lo  the  third  issue  the  Bimetalists  reply  in  the  affirmative:  the 
lofi'mtrtaltsts  in  the  negative. 

The  .rradual  a<ioption,  by  most  of  the  Kuro|K*an  States  and  others 
inxi^chtHit  the  world,  of  a  single  (lold  Standard,  coined  in  unlimited 
uantities.  and  made  I^al  Tender  to  an  unlimited  amount,  with 
'tH'.\s  of  other  metals,  such  as  Silver,  strictly  limited  in  quantity, 
'^  f*nly  to  lie  used  as  subsidiar)*  to  the  standard  limit — which 
>  tcmKtl  MonomeUdism  -is  one  of  the  most  im|)ortant  Keon- 
niical  «->'ents  of  the  nineteenth  centur\'. 

The-  fmqK9!ie  of  the  following  remarks  is  to  explain  concisely, 
ut  tuiHrientlv  fuUv,  the  farts  and  the  reasons  whi<'h  indu(X*d  all 
>e  nations  in  KurofK.',  after  having  trieti  in  vain  to  maintain 
iim«-taltsm  for  five  hundretl  xears,  finally  to  abandon  it  as  ho|K*less 
nd  tm^kossible,  and  to  adopt  the  single  Gf)ld  Standard,  which  is 
f  *f\*  Knetalism. 

Ss  thi%  bw  wxs  first  demonstrateil  in  France,  we  shall  take  the 
of  that  country  first. 

2  i\ 
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irculation,  and  the  Ixase  Coin  alone  remains  current,  to  the 
c«immcrce, 

(iiNtinguishod  Frenchman  in  the  fourteenth  century,  was  the 
raise*  his  prote!»t  against  the  idea  that  Sovereigns  could  fix  the 
f  the  (?oins  and  other  commodities. 

v.inu'  ideas  and  evils  existed  all  through  Europe,  and  were 
n^^rbus  mmmericus, 

rul.  which  then  comprehended  the  modern  l^russia,  was 
1  H-ith  these  evils.  Sigismund  I.,  King  of  Poland,  sought  the 
I  »f  ( 'o^x-mirus,  who  was  a  member  of  the  Prussian  Diet  At 
tancf  of  Sigismund,  Co{)emicus  drew  up  a  masterly  treatise 
)t  \,  whi(  h  he  entitled  Naiio  monttit  cudendtty  which  has  only 
IV  iivcTi-d  within  the  present  century,  and  is  included  in  the 
<  <  fit  etlition  of  his  works  printed  at  Warsaw,  in  1854. 
riiK  Us  had  no  knowledge  of  the  treatise  of  Oresme,  written 
ir^  iK'tbrc  his  time,  but  he  came  to  exactly  the  same  condu- 
'Huy  wi'fe : 

K.it  It  is  im|K)ssible  for  the  prince  to  regubte  the  value  of  the 
•r  of  any  other  commodity. 

hat  all  that  the  prince  or  the  law  can  do,  is  to  maintain 
ns  at  their  full  legal  weight,  purity,  and  denomination. 
h.it  it  is  roblK-r)'  for  the  prince  to  diminish  the  weight,  debase 
:t\.  or  rliange  the  denomination,  of  his  Coins. 
hat   It   JN   ini(K>Hsil)Ic  for  good  and  full-weighted  C'oin,  and 
\\  jn<l  (It-luNc^l  <  *oin  to  circulate  together  :   that  all  the  good 
•i-arilrd  away,  melted  down,  or  exi)orted  :  and  the  degraded 
•a^  tl  \  Din  alone  remains  in  eireulation. 
i.i!  thi   <  iMns  of  gultl  and  silver  must  bear  the  same  ratio  to 
•  r  a**  the  metals  do  in  the  market.     It  is  imiM)ssible  to  keep 
i  -:l\<r  ( 'oins  in  circulation  together  in  unlimited  quantities, 
\  '•  ^al  Ratio,  differing  from  the  market  ratio  of  the  metals. 
:'i  which  is  un<lerraled  disap|)earN  fn>m  circulation,  and  the 
:-  \\  \^  iivcrrated  alone  remains  rurrenl. 

-i!  when  g<MKi  « oins  are  issued  from  the  Mint,  all  the  Ixise 
railetl  (  oins  must  l>e  withdrawn  from  cin^ulation,  tir  else  .ill 
.1  -  oin>  will  disap|>e.ir  to  the  ruin  of  commerce, 
a:  It  \^  im)>ossil)li*  to  have  two  measures  of  Value  in  the 
.^•.tr\.  ju^t  as  It  Is  to  lu\e  two  standard  measures  of  weight, 

K^i\\    l.fi^li-^h   sovereigns  did  not  det)ase  iluir  Coins:    !)ul 
..ianlilies  of  base  and  degraded  Coins  were  in  eirculaticm, 
.*  jU'-nlly   all    the   ^o<xl    Coin    disapjKATed   as  sootv  ^n  \\ 
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was  issued  from  the  Mint      Edward  I.  was  the  first  to  diminish  the  I 
weight  of  the  Coin.     He  coined  243  pennies  out  of  the  poand  I 
weight  of  silver,  and  by  successi^-e  diminutions  the  pound  w^ht  of  | 
silver  was  coined  into  74^  pennies  under  Elizabeth.     The  instant  I 
disappearance  of  the  good  coin  as  soon  as  it  was  issued  fiom  tbe  I 
Mint,  was  the  subject  of  repeated  debates  in  Parliament  for  centniiesi  I 
and  was  an  inscrutable  puzzle  to  financiers  and  Statesmen.     They 
thought  that  it  was  a  direct  inspiration  of  the  Evil  One  that  nade 
people  prefer  bad  coin  to  good  coin.      But  they  had  no  Oresme  or 
Copernicus  to  explain  it  to  them,  and  the  only  remedy  they  cooM 
suggest  was  to  enact  penalties  of  death  and  mutilation  against  diose 
who  exported  good  coin. 

At  last  Sir  Thomas  Gresham  explained  to  Queen  Elizabetii  tfait 
good  coin  and  bad  coin  cannot  circulate  together,  but  that  the  good 
coin  entirely  disappears,  and  the  bad  coin  alone  remains  cunent 
As  Gresham  was  the  first  in  this  country  to  explain  that  pennitting 
bad  coin  to  circulate  was  the  cause  of  the  disappearance  of  the  good 
coin,  I  suggested,  in  1857,  that  this  should  be  called  Gresham's  law, 
and  this  has  now  been  universally  adopted.  But  as  Oresme  and 
Copernicus  had  both  declared  this  law  before  him,  it  ought  to  be 

called  the  Law  of  Oresme,  Copernicus,  and  GreshaiiL 

This  great  fundamental  law  of  the  coinage  soon  became  common 
knowledge.     It  is  thus  stated  in  a  pamphlet  in  1696  : 

"  When  two  sorts  of  Coin  are  current  in  the  same  nation  of  Hht 
value  by  denomination^  but  not  intrinsically  [/>.,  in  market  value\, 
that  which  has  the  least  value  will  be  current^  and  the  other,  as  much 
as  possible,  will  be  hoarded ^^  or  melted  down,  or  exported,  we  may 
add. 

This  great  Law  applies  in  the  following  cases : 

1.  If  the  Coins  consist  of  one  metal  only,  and  clipped,  degraded, 
and  debased  Coins  are  allowed  to  circulate  along  with  good  Coins, 
all  the  good  Coins  disappear  ;  they  are  either  (i)  hoarded  away  (2), 
melted  down  or  (3),  exported;  and  the  bad  coin  alone  remains 
in  circulation. 

2.  If  Coins  of  two  metals,  such  as  gold  and  silver,  are  allowed  to 
circulate  together  in  unlimited  quantities  at  a  fixed  Legal  Ratio, 
which  differs  from  the  relative  market  value  of  the  metals,  the  Coin 
which  is  underrated  disappears  from  circulation,  and  the  Coin  which 
is  overrated  alone  remains  current. 

3.  As  a  necessary  corollary  it  follows  that  it  is  impossible  to 
maintain  a  fixed  Par  of  Exchange  between  countries  which  use 
different  metals  as  their  Standard  Unit. 
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This  Law  is  not  confined  to  single  and  separate  counties,  it  is  not 
limited  in  Time  or  Space,  it  is  absolutely  universal ;  and  it  is  equally 
impossible  for  the  whole  world  to  maintain  Coins  of  two  or  more 
metals  in  circulation  in  unlimited  quantities,  at  a  fixed  Legal  Ratio, 
which  differs  from  the  natural  or  market  value  of  the  metals,  as  it  is 
for  single  and  separate  countries  to  do  so. 

The  explanation  of  this  problem,  which  was  an  inscrutable 
mystery  to  statesmen  and  financiers  for  so  many  ages,  is  extremely 
simple.  If  shillings  are  allowed  to  circulate  together,  some  of  which 
are  worth  twelvepence,  and  others  only  ninepence,  and  everyone 
is  allowed  to  pay  his  debts  in  which  of  them  he  pleases,  he  will 
naturally  pay  his  debts  with  the  shillings  worth  ninepence,  and 
keep  those  worth  twelvepence  in  his  pocket.  Or  if  shillings  worth 
twelvepence  have  no  more  value  than  shillings  worth  ninepence, 
bullion  dealers  collect  all  the  heavy  coins  they  can,  and  melt  them 
down  into  bullion,  in  which  form  they  have  more  value;  or  they 
ex{X)rt  them  to  foreign  countries,  where  they  have  their  full  value. 
Thus  the  underrated  coins  have  invariably  been  found  to  disappear 
in  one  or  other  of  these  three  ways. 

It  is  exactly  the  same  in  all  cases  in  which  persons  are  allowed 
to  pay  their  debts  in  things  which  have  nominally  the  same  value, 
but  in  reality  are  of  different  values.  When  persons  are  allowed 
to  pay  their  rents  in  kind,  they  naturally  select  the  worst  portions 
of  the  produce  to  pay  their  landlords,  and  keep  the  best  portions 
for  themselves. 

If  the  law  allowed  two  different  yard  measures  to  be  used,  one 
of  three  feet  and  one  of  two  feet,  and  a  merchant  received 
an  order  for  so  many  yards  of  cloth,  he  would  naturally  fulfil 
the  order  in  yards  of  two  feet,  rather  than  in  yards  of  three 
feet. 

If  the  law  allowed  two  miles  to  be  used,  one  of  1,000  yards 
and  one  of  1,760  yards,  and  a  cabman  was  desired  to  drive  five 
miles,  he  would  naturally  drive  five  miles  of  1,000  yards,  rather  than 
five  miles  of  1,760  yards. 

So  if  the  law  allows  debtors  to  pay  their  debts  in  coins  of 
different  metals,  which  are  rated  equally  in  law,  but  whose  value  differs 
in  the  market  of  the  world,  they  will  naturally  pay  their  debts  in 
the  coin  which  is  overrated,  and  keep  the  coin  which  is  underrated 
at  home.  Then  inevitably  the  coin  which  is  underrated  disappears 
from  circulation,  and  that  which  is  rated  above  its  natural  or  market 
value  alone  remains  current ;  and  this  is  true,  whether  single  and 
separate  States  do  so,  or  whether  the  whole  world  does  so.     For 
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the  whole  world  can  no  more  by  universal  agreement  make  nine 
equal  to  twelve  than  any  separate  State  can. 

For  the  very  same  reason,  it  is  impossible  to  maintain  a  fixed 
Par  of  Exchange  between  countries  which  use  different  metals  as 
their  standard,  because  coins  are  only  accepted  in  foreign  countiies 
according  to  the  market  value  of  the  bullion  they  contain;  and 
as  the  value  of  the  metals  is  constantly  changing  in  the  maiket 
of  the  world,  the  value  of  the  coins  must  equally  do  so,  too. 

The  truth  of  these  principles,  which  are  gathered  from  the  ex- 
perience of  ages,  is  incontrovertible. 

In  1663,  the  first  coinage  of  guineas,  made  (rom  gold  imported 
by  the  African  Company,  took  place.  By  the  Mint  indenture,  they 
were  struck  to  be  of  the  value  of  20s.  in  silver,  at  the  maiket  vahe 
of  gold  and  silver  at  the  time.  But  they  were  never  made  leg^l 
tender  at  that  rate.  They  consequently  circulated  at  the  rate  idiicfa 
people  choose  to  place  on  them,  and  they  soon  passed  at  21& 
The  silver  coinage  became  shamefnlly  clipped,  worn,  and  d^;raded, 
and  the  rating  of  the  guinea  became  higher  and  higher;  and,  as 
always  has  happened,  all  the  good  coin  was  melted  down  or  ex- 
ported. 

In  April,   1690,  the  goldsmiths  complained  to   the    House  of 
Commons  that  they  had  ascertained  that  vast  quantities  of  silTtr 
bullion  had  been  exported.     That  many  Jews  and  merchants  had 
recently  bought  up  immense  quantities  of  silver  to  carry  out  of 
the  kingdom,  and  had  given  three-halfpence  an  ounce  for  it  abort 
its  regulated  value.     That  this  had  encouraged  the  melting-down 
of  much  plate  and  milled  money,  whereby  for  six  months  no  bullioii 
had  been  brought  to  the  Mint  to  be  coined.     A  Committee  of  tbc 
House  verified  these  allegations.     It  was  shown  that   the  profits 
of  melting-down  the  milled  money  was  above  ^28  per  ^1,000; 
and  that  while  the  Mint  price  of  silver  was  5s.  2d.  per  ounce,  the 
current  price  was  5s.  3jd. 

In  1 69 1,  a  posthumous  work  by  Sir  William  Petty  was  published, 
in  which,  as  far  as  we  are  aware,  is  the  first  announcement  of  the 
principle  that  the  standard  coin  should  be  made  of  one  metal  only. 
He  says  {Political  Economy  of  Ireland^  ch.  10)  that  Money  is 
understood  to  be  the  uniform  measure  of  the  value  of  all  com- 
modities ;  that  the  proportion  of  value  between  pure  Gold  and 
fine  Silver  alters,  as  the  earth  and  industry  of  men  produce  more 
of  one  than  the  other.  That  Gold  has  been  worth  but  twdve 
times  its  own  weight  in  Silver,  but  that  of  late  it  has  been  worth 
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fourteen ;  "  j^  there  can  be  but  one  of  the  two  metals  of  Gold  and 
Silver  to  be  a  fit  matter  for  Money  ^ 

This  is,  as  far  as  we  are  aware,  the  first  enunciation  of  the  great 
principle  that  only  one  metal  should  be  adopted  for  the  standard 
Coin  and  measure  of  value.  Nor  are  we  aware  of  what  amoimt 
of  attention  it  received  when  announced. 

The  state  of  the  silver  coinage  had  been  continually  becoming 
worse,  and  the  nominal  price  of  guineas  rising.  In  the  months  of 
May,  June,  and  July,  1695,  57^  bags  of  silver  coin,  each  of  ;;^ioo, 
were  brought  into  the  Exchequer,  whose  aggregate  weight,  according 
to  the  standard,  ought  to  have  been  18,451  lbs. :  their  actual  weight 
was  9,480  lbs.,  showing  a  deficiency  in  the  current  coins  in  the  rate 
of  10  to  22.  Guineas  had  risen  to  30s.,  and  the  exchange  with 
Holland  had  fallen  25  per  cent. 

A  writer  says — '*And  so  by  degrees,   as   the  silver  coin  was 

diminished  and  debased  in  itself,  so  it  fell  in  the  estimation  of 

the  people ;   and  in  proportion  gold  advanced,  and  also  bullion 

(that  is,  not  in  itself,  but  in  proportion  to  the  bad  money) ;  not  that 

bullion  became  worth  6s.  5d.  an  ounce,  or  guineas  30s.  in  good 

money — that  is,  in  weighty  standard  money — but   in  clipped  and 

counterfeit  money,  whereof  6s.  5d.  was  not  of  the  true  and  esteemed 

value  of  5s.  2d.     And  as  we  ourselves  grew  sensible  of  the  want  of 

value  in  money  that  passed,  so  did   foreigners  likewise,  and  the 

Foreign   Exchanges   soon    altered  cucordingly :    so   that   it    cannot 

properly  be   said   that   bullion   is   advanced   much,  but  that   the 

money  that  is  exchanged  for  them  is  much  less  value  than  it  was; 

and  the  new  coining  of  our  money  will  not,  as  I  apprehend,  alter 

the  value  of  bullion,  gold,  etc.,  but  it  will  bring  silver  in  coin  to  its 

due  value." 

"  If  guineas  continue  current  at  30s.  a  piece,  the  exchange  will 
continue  about  the  rate  it  does,  except  the  common  and  ordinary 
variation,  which  many  sudden  drafts  and  remittances  occasion :  and 
if  guineas  fall^  the  exchange  will  rise  in  proportion  ;  and  if  the  silver 
coin  is  redressed^  guineas  will  falL^^ 

He  repeatedly  declares  that  the  only  way  to  set  matters  right  was 
to  reform  the  coinage. 

Mr.  William  Lowndes,  the  Secretary  to  the  Treasury,  was  ordered 
to  make  a  report  on  the  coinage.  In  this  he  enters  into  a  long,  and, 
at  that  time,  valuable,  investigation  of  the  history  of  the  coinage, 
and  its  successive  depreciations  in  weight  and  fineness,  in  which  he 
maintained  the  extraordinary  hallucination  that  the  successive  frauds 
committed  by  the  English  kings  in  diminishing  the  bullion  in  the 
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coin  had  raised  its  value.  His  doctrine  was,  that  by  raising  the  nam 
of  the  coin,  it  thereby  acquired  increased  value.  His  proposal  ms, 
either  that  the  new  coinage  should  be  made  of  a  diminished  wd^ 
or  that  the  same  pieces  should  be  rated  at  a  higher  price  in  tak, 
or  that  60  pence  were  equal  to  75  pence. 

Tho  proposal  of  Lowndes,  coming  from  a  person  holding  his 
i^hi^ial  |x>sition,  demanded  an  immediate  answer.     Locke  perfonned 
the  task  in  a  manner  worthy  of  his  genius,  which  has  remained 
unassailable  ever  since.     {Further  Considerations  eoneeming  raisi^ 
the  I'aSke  i>/  Mtmey.     Works,  vol.  iv.)    This  is  far  too  long  to  be 
viuvued  heK\  but  it  is  given  in  my  Bimeta/ism.     He  says — "  Riising 
\}i  wnn  is  but  a  specious  word  to  deceive  the  unwary.     He  only 
^ives  the  usual  denomination  of  a  greater  quantity  of  silver  to  a  tes 
(ff.^^.  eallini;  four  grains  of  silver  a  penny  to-day,  when  five  grains  of 
silver  uuule  a  ivnny  yesterday) ;  but  adds  no  worth,  or  real  valoc 
to  the  silver  coin  to  make  amends  for  its  want  of  silver.     That  is 
im^KKNsible  to  bo  done,  for  it  is  only  the  quantity  of  silver  in  it  that 
is»  anil  eternally  will  be,  the  measure  of  its  value ;  and  to  convince 
anyone  of  this,   I  ask  whether  he  that  is  forced  to  receive  but 
^?2o  ounces  of  silver  under  the  denomination  of  ^100  (for  40c 
iHiiKcs  o\  silver,  which  he  lent    under  the   like  denomination  of 
^100)  will  think  these  320  ounces  of  silver,  however  denominated 
worth  those  400  oinu  es  he  lent  ?     If  anyone  can  be  supposed  to  be 
so  silly,  he  need  hut  ^o  to  the  next  market,  or  shop,  to  be  convinced 
that  men  value  not  money  by  the  denomination,  but  by  the  quantit) 
of  silver  there  is  in  it.     One  may  as  rationally  hope  to  lengthen  a 
foot  by  dividing  it  into  fifteen  parts  instead  of  twelve,  and  callii^ 
them  inches,  as  to  increase  the  value  of  silver  there  is  in  a  shilling 
by  dividing  it  into  fifteen  parts  instead  of  twelve,  and  calling  them 
pence.'' 

"I  have  spoken  of  silver  coin  alone,  because  that  makes  the 
money  of  acct)unl  and  measure  of  trade  all  through  the  world.  For 
all  contracts  are,  1  think,  everywhere  made,  and  accounts  kept,  in 
silver  coin. 

"  Silver,  therefore,  and  silver  alone,  is  the  measure  of  commerce. 
Thv  Mctais  as  ^old  and  stiver  can  not  l^c  the  measure  of  commerce  both 
together  in  any  countn-  [  Lix  ke  here  enunciates  the  same  doctrine  a> 
CojHTnicusl ;  Ixvause  the  measure  of  commerce  must  be  perpetually 
the  same  invariable,  and  keeping  the  same  proportion  of  value  in  all 
its  |\irts.  Fnt  so  onJy  one  nteta/ dths,  or  can  do^  to  itself:  so  silver  is 
to  silver,  and  gold  to  gold.  An  ounce  of  silver  is  alwaj-s  of  equal 
*  to  an  ounce  o{  silver,  and  an  ounce  of  gold  to  an  ounce  of 
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old  .  and  two  ounces  of  the  one  or  the  other  of  double  the  value  to 
n  oun^x  (»f  the  same.  Hut  gold  and  silver  change  their  ^-alue  to 
nc  another  ;  for  suppose  them  to  be  in  value  as  16  to  1  now, 
vrha{*s  the  next  month  they  may  be  as  15]  or  15 J  to  1.  And  one 
-u\  as  well  make  a  measure,  €,g.  a  yard,  whose  parts  lengthen  and 
hnnk,  as  a  measure  of  trade,  of  materials  that  have  not  always  a 
trttlcti  m variable  value  to  one  another. 

"  i  >nc  metal,  therefore,  alone  can  be  the  money  of  account  and 
nntract,  and  the  measure  of  commerce  in  any  country'.** 

Ijoi  ke  then  ^oes  through  each  of  I^wndes'  arguments  and  pro- 
osals  one  by  one,  and  gives  them  such  a  refutation  as  would  have 
elight«i  the  heart  of  (rhillingworth.  To  I^wndes'  doctrine,  that 
it»ing  th<-  coin  by  making  it  more  in  tale  would  make  it  more 
Sundant  fur  general  use,  l^ocke  says — **Just  as  the  boy  cut  his 
•a: her  uito  live  (|uarters,  as  he  called  them,  to  cover  his  ball,  when 
u!  :nti»  four  i{uarters  it  fell  short :  but  after  all  his  pains,  as  much  of 
IS  tall  lay  Uirc  as  Ix'fore  -if  the  (|uantity  of  coined  silver  employed 
I  l-lngLiiui  fall  short,  the  arbitrary  denomination  of  a  greater  number 
\  \m:n*  e  ^iviH  tf>  it,  or,  which  is  all  one,  to  the  several  coined  pieces 
I  It,  will  not  nuke  it  commensurate  to  the  si/e  of  our  trade,  or  the 
rcatne^H  of  <»ur  ttcc^asions. 

**  The  m4  rease  of  denomination  does,  or  can  do,  nothing  in  the 
L%r.  ftir  it  i>  silver  )iy  its  quantity,  and  not  denomination,  that  is 
>.-  (trice  (if  things  and  measure  of  commerce  ;  and  it  is  the  weight 
f  silver  m  it,  an<i  not  the  name  of  the  pieces,  that  men  estimate 
ijnkm<iditi«*s  by.  ant!  exchange  them  for. 

••  If  this  U-  nut  NO.  when  the  necessity  of  <»ur  affairs  abroad,  or  ill 
u^'^antlr)  at  hnme,  has  carried  away  half  our  treasure,  and  a 
1  >i«;\  of  <»ur  money  is  gone  (lUt  of  England,  it  is  but  ti»  issue  a 
?  -  laiiution  that  a  |ienny  shall  go  for  two|H'nce,  si\|x*n<'e  for  a 
'      :m^.  half  a  I  Town  for  a  crown,  \*c.,  and  immediately,  without 

\    miifi-   adti.    We   are   as  rich  as    iM'fore :    and,  when  half   the 

ni.»:nd«r  is  gi»n<-,  it  In  but  <loing  the  same  thing  again,  and  raising 

'  (it  n<*minati(»ii  anew,  and  we  arc  where  we  were:  and  so  on. 
V*f-ri-Sy.  supiHisiiig  the  denomination  raiM-tl   15-iMhs  e\ery   man 

\\  Im  a*  n*  h  with  an  ounce  of  silver  in  his  purs*-,  as  he  was  U-fore 

S- n  he  luil  lO  nuiues  then-,  and,  in  as  great  pKnly  <»f  nmm-y, 
r.i*  ;•>  r.irry  tm  his  trade  without  bartering  ;  his  siUir,  by  this  short 
A>    of  raiMng,  Unng  changt*«i   into  the   value  ot   i^oM,   for  ^hen 

!%«-r  will  l»u\  lO  times  as  much  wine,  oil,  and  bre.id.  \«  .,  ti»4iay  as 
Would  >csterday  (all  other  things  mnaiiung  thr  same  but  the 
•  D-^nnrution),  it  hath  the  rt-al  worth  of  ^old. 
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"This,  I  guess,  everybody  sees  cannot  be  so,  and  yet  this  mint  I 
be  so,  if  it  be  true  that  raising  the  denomination  one-fifth  am  I 
supply  the  want,  or  one  jot  raise  the  value  of  silver  in  respect  of  I 
other  commodities;  /.^.,  make  a  less  quantity  of  com,  oil,  and  dodi,  | 
and  all  other  commodities,  than  it  would  yesterday,  and  thotbf  I 
remove  the  necessity  of  bartering.     For,  if  raising  the  denominatioB  I 
can  thus  raise  the  value  of  coin  in  exchange  for  other  commoditiel 
one-fifth,  by  the  same  reason  it  can  raise  it  two-fifths,  and  afterwaidi 
three-fifths,  and  as  much  farther  as  you  please.     So  that,  by  diis 
admirable  contrivance  of  raising  our  coin,  we  shall  be  rich,  and  »  I 
well  able  to  support  the  charge  of  the  Government,  and  cany  co 
our  trade  without  bartering,  or  any  other  inconvenience  for  want  of 
money,  with  60,000  ounces  of  coined  silver  in  England,  as  if  te 
had  six  or  sixty  millions.  ...  If  this  could  be,  we  might,  as  every 
one  sees,  raise  silver  to  the  value  of  gold,  and  make  oursdves  as 
rich  as  we  pleased." 

Thus  Locke  shows  that  if  it  be  possible  to  fix  the  value  of  goU 
to  silver  by  law,  at  the  ratio  of  15^^  to  i  when  the  natural  or  maiket 
value  is  35^  to  i,  it  would  be  just  as  easy  to  make  silver  equal  in 
value  to  gold  at  once. 

Parliament  resolved  to  recoin  the  silver  at  the  old  standard  of 
weight,  fineness,  and  denomination.  It  cost  ^3,000,000.  But  no 
sooner  was  the  new  coin  issued  from  the  Mint  than  it  was  hoarded, 
or  exported  to  purchase  gold.  Several  proclamations  were  issued 
gradually  reducing  the  price  of  guineas.  Eventually  the  Treasury 
gave  notice  that  they  would  be  received  at  the  rate  of  21s.  6d. 
But,  even  at  that  price,  all  the  best  and  heaviest  silver  coins  were 
culled  out  and  exported  to  Holland,  where  gold  might  be  purchased 
at  a  great  profit ;  and  men^s  ideas  began  to  be  transferred  from 
silver  to  gold  as  the  standard  coin. 

The  Government,  in  their  perplexity,  referred  the  whole  question 
to  Sir  Isaac  Newton,  the  Master  of  the  Mint,  and  he  presented  an 
elaborate  report  (Parliamentary  History^  vol.  vii.  col.  526),  shewing 
the  different  ratios  at  which  gold  and  silver  were  coined  in  the 
different  States  of  Europe,  and  that,  according  to  the  market  rate 
of  gold  and  silver,  the  real  value  of  the  guinea  was  only  20s.  8d, 
instead  of  21s.  6d.,  at  which  it  currently  passed.  This  necessarily 
caused  all  the  good  silver  to  disappear.  He  recommended  that  the 
price  should  be  reduced  to  21s.  by  way  of  experiment  This  was 
accordingly  done,  and  the  value  of  the  guinea  was  then  fixed  at  21s. 
But  as  the  guinea  was  still  overrated  by  4d.,  the  guinea  became,  by 
Greshani*s   I^aw,  the   standard   current   coin,   and   it    became  the 
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w/cd  custom  of  merchants  that  all  mercantile  obligations  were 
!•'  in  gold ;  and  the  Foreign  Exchanges  were  reckoned  in  the 
'oin  instead  of  silver.  Thus,  e\'er  since  1718,  England  has 
pra<iirally  a  Gold  Monometallic  countr)*,  although  the 
a!iir  law  still  lingered  on  for  another  hundred  years  in  the 
r*  H(M»k.  At  the  great  rccoinagc  in  18 16,  this  custom,  which 
ixn  in  use  f(^  a  hundred  years,  was  adopted  as  I^w,  and  our 
It  system  of  coinage  was  established. 
rn  the  East   India  Company  extended  their  dominion  o^-er 

they   fouml   the   multiplicity  of  gold  and  silver  a>ins  in 
it  ion   (u<)4   in   numlnrr)  —  of   diflercnt  weights  and  fineness. 
instantly  \ar)-ing  in  value — an  intolerable  nuisance.     The>' 
umrcd    to    establish    Himetalism—  />.,    to    issue   Gold   and 
<*oins  at  a   Fixetl   Ijegal   Ratio- in    1766.     They  struck  a 
M«>hur.  anti  ordered  it  to  ya^ss  current  fur  14  sicca  rupees. 
V  th<*  ratmg  of  this  gold  mohur  was  much  below  the  current 
\alur  of  golti,  it  was  found  impossible  to  get  it  into  circu- 
it  was   aoordink^ly  called   in,  and   in   1769  a   new  gold 

wan    issuid    m\k\    ordered    to    pass   current    at    t6    sicca 

Hut  this  tiiin  was  not  a  success.     The  Com()any,  being 

jt   {K-rplt'xit)    at   the  disonlrr  of  their  coinage,  sought  the 

•  »f  Sir  J.imt-N  Stewart,  who  liad  the  greatest  reputation  in 
\-\  as  .in  r.«t»n«'misi  before  the  publication  of  the  IfraM 
■/.•-•I*   m    i77'».      Mr   James   Sti*wart   a<'orilingly  drew   up  a 

for  tfu-m  in  1772  (T^r  pHncipifS  of  Xfonex  appHeJ  to  the 
r  srtte  of  thf  0/';  of  Ben^ai^  '77--)  He  enfom-d  exactly 
i:::-  prinriiiKs  as  <  )resme,  Copernicus  and  (iresham  had 
^-•'►rc  him.  Ht  showetl  that  the  ilefect  of  coining  l)Oth 
ar"%«  from  the  nvalship  of  the  metals  themselves.  The)* 
••-tn    .vlopte«!   e'lU.ilK    as   a    nu*dium    of   commerce,   or   as 

j.iatt  e»|uiv.ileni  for  everything  that  i:^\\  lie  Uiught.  But 
.1-1  thf  value  ••f  the  loins  remain  stable  while  that  of 
i- ?.ils    \4ries?       He    then    showttl    that    a    change    in    the 

\4l11e  of  the  nu  l.ils  threw  all  Imsiness  into  ronfusii»n.  Sir 
mart  th«n  slit-wrd  that  if  either  metal  Ik*  adopted  as  the 
ril,  the  other  must  U-  at!justf<l  to  it  from  tinn-  (•>  tinu-  He 
-rrittMl  out  why  th»  attempt  to  t'i\  a  \alu«-  U  twii  n  ihr  roins 
<'»m;uny  h.ul  ««»mpKlel\  failed;  ami  that  t!»«  Si!\er  Coins 
r-#-n  riit  lird  d«»wn  an<l  «  \{H)rteii.  In  pro|H»rti'»n  a**  the  de- 
ifi-n  ''f  a  «  o.n  wa^  raivd  aUive  its  market  value,  ihi  value 
\i  (lf-rMminati4>ii  was  ileliaMtl.  and  tin  t-\)>ortatiofi  of  the  roin 
»a%  undervalueii  was  pnimoteti.      Ihc   Indian  (fOvernment 
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made  several  attempts  to  remedy  the  evils  pointed  out  by  Sir  J.  1 
Stewart,  but  they  were  attended  with  very  partial  success.  L 

In  1806,  the  masterly  and  unanswerable  treatise  of  Loidli 
Liverpool,  on  the  Coins  of  the  Realm,  reached  India,  and  it  was  In.^ 
immediately  taken  into  consideration  by  the  Governor-General  b  l 
Council,  and  they  issued  a  Minute  to  the  Governments  of  Bomb^  \ 
and  Madras  on  the  whole  question  of  the  coinage.  This  impomat  L 
Minute  had  never  hitherto  been  published,  but  the  India  Office  1- 
most  courteously  has  permitted  me  to  make  it  public,  and  I  proceed  \ 
to  quote  the  parts  of  it  relating  to  Bimetalism  in  full,  because  itiil: 
not  accessible  to  the  public.  l 

"  In  the  prosecution  of  our  inquiries,  we  have  referred  to  a  Letter  l 
from  the  Earl  of  Liverpool  to  the  King,  on  the  Coins  of  the  Realm,  1 
copies  of  which  we  transmit  with  the  present  dispatch.  We  think  I 
his  Lordship  has  established  the  principle  that  the  'Money,  or  I 

Coin,  which  is  to  be  the  principal  measure  of  propotf,! 
ought  to  be  of  one  metal  only.'  In  applying  this  argument  to  I 
a  Coin  for  general  use  in  India,  there  cannot  be  a  doubt,  in  our  I 
opinion,  that  such  a  Coin  must  be  silver.  I 

"  It  is  our  opinion,  supported  by  the  best  authorities,  and  proved 
by  experience,  that  Coins  of  Gold  and  Silver  cannot  circulate  as 
legal  tenders  of  payment  at  fixed  relative  values,  as  in  England  and 
India,  without  great  loss :  this  loss  is  occasioned  by  the  fluctuating 
value  of  the  metals  of  which  the  Coins  are  formed.     A  proportion 
between  the  Gold  and  Silver  Coins  is  fixed  by  law,  according  to  tk 
Va/ue  of  the  Metals,  and  it  may  be  on  the  justest  principles :  bui 
owing  to  a  change  of  circumstances,  Gold  may  become  of  greattr: 
value,  in  relation  to  Silver,  than  at  the  time  the  proportion  was 
fixed :  it  therefore  becomes  profitable  to  exchange  Silver  for  Gold. 
so  the  coin  of  that  metal  is  withdrawn   from  circulation :    and  if 
Silver  should  increase  in  its  value,  in  relation  to  Gold,  the  same 
circumstances  would  tend  to  reduce  the  quantity  of  Silver  coin  in 
circulation.     As  it  is  impossible  to  prevent  the  fluctuation  in  the  Vtihi 
of  the  metals,  so  it  is  equally  impracticable  to  prevent  the  consequence 
thereof  on  the  Coins  made  from  these  metals. 

"  From  these  circumstances  the  Coin  of  England  has  been  much 
disordered,  and  the  papers  referred  to  have  plainly  shewn  the  losses 
and  inconveniences  experienced  in  India  from  similar  causes.  The 
loss  in  Bengal  was  certainly  enhanced  by  giving  to  the  Gold  Coin, 
at  the  period  of  its  issue,  an  improper  value,  in  reference  to  the 
Silver  Com.  l^ss  and  inconvenience  have  been  occasioned  ai 
Madras  by  the  contrary  error,  where  the  Silver  Coin  was  rated  at 
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0  high  a  value  in  relation  to  the  Gold  Coin.    But  there  is  a  radical 

^ect  in  the  principle  itself  of  giving  a  fixed  value  to  metals  in  Coin^ 

t  are  in  their  nature  subject  to  continual  change :    because  the 

etals,  being  articles  of  commerce,  their  value  will  fluctuate  with 

e  demand.     Had  the  nicest  proportion  been  fixed  between  the 

and  Silver  Coins  of  Bengal  and  Madras,  at  the  time  of  their 

;  yet  the  first  alteration  in  the  price  of  the  metals  would  have 

^i^ccasioned  the  Batta  (premium)  so  much  complained  of,  though 

^^ch  batta  had  not  existed  before.     The  alteration  in  the  value  of 

"^lie  metals  in  Europe  has  been  the  principal  cause  of  the  present 

^tate  of  the  finglish  Silver  Currency  :   a  debased  and  counterfeit 

Maaoney  having  been   introduced  into   circulation,  which  does  not 

ss  above  one-third  of  the  intrinsic  value  of  the  legal  Coin  of 

realm.     To  adjust  the  relative  values  of  the  Gold  and  Silver 

^oins,  according  to  the  fluctuations  of  the  metals,  would  create 

^x>ntinual  difliculties,  and  the  establishment  of  such  a   principle 

'would  of  itself  tend  to  perpetuate  the  inconvenience  and  loss. 

"Having  stated  our  views  concerning  a  general  Currency  for 
British  India,  we  deem  it  unnecessary  to  make  any  observations  on 
the  advantages  attending  such  a  measure,  as  our  Governments 
abroad,  by  constant  experience  of  the  manifold  evils  of  the  present 
system,  are  fully  competent  to  appreciate  the  benefits  that  would 
result  from  the  adoption  of  a  plan,  whereby  a  Coin  of  one  standard 
weight  and  fineness  would  become  exclusively  current  as  the  general 
measure  of  value." 

This  weighty  Minute  is  of  decisive  authority  in  the  question. 
The  Indian  Government,  from  its  own  experience  of  Bimetalism, 
united  its  judgment  to  the  arguments  of  Oresme,  Copernicus, 
Gresham,  Petty,  Locke,  Harris,  Newton,  Sir  James  Stewart,  and 
Lx)rd  Liverpool,  that  it  is  impossible  to  maintain  Coins  of  Gold  and 
Silver  in  circulation  in  unlimited  quantities,  at  a  fixed  Legal  Ratio, 
diflering  from  the  relative  market  of  the  metals :  but  the  one  which 
is  underrated  disappears  from  circulation,  and  the  one  which  is 
overrated  alone  remains  current. 

This  fundamental  law  of  the  coinage  was  fiuther  confirmed  by  the 
experience  of  France  from  1803  to  1874,  which  is  usually  cited  by 
the  Bimetalists  as  the  golden  age  of  Bimetalism,  but  which,  in 
reality,  is  the  complete  refutation  of  their  doctrines,  and  is  another 
proof  of  the  truth  of  Gresham's  Law. 

After  innumerable  changes,  the  Ratio  of  Gold  to  Silver  in  France 
was  fixed,  in  1726,  at  14^  to  i.  By  this,  however,  the  value  of 
Gold  was  underrated,  and  by  Gresham's  Law  it  disappeaxed,  ^xv^ 
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Silver  became  the  standard  of  France.  In  1 785,  Calonne  chai 
the  ratio  to  15I,  and  this  was  confirmed  in  1803;  and  the  Bi 
alists  contend  that  this  ratio  kept  the  market  value  of  the  n 
steady  till  1873.  But  this  allegation  is  wholly  erroneous. 
French  liberating  armies  plundered  the  sanctuaries  of  the  cou 
they  came  to  liberate  of  their  silver,  which  was  sent  in  imr 
quantities  to  the  Paris  Mint  to  be  coined.  This  caused  the 
of  Silver  to  Gold  to  fall  to  i  to  17.  When  the  market  pr 
either  metal  rises  above  the  legal  ratio,  that  metal  is  said 
at  a  Premium;  and,  as  a  necessary  consequence,  it  disa] 
from  circulation  by  Gresham's  Law.  From  1803  to  1850, 
was  constantly  at  a  premium;  and,  as  a  necessary  conseqi 
there  was  no  Gold  in  general  circulation.  There  was,  of  c 
plenty  to  be  had  at  the  Bank  of  France ;  but  those  who  ? 
it  had  to  pay  a  premium  for  it.  The  evidence  on  this  p< 
absolutely  overwhelming  and  indisputable.  I  can  speak  froi 
sonal  experience.  In  1839-40,  I  resided  in  France,  and  tm 
through  and  through  it ;  and  there  was  not  a  single  gold  coin 
seen  in  general  circulation,  nothing  but  bags  of  silver  five  franc  ] 
But  after  1849-50,  large  quantities  of  gold  came  in  from  Cal 
and  Australia.  The  value  of  gold  began  to  fall.  The  lega 
was  1 5  J,  and  the  market  value  of  silver  was  15 J.  So  long  ; 
was  the  case,  there  was  no  gold  in  circulation.  But  the  va 
silver  rose  from  15I  to  15 J;  and  this  apparently  slight  cha 
the  relative  value  of  gold  and  silver  sufficed  in  a  few  ye 
drive  more  than  ;^i 50,000,000  of  silver  coin  out  of  circu 
and  substitute  an  equal  amount  of  gold  for  it.  Silver  ros- 
premium,  and  disappeared  from  circulation.  In  1857,  I  v 
siding  at  a  French  seaport  town,  and  every  steamer  that  02 
was  laden  with  casks  of  Scotch  whisky,  going  to  be  trans 
into  French  brandy,  and  every  steamer  that  went  out  had  its 
piled  with  bags  of  silver  five  franc  pieces.  It  was  the  sa 
every  other  port.  At  last  silver  became  so  scarce,  that  it  b 
necessary  to  coin  those  detestable  gold  five  franc  pieces. 

In  1865,  the  I^tin  Union  was  formed  of  France,  Italy, 
zerland,  and  Belgium,  to  coin  gold  and  silver  in  unlimited  quai 
at  the  ratio  of  15!.  But  silver  had  begun  to  fall  again;  2 
1867,  fears  began  to  be  entertained  as  to  the  stability  of  the 
Union.  A  Commission,  however,  in  that  year  voted  by  a  m 
against  the  adoption  of  a  single  gold  standard.  But  in 
another  Commission  voted  by  a  majority  strongly  in  favoui 
single  gold  standard",  at\d  ^LtvoOcxei  CoTv\xv\v^^ion^  in  1869-70, 


Interest  463 

same  (onclusion.     In  June,  1870,  a  Commission  was  ap- 
in  Prussia  to  consider  the  expediency  of  adopting  a  single 
ndard.     But  the  Franco-Clerman  War  broke  out  immediately 
li^.  and  put  a  stop  to  all  such  del)ates. 

•  ts  of  November,  1H71,  and  May,  1873,  (>ermany  adopted 
-  ^oUi  standard,  with  a  subsidiary  currency  of  silver.  In 
K  r.  1872.  Belgium  adopted  a  single  gold  standard,  with  silver 
dur\'.  In  I>ccemlx*r,  1872,  a  del>ate  was  held  at  the  SiHieti 
mu  Politiifut^  of  Paris  on  the  question  of  a  single  or  double 
il.  and  the  majority  were  in  favour  of  a  single  gold  standard. 
Ill  January,  1874,  a  Monetar>'  Conference  was  held  in  Paris. 
;na^,  of  the  Paris  Mint,  presided ;  M.  do  Parieu  was  Vice- 
tit.     And  the  result  of  this  was  that  the  right  of  the  free 

of  silver  was  al>olished.  This,  as  the  Economist  said,  was 
h<  Nion  to  the  theory  of  a  single  gold  standard  on  the  |)art 
n  tuh  (tovcrnment ;  and  their  appointment  of  M.  de  Parieu 
of  the  (Commissioners  to  represent  them  is  a  fresh  sign 
!Min^  in  favour  of  the  gradual  alM)lition  of  a  law  which,  aAer 
\»ars*  i-xjK'ricnre,  is  found  to  l)e  effete  in  theory,  and 
ul  in  anion." 

tlic  assertions  of  the  Binietalists  are  utterly  confuted.  It 
\\  to  supjx»c  that  the  French  (>overnment  would  have  taken 
\  s»  rioiiN  step  of  (losing  the  Mints  to  the  free  coinage  of 
k.tljoiit   extremely  cogent    reasons.      It    is    now  shown    that 

•  sMt\  lor  it  ha<l  In-en  foreseen  for  six  years,  and  it  was 
:!••  alter  the  fullest  diMUssion,  and  by  the  rei^ommendation 
\\.^^^\  exjMruneeil  authorities 

.aril's  I.iw  is  uiii\ers;il,  l>e<*auNe  it  is  foumk*t!  on  instincts 
aiiti's  o!    human   nature  which  are   universal   in  ever)*  age 

•  >'r\  «ountr\,  that  is,  the  instinct  and  the  desire  to  seize 
•\  jtriifii  that  « an  Ik  made.  And  in  every  age,  and  in 
..;n!r\,  nun  lia\e  seen  that  a  profit  is  to  l>e  made  by 
d<mri  or  e\{K)rting  « v)in  \\hi('h  is  utuierrated  by  law. 


INTEREST. 

a    jw-rson    •'bnrfowN.'     i,(,    !ni\s,    a    sum    of   monev,   and 
:  I  )i.i\  a  '^uiii  !or  its  um*  .it  the  end  of  the  time  he  Inirrows 
".iri,  :-.  trrini  <l  lnl« Tf'-.l. 
.'   ;  :•  stii:  tin»<   it  is  not  in  rtssary  to  say  \t  ry  mu<  h  respecting 
u<r«iin.ir\  prtjiulK  e  Ahi<  ))  prtvaileti  for  so  manv  a^dif 
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Interest,  or  Usury,  on  Money — a  prejudice  which  has  only  died  oil  ff 
very  recently  in  this  country,  and  still  prevails  in  many  fora^il^ 
countries  where  Usury  Laws  still  exist.  1^ 

We  may  shortly  explain,  however,  how  the  prejudice  arose.  i\ 
one  plants  com  in  the  ground,  the  com  increases  in  actual  visbk 
quantity,  which  is  palpable  to  the  senses ;  or  if  one  has  flocb  v 
herds,  they  multiply  and  increase  of  themselves  in  the  ordioaj 
course  of  Nature.     But  if  Mon-^y  were  sown  in  the  ground  it  wodd 
not  increase,  nor  are  marriages  celebrated  between  sovereigns,  gifim 
rise  to  half-sovereigns.     Consequently,  the  idea  took  possession  of 
men's  minds  that  Money  is,  in  its  own  nature,  barren,  and  incapable 
of  increase,  and  it  is  a  crime  against  Nature  to  take  Interest,  or 
Profit,  for  the  use  of  Money. 

It  was  quite  overlooked  that  Capital  may  increase  by  Exchange^ 
as  we  have  shown  (Capital),  as  well  as  by  increase  of  acttal 
quantity. 

The  greatest  minds,  therefore,  the  world  ever  saw  were  enthralled 
with  the  extraordinary  delusion  that  it  was  a  great  crime  to  take 
Interest  for  the  use  of  Money.  Aristotle  considered  the  bountj 
of  Nature  as  the  only  true  source  of  wealth,  and  had  a  stroog 
aversion  against  trading.  He  observes  that  there  are  two  uses  d 
everything — its  actual  use  and  exchange.  The  one  he  consideis 
natural,  and  the  other  against  nature.  A  shoemaker  would,  hot- 
ever,  probably  consider  the  exchange  of  a  shoe  quite  as  natural  an 
operation  as  using  it.  Aristotle,  however,  looked  with  a  very  doubt- 
ful and  jealous  eye  on  all  exchanges.  And  money  being  for  the 
very  purpose  of  facilitating  exchanges,  was  in  its  nature  of  a  dubioos 
origin ;  and  when  that  purpose,  which  is  already  dubious,  was 
changed  into  lending  it  as  Usury,  the  mischief  was  doubly  aggn- 
vated ;  and  he  pronounces  the  last  mode  of  using  it  to  be  utterly 
detestable  and  abominable. 

The  Hebrew  legislator  and  prophets  strongly  denounced  Usut)*: 
but  it  is  evident  that  they  did  not  refer  to  interest  on  money 
advanced  in  the  way  of  trade,  when  its  very  purpose  was  to  make 
profits,  but  to  charitable  loans  to  persons  in  necessitous  circum- 
stances. 

Nevertheless,  the  Mosaic  interdict  of  Usury  was  adopted,  and 
confirmed  in  its  broadest  and  most  unqualified  terms  by  the  rulers 
of  the  Christian  church.  Money-lenders,  never  a  very  ix>pular 
class  anywhere,  were  laid  under  the  Divine  curse,  the  consequence 
of  which  was  that  in  the  sixth  century  the  Jews  had  become  the 
great  money-lenders  of  Christendom.     As  the  Jews  had  no  hopes- 
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he  future,  another  sin,  more  or  less,  could  not  influence  their 
i\\ .  While,  therefore,  Usur)*  was  strictly  forbidden  to  Christians, 
ft«^  were  not  molested;  and  from  that  era  we  may  date  the 
\^  Itias  of  the  children  of  Israel  to  this  species  of  trading,  which 
further  strengthened  and  aggravated  by  the  treatment  they 
c<,uenti\  receiveii  in  ever)'  country  in  Huro|)e. 
hen  It  was  further  discovered  that  the  prince  of  the  pagan 
niiphcrs  concurred  with  the  divine  legislator  in  condemning 
i-^t  on  the  loan  of  money,  it  lx.*came  a  settled  dogma,  just 
jruiii  as  the  stability  of  the  earth,  that  any  Christian  who  lent 
money  at  interest,  cut  off  fron)  himself  all  ho|)e  of  salvation. 
r\-  was  one  of  the  deadly  sins  charged  u(>on  the  unfortunate 
^ensev  1  )ante  places  the  |)eople  of  (labors,  a  famous  banking 
Tt\  as  coni|anions  to  those  of  the  cities  of  the  plain,  in  the 

"he  irTCNistible  temptation  of  profit,  however,  induced  many 
iNtuiis  to  prefer  seizing  a  present  gain  at  the  risk  of  a  doubtful 
a!:>.  The  active  >piril  of  commerce  deniandc*d  the  use  ol 
:Ul .  and  the  instinctive  sense  of  mankind  rejected  the  absurdit) 
\\\K-\  who  furnisheil  the  means  and  shared  the  risk  of  loss,  should 
a!»4»  share  in  the  profits;  and  numerous  subterfuges  were 
^il.  so  thai  while  the  name  of  Usury  was  avoided,  the  thinj: 
ht  \n.-  done. 

'*^*r.err  Wire  the  inconvenience  and  absurditv  of  the  wicked 
-'r  iif  intercNt  mure  strongly  felt  than  at  the  fountain  of  infalli 
\  -.tM-lf.  the  Pajul  Court;  and  nowhere  was  more  ingenuitv 
•:■.  ii  nri  univent  its  tiwn  dogmas.  A  capital  was  collected  for 
:'»:'}.. iM-  ot  lending  to  the  |KK)r  for  a  certain  time  on  pleilgts 
'u:  nilirest.  Tt»  forward  these  objects,  the  1*ojh.-s  dis|>ensed  to 
--  wht>  (ontributtd  tti  them,  indulgem  es  with  lilKrral  pnxligality. 
1-  r.^uim-  \own  Were  allowed  to  Ik:  ct»mniuied  into  donation^ 
n.iirif:  }'.<>us<.'s.     A  ri<  h  donation  efl'a<  ed  the  stain  on  the  birth  ot 

•  .'.:!ilre:j  of  Wealthy  lil)eriines.  Hut  as  these  establishments 
::*ti  th<  V  r\i(  es  of  a  sta tT  of  ot)i(  laU,  ami  as  there  couUl  Ik.*  nn 
"*  to  |uy  them  a  "alary,  the  l*o|>es  emleavoured  to  induce  the:r 
i'.:s  to  fiirego  mundanr  ut  t  essarirs  ami  comtMfts,  in  consideration 
:;  unliriittid  supply  ot  metatem|M)ral  blessings. 

•  U  an  or^ams.ition  as  this,  howe\er,  couM  *  ^ng 
.rj!'.>  •        It    it   w.u>  a  charitable  thing  ^^ 

\r.ji  r.»  j^rsori*  after  they   had  beo 
:*!>  to  lend  (hem  money  at  a  mode 
r,  and  iif  prevent  them  from  bec 

2   H 
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found  that  Papal  indulgences  were  but  a  poor  return  for  hard  cash, li 
and  as  in  the  course  of  business  the  institudon  itKnined  some  loo^  |i 
they  were  obliged  to  borrow  money  at  interest  to  pay  their  expenses.  |i 
The  Popes,  therefore,  determined  to  allow  die  lending-houses  to 
receive  interest  for  so  much  of  their  capital  as  was  necessaiy  to 
defray  their  expenses.  When  this  breach  was  made,  the  next  step 
was  not  long  following.  In  order  to  attract  a  sufficient  amoois 
of  Capital,  those  who  advanced  money  were  allowed  to  receiie 
a  moderate  interest  for  its  use,  which  was  not  entered  on  the  hahue 
sheet  as  "Interest" — that  would  have  been  damnable — but  n$ 
concealed  under  the  euphemism  of  *'  establishment  charges."  The 
Papal  bull  allowed  it  to  be  given  pro  indemnitaie. 

However  cunningly  and  speciously  this  "  artful  dodge "  was  d^ 
vised  to  do  the  thing  they  dared  not  name,  the  lynx-eyed  divines 
soon  saw  through  the  trick,  and  a  violent  ferment  immediately  arose, 
and  it  was  fiercely  debated  whether  it  was  lawful  to  do  evil,  //. 
take  interest,  in  order  that  good  might  come.     When  the  tempest 
was  at  its  height,  it  was  quelled  by  a  folly  of  equal  magnitude  with 
itself.     The   Pope  issued  a  bull,  declaring  these  holy  mountains 
of  piety — sacri  monti  di  pieia — to  be  legal,  and  damning  all  wbo 
dared  to  doubt  it.     All  scruples  on  the  subject  being  effectually 
silenced  in  so  satisfactor)-  a  manner,  other  cities  hastened  to  foUov 
the  example,  and  establish  lending-houses,  and  they  became  com- 
mon throughout   Italy  in  the  fifteenth  century.     Not^jvithstandirg. 
however,  the  Papal  sanction  they  had  received,  many  writers  and 
preachers  considered  them   to  be  criminal;   and  the  dispute  was 
revived  with  considerable  warmth  in  the  sixteenth  centur\\  unci 
it  was  set  at  rest  by  Leo  X.,  w^ho,  in  the  tenth  sitting  of  the  Council 
of  the  Lateran,  issued  a  special  bull,  declaring  lending-houses  10 
be  legal  and  useful,  and  that  all  who  dared  to  preach,  dispute, 
or  write  against  them  should  be  excommunicated.     He  also  justified 
them  on  the  broad  principle,  which  established  the  propriety  oi 
interest,  that  those  who  received  the  benefit  should  share  the  burden 
— (/ui  comnwdum  sentit  onus  quoque  sentire  debet. 

Notwithstanding  the  thunders  of  the  Vatican,  and  the  tempests 
which  raged  in  the  theological  atmosphere  regarding  the  sinful 
nature  of  interest,  the  practice  flourished  equally  among  tbe 
Christians  as  the  Jews.  The  spiritual  excommunications  of  the 
Church,  and  the  temporal  punishments  of  princes,  were  equaHf 
ineffectual  to  prevent  men  from  following  their  natural 
Edward  the  Confessor  enacted  that  anyone  convicted  ^ 
s'nould  be  stripped  of  all  his  possessions,  and  be  ded 
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as  he  had  heard  the  maxim  at  the  French  Court  that  Usury  is 
the  root  of  every  crime.  Every  country  in  Europe  enacted  similar 
penalties,  and  the  frequency  of  the  denunciation  proves  the  exten- 
sion of  the  practice.  Notwithstanding  all  these  terrible  penalties, 
the  contest  was  vain,  and  several  States  were  obliged  to  limit  what 
they  could  not  prevent  James  I.,  of  Aragon,  in  1228,  limited 
interest  to  20  per  cent  In  the  same  year,  at  Verona,  it  was  limited 
to  \2\\  and  at  Modena,  in  1270,  to  20  per  cent  An  ordinance 
of  Philip  le  Bel,  in  131 1,  allowed  20  per  cent  after  the  first  year 
of  the  loan.  In  1336,  Florence  borrowed  money  to  carry  on  the 
war  against  Mastino  della  Scala,  and  paid  15  per  cent  Genoa 
paid  7  to  10  per  cent  on  its  public  debts.  The  Florentines  opened 
money-lending  houses  in  numerous  places;  their  usual  rate  was 
ao  per  cent,  and  not  unfrequently  30  or  40  per  cent.  At  the 
present  day,  the  usual  charge  of  the  second-class  bill  brokers  for 
discounting  a  tradesman's  bill  is  a  shilling  in  the  pound  for  three 
months.  This  is  discount  at  the  rate  of  20  per  cent.,  or  interest 
at  the  rate  of  25  per  cent 

Smith  says  that,  in  Bengal,  money  is  frequently  lent  at  40,  50, 
or  60  per  cent.,  and  the  succeeding  crop  is  mortgaged  for  the 
payment  The  most  ordinary  banking  charges  at  the  present  day 
are  12  per  cent,  and  often  higher.  This  is  owing  to  the  very 
undeveloped  state  of  banking  in  that  country;  and  this  shows 
what  a  stimulus  it  would  give  to  the  industry  and  wealth  of  India 
to  organise  an  extended  and  solid  system  of  banking  there. 

Calvin  was  the  first  great  man  to  demonstrate  the  fallacy  of  the 
popular  notions  of  the  wickedness  of  Usury.  Upon  the  question 
being  formally  submitted  to  his  judgment,  he  said  that  it  was 
nowhere  forbidden  in  scripture.  The  sense  of  the  precept  of  Christ 
had  been  perverted.  The  Law  of  Moses  was  political,  and  not  to 
be  stretched  beyond  what  men  and  equity  would  bear.  In  various 
places  the  Hebrew  word  meant  fraud  in  general,  and  could  not 
be  applied  to  Usury.  He  said  that  the  Jewish  laws  and  polity  were 
adapted  to  the  Jews  only,  and  that  modem  society  was  totally 
different  from  that  of  the  Jews.  He  treats  the  reasons  of  St 
Ambrose  and  Chrysostom  as  of  very  slight  weight,  and  then 
says : 

"  Money  does  not  beget  money !  What  does  the  sea  ?  What 
does  a  house,  for  the  letting  of  which  I  receive  a  rent?  Does 
money  truly  grow  from  the  roof  and  walls?  But  the  land  also 
produces  ;  and  something  is  brought  from  the  sea  which  afterwards 
produces  [or  draws  forth]  money ;  and  the  convemervce  oi  ^  Yvovai'Sfc 
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may  be  bought  or  exchanged  for  money.      If,  therefore,  more  profit  1^- 
can  be  made  by  trading  than  from  the  produce  of  any  farm,*Bi^ 
he,  who  has  let  some  barren  farm  to  an  agriculturist,  to  be  allowed 
to  receive  rent  and  profit,  and  another  man  not  to  be  allowed  to 
receive  profit   from   money?    And  if  anyone   buys  a  farm  lidi 
money,  does  not  that  money  generate  money  every  year?   Yob 
would  allow  that  the  profit  of  the  merchant  comes  from  his  diligence 
and  industry.     Who  doubts  that  unemployed  money  is  useless?  or 
that  he  who  asks  a  loan  from  me  does  not  intend  to  keep  it  idk 
when  he  has  got  it  ?     Now,  in  truth,  that  profit  does  not  arise  from 
the  money,  but  from  the  produce.      I,  therefore,  conclude  that  we 
are  not  to  judge  of  Usury  by  any  particular  passage  of  Scripture,  but 
only  by  the  Law  of  Equity.     This  will  be  clearer  by  an  example. 
Let  us  suppose  some  wealthy  man  with  large  possessions  in  ianns 
and  rents,  but  not  much  money.     Suppose  another  man  not  so  ridi, 
nor  of  such  large  possessions  as  the  first,  but  yet  having  more  ready 
money.     The  latter  being  about  to  buy  a  farm  with  his  own  money, 
is  asked  for  a  loan  by  the  wealthier  man.     He  who  makes  a  loan 
may  stipulate  for  a  rent  for  his  money,  and  that  the  farm  shiD 
be  mortgaged  to  him  until  the  principal  is  repaid ;  but  until  it  is 
repaid  he  will  be  content  with  the  profit  or  usury.     Why,  then,  shaD 
the  first  contract  without  a  mortgage,  but  only  for  profit  of  the 
money,  be  condemned,  when  the  much  harsher  one  of  the  annual 
rent,  with  a  mortgage  of  his  farm,  is  approved  ?     And  what  else  is  it 
than  to  treat  God  like  a  child  when  we  judge  of  things  by  mere 
words,  and  not  from  the  nature  of  the  thing  itself?  as  if  virtue  and 
crime  could  be  perceived  from  the  form  of  the  words  ?  " 

No  one  can  but  admire  the  daring  good  sense  of  this  argument 
in  the  mouth  of  a  divine,  in  defence  of  what  was  then  considered 
one  of  the  worst  crimes  men  could  be  guilty  of,  and  be  amazed 
that  such  arguments  made  scarcely  impression,  even  in  Protestant 
England,  for  upwards  of  two  hundred  years. 

Calvin  put   the  whole   subject  on   its   true  and  common-sense 
footing.     Money,  it  is  true,  does  not  of  itself  bear  increase;  bat 
if  it  is  employed  in  buying  those  things  which  do  bear  increase 
or  profit,  of  course  he  who  lends  the  money  is  entitled  to  a  share 
of  the  increase.     If  a  person  employs  his  own  money  in  agricota** 
or  commerce,  he  is  entitled  to  any  profit  he  can  make  by  ^ 
and  if,  having  no  money  of  his  own,  he  borrows  it 
else,  what  possible  crime  can  it  be  to  give  tb 
the  profits? 

From  the  examples  taken  from  1 
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;i(^:ar  that  about  20  per  cent  is  the  fair  average  profit  which  must 
« (aid  for  transactions  in  money  which  are  perfectly  safe. 

Thcv:  rates,  however,  only  held  when  considerable  sums  were 
tommcd,  and  in  It  haute  commerce.  When  sums  are  advanced 
9  oi^tcrmongers,  and  persons  who  carr>'  on  the  commerce  of  the 
tJtrtj^  the  rates  are  enormously  higher.  At  Athens,  these  persons 
ud  1^  obolus  a  day  for  a  drachma,  Le.  35  {Krr  cent  per  day,  or 
:  the  rate  of  9,125  |)er  cent,  and  per  annum. 
Ck'fard  Malynes  says  that  a  similar  trade  was  carried  on  with 
<»ney  borrowed  at  the  rate  of  id.  per  shilling  per  week,  which 
aUkUt  433  per  rent,  per  annum. 

B«iiNguillcbert  says  that  the  small  provision  dealers  of  Paris 
ruve  ofi  money  borrowed  at  the  rate  of  5  sous  per  week  the 
own,  or  more  than  400  per  cent  per  annum,  because,  perhaps, 
ey  Mjlil  5  crowns'  worth  of  merchandise  per  day,  on  which  they 
wrwxX  one  half,  or  50  per  cent.,  which  was  at  the  rate  of  about 
^.250  per  cent.  |ier  annum  ;  and  if  they  crould  |)erform  this  oper- 
x>n  five  or  six  times  a  week,  they  couli!  well  afford  to  pay  such 
.!ere«t  to  thoM:  who  lent  them  the  money. 

Turgot  rtte^i  the  case  of  the  same  class  of  persons  in  his  day, 
rv»  carried  on  their  trade  with  money  borrowed  at  173  |)er  cent 
cr  annum,  to  show  the  absurdity  of  Usur\'  laws. 

I'ht:  most  remarkable  instance,  however,  is  that  cited  by  M. 
iusti\t:  dc  Puynode  from  a  s(>eech  of  a  memlKT  of  the  last 
^'•:^bti\«-  .\s$em!»ly  of  France.  He  said,  "  Hvcr>'  morning  the 
>nuil  provision  dealers  reix*iveil  a  5  franc  piece  to  buy  the  objects, 
■V.th  ihtv  re- sold  with  a  profit  of  3  or  4  fram-s.  In  the  evening 
-••-■>  r<{uy  the  5  franc  piece,  and  give  25  centimes  in  addition. 
Th»Ti  nuke  no  complaint  of  interest,  which  is  yet  at  the  rate  of 
l.^:.3  \KX  <ent  i>er  annum.**  Nor  lud  ihey  any  reaMm  to  do  so; 
»•<  i»\  Uirrowing  this  5  franc  piece  they  made  3  francs  profit,  out 
•^  *hif  h  ihey  only  |uid  \  franc  for  interest.  If,  therefore,  the  rate 
^  mtcfe^t  was  1,800  |kt  cent.  j)er  annum,  the  rale  of  profit,  as- 
wming  the  gain  to  be  3  francs  a  day,  was  at  the  rate  of  21,600 
Pv  oent  per  annum.  .'Xntl  interest  which  is  only  one  twelfth  |Kirt 
^  tbe  profit  is  not  unreasonable.  .\nd  yet,  by  tlie  law  of  France, 
"Uttill  pmiihable  to  take  more  than  u  |>«t  ctnt.  |k  r  annum  ! 
^Ihi  pi ny III  I  of  just  legislation  on  this  subji-ct  must  always  be 

^  inHanrr  of  the  extraordinary  x^is  incrti.c  of  estab- 

no  great  |>opuLir  |>assit»n  is  brought 

interests  are  enlisti-d  in  its  favour, 

arc  not  nude  ^  yio^mV^x 
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cry.     In  1691,  Locke  published  his  Qmsidtraiious  4rf  ike  Cent- 
quenus  of  Laivering  the  Interest  of  Money ^  in  which  he  demonstnted 
the  utter  futility  of  Usury  Laws.     Smith  showed  less  than  his  usual 
judgment  in  advocating  their  retention.     But  his  doctrine  csBei 
forth  Bentham's  Defence  of  Usury y  as  splendid  an  example  of  aa 
unanswerable  argument  as  any  in  existence.     It  is  said  that  Soitk 
admitted   that   his  opinions  were  mistaken;    but   they  remdaed 
uncancelled  in  his  work.    The  most  eminent  writers  had  pointel 
out  not  only  their  utter  futility  to  efilect  their  purpose,  but  tbes 
highly  mischievous  effect  in  aggravating  the  very  evil  they  wcr 
intended  to  prevent.     The  experience  of  several  commeicial  cmes 
had  demonstrated  that  in  consequence  of  the  law  attempting  to 
prevent  persons  paying  more  than  5  per  cent  for  a  loan  of  mooejk 
they  often  had  to  pay  50,  60,  and  70  per  cent  by  the  methodi 
they  were  forced  to  adopt     In  181 9,  they  were  investigated  by 
a  Parliamentary  Committee,  and  condemned.     Yet  it  was  only  io 
1833  that  the  first  breach  was  made  in  them,  by  exempting  bills  whidi 
had  not  more  than  three  months  to  run  from  their  op>eration ;  and 
by  temporary  extensions  and  prolongations,  most  other  contracts 
were  taken  out  of  their  operation.     But  it  was  not  until  1854  that 
they  were  finally  swept  away  from  the  Statute  Book.     Thus  from 
their  total  demolition  in  argument  till  their  total  demolition  in  fad, 
a  space  of  not  less  than  161  years  elapsed.     Such  was  the  period 
it  required  even  in  this  commercial  country  to  abolish  \acK%  equal 
in  absurdity  to  those  of  witchcraft.     The  last  trial  for  witchcraft 
in  Great  Britain  took  place  in   1736.     The  last  case  of  usuiy  in 
our  law  books  was  in  1856. 


ISSUE. 

To  Issue  an  Instrument  is  to  deliver  it  to  some  person  who 
thereby  acciuires  a  Right  of  Action  on  it  against  all  the  parties  to  it. 

If  a  person  draws,  accepts,  or  indorses  a  bill  for  the  simple 
accommodation  of  another  person,  and  without  any  consideration 
moving  to  him,  and  then  delivers  the  bill  to  him,  he  draws,  accepts, 
or  indorses  the  bill  as  the  case  may  be ;  but  he  does  not  Issue  the 
bill.  The  bill  is  not  Issued  until  it  is  delivered  to  some  person 
who  is  entitled  to  sue  all  the  parties  to  it 

It  is  usually  supposed  that  the  word  Issue  is  restricted  to  paper 
documents.  Thus  a  Bank  of  Issue  is  supposed  to  be  only  a  bonk 
which  issues  Notes ;   and  that  banks  which  do  not  issue  Notes  are 
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Unks  of  Issue.     But  this  doctrine  is  wholly  iiudequatc  and 

•  •>un  and  causes  much  misapprehension  of  the  nature  and 

V  f>f  tanking.  When  a  linker  purchases  money,  or  Rights 
it  Kin  fmm  his  customers,  he  docs  it  exclusively  by  creating  a 
St  in  his  favour  in  his  books,  which  is  termed  a  Deposit 

'*>  I'.c  Issues  Rights  of  action  to  his  customers,  and  gives  them 
i^ht  to  transfer  these  Rights  of  Action  to  any  other  persons  they 
i\  anci  promises  to  |Kiy  the  transferees  as  he  would  his  own 
niers.  The  tustomers  might  formerly  either  ask  the  banker  to 
thtiu  hiN  own  Notes  for  such  an  amount  of  their  Deposits  as 
r^^:uirtil ;  or  transfer  the  Right  of  Action  by  C'he<jue.  Now  it  is 
tlut  the  nature  and  effects  of  banking  are  exactly  the  same, 
^'  r  Hanking  Credits  are  transferred  by  Notes  or  Cheques. 
1  >44.  only  those  Ixanks  which  were  issuing  their  own  Notes  at 
Uic  H« Tf  jM-rmitted  to  continue  to  do  so  under  strict  limitations, 
.ill  ni-w  banks  founded  after  that  date  were  prohibited  from 

V  Notfs  ;  and  <x)uld  only  have  their  issues,  or  de|x>sits,  trans- 
1  u\  means  of  Che<]ues.  In  recent  times  Hanks  which  issue 
..»n  Notes  have  been  termed  Ikinks  of  Issue,  and  those  which 

•  4  <io  so  are  sup[x>sed  not  to  l)e  Banks  of  Issue,  and  to  be 
Ls  "i'  I>f|)osit.  This,  however,  is  a  profound  delusion.  All 
!.«  nri:  Hanks  of  Issue.  The  sole  function  of  a  Bank  is  to  issue 
'../•n^  i'rediis.  All  that  the  bw  has  done  is  to  restrict  and 
.:.i:  om  form  of  cin  ulating  this  Credit.     But  it  lcave>  the  other 

»h«»i!y   untouche<l.       Thus    Banks    have   now   the   right    of 

ru'STV  ki^:hts  ot   Action,  or  I>ebts,  by  means  of  creating  IM)ts 

r;'ir  t.wn  to  any  amount  they  please.     Now  these  Debts,  or 

K>sitS,  are  all  Issues,  because  when  once  issued  their  holders 

i  K:^':tt  of  Action  against  the  banker.    That  is  to  say  all  banks 

•:;i:  the  right  of  unlimited  Issues  a&  much  as  they  ever  had, 
•-  :uj-.  Ih-  sDnuwhal  surfirising  newN  to  some  i^eople. 


LABOUR 

abotir  in  Ivconomics  is  any  exertion  of  aNility  or  Thought 
b  IS  wanted,  demanded,  ami  |iaid  for. 

le  Economists  steadfastly  refusetl  to  admit  th.it  l.il>our  i*^ 
d^  becSBir  they  alleged  that  to  admit  Labour  ti>  l»e  Wealth 
i  hn  iOftdndt  that  Wealth  can  be  created  out  of  nothmg  ;  and 

\Banilioii— " ^y  tht  ttrm  WtfxlxK  ut 
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mean    Anything^    ivhatever    whose    value    can    be    measured  m\ 
Afoney.** 

Now  Labour  can  neither  be  seen  nor  handled,  nor  is  it  transfer  i 
able  from  hand  to  hand ;  but  it  may  be  bought  and  sold ;  its  tdbfj 
may  be  measured  in  Money  ;  and  therefore  it  is  Wealth  by  AiistodAJ 
definition. 

There  is  a  very  remarkable  work  of  antiquity  extant,  whidij 
the  earliest  treatise  that  we  are  aware  of,  discussing  an  Economk 
question.  It  is  a  dialogue  called  the  EryxiaSy  or  On  Wealtky  andk' 
frequently  bound  up  with  the  works  of  Plato.  It  is  attributed  to 
.Eschines  Socraticus,  one  of  the  most  distinguished  disd]^  of 
Socrates.  Critics,  however,  unanimously  pronounce  it  to  be  spurioasi 
without  being  able  to  assign  it  to  any  definite  auth(Mr.  Kg|i 
authorities  consider  that  it  was  probably  written  in  the  early  Peri- 
patetic period. 

This  dialogue  is  to  the  following  effect:  The  Syracusans  hid 
sent  an  embassy  to  Athens,  and  the  Athenians  had  sent  a  return 
embassy  to  S)rracuse.  As  the  Athenian  ambassadors  were  entering 
the  city  on  their  return,  they  met  Socrates  and  a  party  of  his  fnends, 
with  whom  they  entered  into  conversation.  Erasistratus,  one  (rf 
the  envoys,  said  that  he  had  seen  the  richest  man  in  all  Sicily. 
Socrates  immediately  started  a  discussion  on  the  nature  of  Wealth. 
Erasistratus  said  that  he  thought  upon  the  subject  as  everyone 
else  did,  and  that  to  be  wealthy  meant  to  have  much  money. 
Socrates  asked  him  what  kind  of  money  he  meant,  and  he  instanced 
the  money  of  several  countries.  At  Carthage  they  used  as  money 
leather  discs,  in  which  something  was  sewn  up — but  nobody  knew 
what  it  was — and  he  who  possessed  the  greatest  quantity  of  this 
money  at  Carthage  was  the  richest  man  there.  But  at  Athens 
he  would  be  no  richer  than  if  he  possessed  so  many  pebbles  from 
the  hill.  At  I^cedaemon  they  used  iron  as  money,  and  that 
useless  iron.  He  who  possessed  a  great  quantity  of  this  iron  at 
Lacedaemon  would  be  rich ;  but  anywhere  else  it  would  be 
worth  nothing.  In  .Ethiopia,  again,  they  used  carved  pebbles 
as  money,  which  were  of  no  use  anywhere  else.  Among  the 
nomade  Scythians  a  house  was  not  Wealth,  because  no  one 
wanted  a  house,  but  greatly  preferred  a  good  sheepskin  cloak. 
He  showed  that  if  anyone  could  live  without  meat  and  drink, 
they  would  not  be  Wealth  to  him,  because  he  did  not  want 
them. 

Socrates    showed    that    Money   is    only    Wealth    because  it  is 
Exchang^eable ;  because  it  can  purchase  other  things.     Where 
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*   not  exchangeable,  where  it  cannot  purchase  other  things,  it 

KM  Wealth. 

ic  then  asked  why  some  things  are  Wealth,  and  other  things 

not   Wealth?    Why  are  some  things  Wealth  in  some  places, 

not  in  other  places?  And  at  some  times,  and  not  at  other 
n?  He  showed  that  whether  a  thing  is  Wealth  or  not, 
ends  entirely  upon  human  Wants  and  Demands;  that  every- 
ig  is  Wealth  which  is  Wanted  and  Demanded.  That  things 
only  Wealth,  \pn]yLaTa^  where  and  when  they  are  xritrtfio^  that 
where  they  are  Wanted  and  Demanded;  and  that  nothmg  is 
alth  wlicn  and  where  it  is  not  Wanted  and  Demanded. 
I1US  wc  see  that  though  some  persons  might  be  puzzled  at  the 
inmg  of  the  word  Wealth,  there  is  no  possibility  of  mistake  when 
rcfi-r  to  the  Greek,  because  XPVpt,  which  is  one  of  the  most 
al  words  in  (>reck  for  Wealth,  comes  from  xfMOfxaiy  to  want 
demand.  Consequently  the  word  x/"if^^  Wealth,  means  simply 
thm^  whatever  which  is  wanted  and  demanded,  no  matter  what 
rulufi-  or  its  form  may  be. 

t  IS,  then,  human  Wants  and  Desires  which  alone  constitute 
^hin^  Wealth.  Anything  whatever  which  people  want  and 
[und.  an<l  are  willing  to  pay  for,  is  Wealth.  £ver>'thing,  there- 
-.  whuh  can  be  bought  and  sold  is  Wealth,  whatever  its  form 
t^  nature  may  Ix* ;  and  anything  which  no  one  wants  or  demands 
K)t  \\  calth. 

sxratf-s  shewed  that  GoUl  and  Silver  are  only  Wealth  because 
y  cnaMi-  us  to  obtain  or  purchase  what  we  want  and  demand, 
d  that  if  .inything  else  will  enable  us  to  pun^hase  what  we  want 
4  dciiunil  in  the  same  way  that  Money  does,  it  is  Wealth,  for 

\cfv  same  reason  that  (Jold  and  Silver  are. 

He  then  in>tamx'd  |)ersons  who  gained  their  living  by  giving 
tniction  m  the  various  Sciences.  He  said  llvat  ixrrsons  are 
tc  to  purtluse  what  they  want  by  giving  this  instruction, 
4  !»  they  are  able  to  do  with  Gold  and  Silver.     (*onsc<iuently, 

said  that  the  Sciences  are  Uealth  —  al  €r/im;/iat  \fWffmTa 
v^;  and  that  those  who  are  masters  of  such  Si^iences  are  !»o 
■di  the  richer — wXo\HriwT€fiol  cure. 

fal  iottancing  the  Sciences  as  Wealth,  that  !<«  of  course  a 

iv  IjdMNir;    because  l^l)our  in  Kconomics  is  any 

or  Thought,  which  is  wanted,  demanded, 

iior  of    this  dialogue   showc*d   that 
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the  body ;  and  that  the  things  which  are  wanted  and  demanM 
for  the  mind  and  are  paid  for,  are  equally  Wealth,  as  those 
things  which  satisfy  the  wants  and  demands  of  the  body  tnd 
are  paid  for. 

Thus  each  of  the  great  professions,  Law,  Physic,  Suigoyt 
Engineering,  and  many  others^  are  great  Estates  which  produoe 
Utilities,  which  are  as  much  Wealth  as  the  UtUities  whidii  satisfy  Ae 
demands  of  the  body. 

Now  Labour  cannot  be  seen  nor  handled ;  it  cannot  be  transferred 
by  manual  delivery ;  but  it  may  be  bought  and  sold  ;  its  Valu€  maj 
be  measured  in  Money  ;  therefore  it  satisfies  Aristotle's  definitioo  of 
Wealth.  If  any  person  wants  any  other  person  to  do  any  Laboor  or 
Service  for  him,  and  pays  him  for  it,  its  value  is  measured  in  mou;f^ 
as  exactly  as  if  it  were  a  material  chattel  Suppose  that  a  persoo 
gives  fifty  guineas  for  a  watch  or  a  horse,  and  also  fifty  guineas  ior 
the  opinion  of  an  eminent  advocate ;  the  value  of  the  opinion  i$ 
measured  in  money  as  exactly  as  the  value  of  the  watch  or  the  horse; 
and,  therefore,  they  are  all  equally  Wealth. 

So  if  a  person  earns  an  income  of  some  thousands  a  year  as  the 
Manager  of  a  great  mercantile  company — Banking,  Insurance, 
Railway,  or  any  other — his  Services  are  as  much  Wealth  to  him,  as 
corn  or  cattle  to  a  farmer ;  or  goods  to  any  other  trader. 

Hence  the  author  of  this  dialogue  showed  that  Personal  Qualitio 
in  the  form  of  labour  or  Services,  are  Wealth ;  which  no  one  in 
subsequent  ages  perceived  till  Adam  Smith ;  and  thus  he  anticipated 
by  about  2,176  years  one  of  the  great  extensions  which  Adam  Smith 
gave  to  the  Science. 

Modern  Economists  include  Labour  under  the  term  Wealth, 

It  has  been  shown  that  the  Economists  expressly  excluded  Laboui 
or  Services  from  the  term  Wealth. 

But  in  accordance  with  the  author  of  the  £ryxias,  Smith  enumei 
ates  under  the  term  Fixed  Capital — "The  acquired  and  usefti 
abilities  of  all  the  inhabitants  or  members  of  the  societ}'.  Tht 
acquisition  of  such  Talents,  by  the  maintenance  of  the  acquire 
during  his  education,  study,  or  apprenticeship,  always  costs  a  rea 
expense,  which  is  a  Capital  fixed  and  realised  as  it  were  in  his  person 
These  Talents,  as  they  make  part  of  his  Fortune,  so  they  do  likewis< 
that  of  the  society  to  which  he  belongs." 

So  also  he  says — "  The  property  which  every  man  has  in  his  owi 
Labour,  as  it  is  the  original  foundation  of  all  other  property  (?)  so  i 
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)T>t  %ai-ri.tl  and  inviolable.  The  Patrimony  or  a  poor  man 
hf  -trcngth  and  dexterity  of  his  hands." 
Sjv  [Ut.-li  with  emphatic  force  on  the  doctrine  that  Peraonal 
->  are  Wealth.  Among  many  other  pa-'ssages  he  says  (Ccun, 
rjtinas  Oeniraltt) — "He  who  has  acquired  a  Talent  at 
:t-  of  an  annual  sacrifice,  enjoys  an  accumubtcd  (Japital, 
i-  Ut-alih.  ihou):)i  Immaterial,  i>  nevertheless  10  litlk 
-.  itiat  he  daily  exchanges  the  exercise  of  his  an  for  gold 

1 1-  It  h.-»s  been  proved  that  Immaterial  Property,  such  as 
ts  and  a<-i]uired  I'ersonal  Abilities,  form  an  integral  part  of 

Anlih 

J  -^v  that  Utility,  under  whatever  form  it  jiresents  itself,  is  the 
.■1  ".:»■  lalue  (ff  things  ;  and  what  may  surprise  you  is  that  this 

■  .in  I..-  I  ri-aiiil.  '4n  have  Value,  and  bLVome  the  subject 
uh.xnp-  without  beir^  incorporated  with  any  material  objecL 
'.::j-  tun-r  of  ^l:i%s  places  value  in  sand ;  a  manufacturer  of 
',i'v\  It  III  wixil  :    but  a  Physician  sells  us  a  Utility  without 

■  ■■ri«.rjt«l  ill  any  matter.  This  Utility  is  truly  the  fruit  of 
:<v  hi^  l.aUiur,  and  his  Capital.      We  buy  it  in  buying  his 

It  IS  a  r.-.il  pr.Klutt.  Iwt  Immaterial" 

.j::s  .1:1  -.[K■.■le^  .if  Ijb«iur  and  Services  Immaterial 
b,  I'l.iiiM-  t}|<  y  are  vendible  pnxluct.s  but  not  imtxidiecl  in 
!!■  r  Tiu-v  ].  ,111  ewillent  lumi',  and  we  sli.ill  adi>pt  it  to 
\-A\  il.!'.  r.rJiT  ui'  K'onomic  CJu.-inlilics  from  matt-rial  things 
.•r..i  t  ri>:litv 

.v:<.  l.ii«<4vr.  .;u.ird  a(;ain<i  an  erroiu-ou-.  expres-ion  of  Say's, 
>  !l.ji  liii'  iiuiiul.ii  turers  of  glass  and  sand  place  value  in  sand 

■  ■1  T'.i-..  li'i»i\iT.  i:<  an  error.  The  artiviiw  place  their 
:ii  vjT'l  jiid  xml,  but  it  is  the  PtmanJ  of  the  consumet 

.'11'  t;:ii .,  t.il.K'  i<>  till'  glass  and  the  cliiih.  So  a  physician 
..::  ::.-  iii<.'.'.<  j1  knowledge  in  the  world.  Hut  tf  no  one 
lii.Ti-  w-iil.i  !■>  11"  UNf  and  no  demand  lor  his  ser\i«vj,  and 
t  ;',t->  wnild  li.i\i  no  value.  It  is  tlu- illtu-ss  of  the  IkniaiKl 
a',1.  lit,  »h!<  h  4!.i:ic  pvts  value  to  tin-  kmiolnlgi  and  m  nict-* 

«  has  a   kmg  and    eloquent    )>avi.-ig(-    in   th<     xinie    ilTeci 
"U    the   'iw-vii   11    iihfitier    I'crvmal 
i  boat    pcopoted    In   claMtral 
Vc  have 
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t  the  West  of  Ireland,  I^ncashirc  and  Yorkshire  would 
•ully  resemble  Connaught.     Ireland  is  physically  poor, 

is  morally  and  intellectually  poor.  And  while  she 
>itiucated,  while  the  ignorance  and  the  violence  of 
tn  render  {)ersons  and  property  insecure,  and  prevent 
.iti(»n,  and  prohibit  the  introduction  of  Capital,  legis- 
CN,  intended  solely  and  directly  to  relieve  her  poverty, 
Ittd.  Ik*  effectual,  for  they  may  aggravate  the  disease, 
N  of  which  they  are  meant  to  {)alliate,  but  undoubtedly 
irtivc  of  no  permanent  benefit     Knowledge  has  been 

It  is  far  more  certainly  Wealth.  Asia  Minor,  Syria, 
the  nortliern  coast  of  Africa  were  once  among  the 
arr  now  among  the  most  miserable,  countries  in  the 
I  lit-rausc  they  have  fallen  into  the  hands  of  a  people 
uftH  icncy  of  the  Immaterial  sources  of  Wealth  to  keep 
rial  onrs." 

j\s  i/V/V.  of  Pol,  Econ,  bk.  i.  ch.  iii.)— "The  skill 
ind  the  |KTscverance  of  the  artisans  of  a  country  are 
t  of  its  Wealth  no  less  than  its  tools  and  machinery  " — 
tht  skill  anil  energy  and  perseverance  of  other  classes 
artisans?  He  also  says—*'  Ac(iuired  ca|)acities,  which 
iiiraiis,  and  have  Iwen  called  into  existence  by  labour, 
IN  it  Neems  to  me,  within  that  designation." 
ij'-  ('aiiipan  inscril>cd  over  the  Hall  of  Stutly  in  her 
:  at  St.  (lermain  : 
»  are  the  ornament  of  the  rich  and  the  Wealth  of  the 

al  Newman  says    •**  If  (lold  is  Wealth,  power,  influence, 

s  Wialih,  |K)wer.  influence,  >o  is  Knowleiijje.'' 

wleilp;r.  I«ilH>ur,  Sen  ices,  though  they  can  neither  Ik- 

•  !!t  d.  nor  transferred  by  manual  delivery,  <  an  Ik*  U)ught, 

•:ari;:rii ;  th^tr  Vtttue  can  he  measure  J  in  Jfoney  .■  they 

.;n.*lit\    «»f    I  At  han^eability  ;    and,   therefore,   they  are 

;i.wli*lp-.  I^tUiur,  and  Ser\i«eN,  by  the  at  knt>>iled^nient 

ciit'ts.  aff    Wi  alth,  what  U-t  nines  t»f  the  tltM  trine  with 

<H>k^  <*t   I.tononiiis  are  still  Itutied  antl  infet  tt  ti     that 

::h   ;ir<H!uit  •>!  lan<l,  lalMiur,  and  (\ipita)? 

tiir* ,  :>mw  atlnntted  by  all   lltiinoniisls  of  n«»ti-  that  the 

.;IiH  ^  m|  all  i!i«   jKiiplf  are  National  Wealth. 
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Mich  a  case,  die  "lender"  only  gnmts  a  certain  limited  R^ht 
osHcssion  "  and  **  Uie  "  of  the  thing  lent  to  the  "bon'Owei'*; 
L-  docs  not  cede  the  Right  of  Property  in  them  to  hioL  He 
ft  in  himself  the  Right  of  Property  and  Possession  in  the  thing 
,*  and  can  reclaim  it  at  any  time  he  pleaaes,  without  any 
'  tti  the  "borrower."  In  such  cases  there  is  no  Sale  or 
m^c ;  and  there  is  no  new  Property  created.  In  such  cases 
rlacion  of  Creditor  and  Debtor  does  not  arise  between  the 
».  And  there  being  no  Sale  or  Exchange,  there  b  no  Econ- 
phi-nomcnon ;  conse<]uently  such  transactions,  not  being  acts 
nmcrcc,  do  not  enter  into  the  Science  of  Economics, 
ha**  loan  **  is  termed,  in  Roman  law,  a  Commodatlllll, 
n  (;rci*k  Ijiw,  rik  xpi/o-o^ivi',  because  the  ^Use"  only  of 
hini;  "lent**  is  granted  to  the  " borrower,*'  but  not  the 
»pcrty"  in  ii. 

Tht  Mlitlilim — rh  Savtutfta  or  &trcioy. 

thi-re  is  another  kind  of  ''Loan,"  in  which  the  things 
(oniMt  Ix*  enjoyed  unless  they  are  consumed,  destroyedi 
mated. 

jv  if  a  |H-rson  **  borrows  '*  &uch  things  as  bread,  «'ine,  coals, 
i-at.  or  <Kher  things  of  a  similar  nature,  he  cannot  enjoy  their 
iihiHit  ronsuming  or  destro)'ing  them;  and  they  are  both 
itl  Uirnmcil  with  the  knowledge  and  consent  of  both  parties, 
:  {'uqK>s<:  of  lieing  consumed  and  destro>*ed. 
i« » .  from  the  verv  nature  of  the  case,  the  "borrower"  must 
r  thr  Kt^ht  of  rro|)erty  in  such  things  when  **Ient";  and 
be  lint  it  rtakes  to  do  is  to  return,  not  the  identical  things  lent, 
!  Equivalent  anumni  of  other  things  of  the  same  ruture, 
III  'iiuntity  and  quality  to  the  things  "lenL" 
«h*;n  .1  |ierson  "liorrows"  Nfoney,  he  cannot  enjoy  its  use 
!ke  IN  alile  to  exchange  it  away  for  other  things.  Hence 
rv*in  »ho  Ikntows  Money  must,  from  the  very  necessity  of 
Lw.,  a<i|uire  the  Property  in  it.  And  what  he  undertakes 
1%,  not  to  restore  the  identical  Money  lent,  but  an  e(|ui%'alent 
1;  ^A  Mofif-y,  at  the  stipulated  time. 

If  a  jkirwm  liorrows  a  postage  Manif),  he  can  make  no  use 
ii!hotit  artixing  it  to  a  letter,  and  so  de«>troying  iL  Htticc 
1st  a<  juirc  the  Profierty  in  it.  And  wh.it  he  undertakes  to 
n"t  tti  ri>ii)re  the  identical  stamp  lent,  but  another  of  etiual 
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In  all  cases,  therefore,  of  the  "Loan"  of  such  things  as  bieadil 
wine,  oil,  meat,  coals,  &c..  Money,  and  also  of  postage  stamps,  and  I 
things  of  a  similar  nature,  the  lender  cedes  the  Pro()erty  in  tk  I 
thing  "  lent "  to  the  borrower ;  and  he  acquires  in  exchange  tbe  I 
Right  to  demand,  and  the  borrower  incurs  the  Personal  Duty  to  I 
render,  an  equivalent  amount  of  the  things  "  lent,"  but  not  the  I 
identical  things.  I 

In  all  such  cases  a  new  Property  is  created ;  a  Contract  or  an  I 
Obligation  is  created  between  the  Lender  and  the  Borrower;  lod  I 
they  stand  in  the  relation  of  Creditor  and  Debtor.  I 

All  such  transactions  are  Sales  or  Exchanges ;  they  are  all  acts  of  I 
commerce,  or  Economic  phenomena ;  and  they  all  enter  into  tbe  | 
Science  of  Economics.  I 

A  "  Tx)an  "  of  this  nature  is  termed,  in  Roman  Law,  a  MutUQlD,  I 
and  in  Creek  I>aw  a  Savciov  or  &iv€t<r/ia.  I 

To  contract  a  loan  of  this  nature  is  Mutuare  or  6av€c{c«v. 

The  word  Loan,  therefore,  comprehends  two  transactions  of  3D 
essentially  distinct  nature;  but  the  essential  feature  of  a  "Loan'  ] 
is  that  it  is  always  the  same  person  who  restores  the  identical  thing  i 
lent,  or  an  equivalent. 

The  Roman  Jurists  said  that  MutuUIXl  is  derived  from  quod  it 
meo  tuum  fit — because  from  being  my  Property  it  becomes  yours. 
Modern  scholars,  however,  repudiate  this  etymology,  howe^'er 
plausible  it  may  seem.  The  Romans  and  the  Greeks  knew  vcn' 
little  of  their  own  language. 

Modern  scholars  say  that  Mutuum  is  connected  with  mutan, 
to  exchange;  as  dedduus  is  with  decido\  and  dividuus  is  with 
divide. 

But  though  the  etymology  may  be  fanciful,  as  are  so  many  others 
given  by  Roman  and  Greek  writers,  it  exactly  expresses  the  fact  In 
the  Loan  of  the  Mutuum  there  is  always  an  exchange  of  Properties 
In  all  cases  of  the  Mutuum^  or  the  Savctov,  the  Property  in  the  thir^ 
lent  is  ceded  to  the  borrower  ;  the  relation  of  Creditor  and  Debtor 
is  created  between  them  ;  and  the  Right  which  the  Creditor  acquires 
to  demand  back  an  equivalent  in  exchange  for  the  thing  lent,  is  the 
Credit  or  the  Debt ;  or  as  Ortolan  says,  the  Price  of  the  thing 
lent 

The  reader  must  therefore  observe  that  every  Loan  of  Monc} 
whatever,  no  matter  between  what  parties,  public  or  private,  is  a 
yh*^  '  and  is  a  Sale  or  an  Exchange;  an  act  of  commerce: 

an  Economic  phenomenon. 
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Tki0f  kilns  on  ike  Mutuum,  ^vmwv  or  ^v€urfm ;  and  ike 
ComnfOdatlon  or  to  ^p/tfraiuvov. 

This  distinction  is  so  important  that  wc  may  cite  a  passage  from 
the  paraphrase  of  the  Insiituies  0/  Jnstinian^  by  Theophiliis,  one  of 
the  I^rofcssors  of  l^w  who  were  charged  with  the  compilation  of  the 
Jmstitntes^  Urcausc  it  is  more  full  and  distinct  than  the  corresponding 
passage  in  the  Institutes : 

**A  real  Obligation  is  contracted  by  an  act,  or  by  the  manual 
<lrli%-ery  of  something  counted  out ;  and  this  includes  the  Mutuum^ 
or  the  Aai-ccoi'.  A  thing  is  a  MutUUm  where  the  Property  in  it 
passes  to  the  |)erson  who  receives  it ;  but  he  is  bound  to  restore  to 
tiv  not  the  identical  thing  delivered,  but  another  of  the  same  Quality 
And  ijuantity.  I  said  so  that  the  receiver  becomes  proprietor  of  it, 
that  I  might  exclude  the  Commodatum  and  the  Depositum ; 
\\n  in  these  btter  the  receiver  acquires  no  Property.  But  he  must 
he  bound  to  us  to  exclude  the  Donation  ;  for  he  who  receives  one 
aci^uires  the  Pro|)erty,  but  is  not  bound  to  us.  I  said  he  must 
restore  not  the  identical  things  lent,  but  others  of  a  similar  Quality 
and  tjuantity,  that  I  might  not  deprive  him  of  the  use  of  the 
Mutuum.  For  a  person  takes  a  Mutuum,  that  he  may  tise  the 
things  for  his  own  purposes  and  return  others  instead  of  them.  For 
if  h«-  wrre  obligetl  to  give  back  the  same  things  it  would  be  useless 
!«>  lK>nuw  them. 

**  Hut  all  things  art*  not  taken  as  Xfutua  ;  but  only  those  which 
•  onsi%t  in  weight,  numl>er,  and  measure.  In  wei^ht^  as  gold,  silver, 
i'.od,  iron,  wax,  pitch,  tin  :  in  mtasure^  such  as  oil,  wine,  and  com  ; 
:n  numbtr^  such  as  Money  :  and  in  short,  whate\*er  we  deliver  with 
this  mtent  in  number,  weight,  and  measure,  so  as  to  bind  the 
rvcctvcr  to  return  to  us  not  the  same  things,  but  others  of  the  same 
Nalurr  and  Quantity.  Whence  also  it  is  called  MutUUm  ;  because 
It  ts  transferred  by  me  to  you,  with  the  intent  that  it  should  become 
%our  Profterty  {quod  de  mto  tuum  fit). 

**  Hut  the  real  ( )bligation  includes  the  Commodatum  ;  as  if  any 

une  were  to  a.sk  me  to  lend  hini  a  l>ook,  and  I  lend  it Hut 

t^ir  Commodatum  differs  widely  I'rom  the  MutUUm.  For  the 
Mutuum  transfers  the  l*ro|ierty ;  Imt  tlu-  Comnuhiatumi  does  not 
transier  it  ;  and  ihtrefore  the  Iwrrower  {Commthlatarius)  is  bound  to 
fx-store  the  vcr>-  ihmg  lent." 

.So  It  IS  said  in  Roman  law  (/>4vf/.  \ii.  i,  2,  2)—"  Hut  it  is  called 
jC;\ing  a   Mutunm^   beiausi*  from   iK'ing  my   ProjJerty  it  Ixrcomes 

2  f 
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yours  (quod  de  meo  tuutn  fit) ;  and,  therefore,  if  it  does  not  becooK 
your  Property  no  Obligation  is  created" 

But  on  the  contrary  with  respect  to  the  Commodaium  {Digest^  m 
6,  8,  9) — "  We  retain  the  Property  and  the  Possession  of  the  timi 

lent  {ret  commodates) No  one  by  lending  a  thing  \^m» 

dando)  gives  the  property  in  it  to  him  who  borrows  it" 

Thus  the  whole  misconception,  which  is  so  common  amoD| 
English  writers,  has  arisen  from  the  English  words  "  Lend,"  *'  Lom," 
and  "Borrow,"  being  used  to  denote  two  operations  of  essentially 
distinct  natures. 

The  French  language  is  equally  faulty :  the  words  IoucTj  empn^, 
and  emprunt  are  equally  applied  to  both  kinds  of  Loan. 

But  the  distinction  is  clearly  pointed  out  both  in  Roman  and 
Greek  Law,  and  the  Latin  and  Greek  languages  have  distinct  woris 
for  each  operation. 

In  the  Code  Napolhn  the  Commodatum  is  termed  I^it  d  usa^ 
and  the  Mutuum,  Frit  de  consommation. 

All  commercial  Loans  are  Mutua,  not  Commodata  :  every  Loan 
of  Money  is,  in  reality,  a  Sale  or  Exchange,  in  which  a  Ncw 
Property  is  created,  which  is  called  a  Credit,  or  a  Debt  And 
when  the  Loan  is  repaid  it  is  another  exchange,  by  which  the  Ne» 
Property  is  extinguished. 

No  one  who  had  the  simplest  knowledge  of  the  elementan 
principles  of  Roman  and  Greek  Law,  or  of  Mercantile  Law,  woulc 
ever  have  committed  the  mistake  of  confounding  the  distinctioi 
between  the  Loan  of  Money  and  the  Loan  of  an  ordinary  chattel 
such  as  a  horse,  or  a  book,  or  a  watch. 

Hence  these  things  can  only  be  the  subject  of  a  Mutuum^  whid 
consist  in  pondere^  numero^  et  mensurd^  or  which  can  be  estimatei 
generically  in  weight,  number,  and  measure.  Such  things  ar 
termed  in  Roman  Law  Quantitates,  because  equal  quantities  c 
bread,  wine,  oil,  coals,  etc.,  are  as  good  as  another  equal  quantity  c 
the  same  things  of  the  same  quality;  or  one  sum  of  100  sovereigr 
is  equal  to  another  sum  of  1 00  sovereigns  ;  or  one  postage  stamp  i 
always  equal  to  another  of  the  same  denomination. 

But  also  the  Digest  says  muiud  vice  funguntur:  one  quantit 
serves  the  same  purpose  as  another  quantity.  From  this  expressio 
mediaeval  jurists  termed  them  Fes  Fungibiles ;  and  in  model 
English  Law  they  are  termed  Fungibles, 

In  English  Law  the  former  kind  of  Loan,  or  the  Commodatum^ 
said  to  be  returnable  in  specie^  because  the  identical  things  lent  ai 
returned ;  the  latter  kind  of  Loan,  or  the  Mutuum^  is  said  to  b 
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sftumable  im  genert^  because  only  things  of  the  same  kind  are 

sCumcd. 

It  is  much  to  be  regretted  that  the  English  language  has  not  two 

words  to  denote  these  two  kinds  of  Loan,  like  the  Latin  and 

(stcck,  because  the  double  meaning  of  Lend,  Loan,  and  Borrow 

been  the  cause  of  great  misconception  among  uninformed  writers 

ft  to  the  nature  of  Credit  and  Banking. 
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The  Mint  Trice  of  Gold  and  Silver  is  merely  the  number  of  the 
into  which  a  certain  quantity  of  Gold  or  Silver  is  dirided. 
r«inM-<)ui*ntly,  so  long  as  the  Coins  retain  their  full  Ic-gal  weight  of 
E^rtal,  they  arc  always  of  the  \'alue  of  that  quantity  of  Bullion. 

But  when  Coins  have  been  some  time  in  circulation  they  must 
icrvksanly  lose  some  of  their  weight  from  the  mere  wear  and  tear  of 
bily  uw,  cvi-n  if  tht7  l)e  not  subjected  to  any  evil  practices,  such 
!•  chpping,  which  used  formerly  to  be  done  to  a  great  extent  before 
lie  s)*Hti>m  of  milling  was  adopted. 

Hut  these  (*oins  may  cinrulatc  for  a  considerable  time  in  a 
::uuntr>,  and  lose  .1  good  deal  of  their  weight  without  losing  their 
nirrcnt  %-alue.  People  are  so  accustomed  to  the  sight  of  a  particular 
rtxn  that,  unless  they  l»e  money  dealers,  they  do  not  stop  to  inquire 
.4*1  cunously  whether  it  is  of  the  legal  weight  or  not.  In  fact,  when 
rijtn^  have  Ixx-n  a  long  time  in  use,  few  |)ersons  know  what  their 
N-f;a]  Weight  is.  Many,  for  instance,  do  not  associate  the  idea  of  a 
puon&l  with  any  particular  weij^ht  of  bullion  ;  and  thus  in  exchange 
lot  (irodurts,  coins  may  (uss  at  their  nominal  value  long  after  they 
have  l«f^t  muih  of  their  legal  weight 

A*  I*«r.thumus  viys  in  CvmMift^    - 

"  'T»<r\n  iiian  anil  nian  they  Hri|*h  mH  c\rty  ktain}>, 
Th«iuj;h  hght  take  piect-s  t<>f  the  hijurc'*  sake  *' 

But  when  eoln^  are  ex(  hang<.*d  for  bullion  the  case  is  diffcR-nL 
The  value  f>f  coins  is  measured  weight  for  weight  with  bullic»n  ; 
cf^M^IUtntly,  if  the  coins  have  lost  their  legal  wti^'ht,  a  greater 
r.umijiT  *fi  them  must  Ik-  ^i\tn  than  if  they  were  t»f  full  K^al  weight. 
'!'hu%,  if  the  Mint  Price  of  Silver  were  5n.  Jti.  |h  r  ounce,  that 
rjwinnty  of  coin  ought,  by  law,  to  weigh  an  ounce.  Hut  if  the  coins 
*u\t  l-r^t  thf'ir  legal  Weight,  it  is  dear  that  more  than  5s.  jd.  must 
^m-  p%rn  t>»  buy  an  ounce  of  siKer.  It  might,  |)erhaps.  take  6s.  i»f 
t  .c  current  coin,  or  even  more,  to  buy  an  ounce  of  siUer 
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ir  law  at  present  in  force,  forty  pounds'  weight  of  Standard 
allion   are   divided  into  1,869  coins,  called  Sovereigns  or 

hence  one  pound  weight  of  Gold  Bullion  is  coined  into 
N.  'k1.  :  or,  as  the  value  of  Gold  is  measured  by  the  ounce, 
1 1  of  (;old  Bullion  is  coined  into  ^{^3  17s.  loid. ;  and  this 
y\  thr  Mint  Price  of  (k)ld. 

c>:.il  weight  of  the  Pound,  or  SoveaMgn,  is  5  dwts.  3|{|  gms., 
* .  grns.  of  pure  (lold.  Sovereigns  which  £aill  below  5  dwts. 
,  and  half-sovereigns  which  fall  below  2  dwts.    13!  gms., 

Ik  legal  tender. 

c  lime  of  William  tlie  Conqueror  the  pound  weight  of  Silver 
\i.\N  <  oined  into  240  iK*nnies :  hence  the  Mint  I'rice  of  Silver 

{Krr  {Miund.  But  in  the  time  of  Elizabeth  the  pound  weight 
r  «.is  coined  into  744  pennies :  hence,  as  240  (lennies  were 
V\\  a  /.,  the  Mint  Price  of  Silver  then  became  ^3  2s.  a 
«»r  ^s.  2k\.  an  ounce. 

tcr  thi  Mint  Price  of  Rullion  mtrtfy  means  an  Alteration 
.esal  Weight  0/  fAr  Coin. 

iplioM.'  that  the  Mint  Price  of  Bullion  could  var>'  is  manifestly 
an  error  as  to  suppose  that  a  hundredweight  of  sugar  could 
ferent  weight  from  1 1 2  se{)arate  pounds*  weight  of  sugar ;  or 
< quantity  of  wine  in  a  hogshead  could  differ  in  quantity  from 
f-  >{uantit)  of  wine  in  liottles ;  or  that  a  loaf  of  bread  could 
i!s  M«  ight  h\  t>eing  cut  up  into  slices. 

r.'/  ./'/  Economic  Error  to  Fix  the  Mini  Pric%  of  Bullion, 

\:M  noH  s.iy  a  word  as  to  an  error  which  is  by  no  means  in- 
It  Is  lum  at  knowK*dgeil  tlut  it  is  a  great  Economic  error 
.'  I'nce  of  any  artirU-s.  It  used  formerly  to  l>e  the  custom 
*.  '.jM  thi  iiri<  e  of  multitudes  c»f  commodities  and  wages. 
su<  h  alt <  nipt H  have  long  lKx*n  aliandoni^d  as  futile  and 
k>>;j^.      It  In  sonu-tinu-s  rontended  that  it  is  an  e<|ual  enot  to 

Mint  Price  of  (;old. 

hi>M  ulio  atVirm  this,  overlook  a  very  im|)ortant  considera* 
[h<-  wor*l  "Price,"  rxrept  in  the  single  instance  of  "Mint 
iUa\>  diiiote^  the  >;uantity  of  the  article  wluth  is  used  as  a 
.  «hiih  ts  given  for  an  artiili-  of  a  difierent  nature,  'llius 
v.i\  that  the  Pri<«  *il  a  Imshel  of  c*)rn  is  ^s. ;  nhere  the 
:m  u)i>t.iii«e  in  \%hi(h  the  Pri<  e  of  the  com  is  mea^uretl,  is 
« ft  ;it  nature  from  tht-  1  orn 
I  \\\K'  ixpresMon  **  Mint  Price"  of  Hulli«m,  it  alway-s  means 
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From  Lemnos*  isle  a  numerous  fleet  had  come, 

Freighted  with  wine 

All  the  other  Greeks 

Hastened  to  purchase,  some  with  brass,  and  some 
With  gleaming  iron  ;  some  with  hides, 
Cattle  and  slaves. 

This  exchange  of  products  against  products  is  termed  Barter* 
And  the  inconveniences  of  this  mode  of  trading  are  obvious.  What 
haggling  and  bargaining  it  would  require  to  determine  how  much 
leather  should  be  given  for  how  much  wine !  How  many  oxen, 
or  how  many  slaves ! 

In  the  Homeric  poems  there  is  not  the  faintest  allusion  to  any- 
thing of  the  nature  of  Money.  But  even  in  those  days  it  had  been 
discovered  that  it  would  greatly  facilitate  commerce,  if  the  products 
to  be  exchanged  were  referred  to  some  common  measure  of  value. 

There  are  several  passages  in  the  liiad  which  show  that  while 
commerce  had  not  advanced  beyond  Barter,  such  a  standard  of 
reference  was  used.  We  find  that  various  things  were  frequently 
estimated  as  being  worth  so  many  oxen.  Thus  in  liiad,  ii.  448, 
Pallas's  shield,  the  ^3gis,  had  one  hundred  tassels,  each  of  the 
value  of  one  hundred  oxen.  In  JHiad,  vi.  231,  Homer  laughs  at 
the  folly  of  Glaucus,  who  exchanged  his  golden  armour,  worth  one 
hundred  oxen,  for  the  bronze  armour  of  Diomede,  worth  nine  oxen. 
In  Jiiadj  xxiiL  703,  Achilles  offered  as  a  prize  to  the  winner  in 
the  funeral  games  in  honour  of  Patroclus,  a  large  tripod,  which 
the  Greeks  valued  among  themselves  at  twelve  oxen;  and  to  the 
loser  a  female  slave,  which  they  valued  at  four  oxen. 

But  it  must  be  observed  that  these  oxen  did  not  pass  from  hand 
to  hand  like  Money.  The  state  of  Barter  continued ;  just  as  at 
the  present  day  it  is  quite  common  to  exchange  goods  according 
to  their  value  in  Money,  without  any  actual  Money  being  used. 

On  the  Necessity  for  Money. 

The  necessity  for  Money  arises  from  a  different  cause.  So  long 
as  the  products  were  equal  in  value,  there  would  be  no  need 
for  Money.  If  it  could  always  happen  that  the  exchanges  of 
products  or  services  were  equal,  there  would  be  an  end  of  the 
transaction. 

But  it  would  often  happen  that  when  one  person  required  some 
product  or  service  from  another  person,  that  other  person  would 
not  require  an  equal  amount  of  product  or  service  from  him  in 
return,  or  even,  perhaps,  none  at  all. 
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This  Uni>XTsally  Kxchangeable  Merchandise  is  tenned  Money ; 
these  considerations  show  iu  fundamental  nature.  Its  function 
to  represent  the  Debts  which  arise  from  unequal  exchanges 
men,  and  to  enable  persons  who  have  rendered  any  sort 
■tf  services  to  others,  and  have  received  no  etiuivalent  from  them, 
«>  preter\*e  a  record  of  these  services,  and  of  their  Rig^t  and 
Kitle  to  obtain  an  ec|ui\'alent  product  or  service  from  someone 
Hk,  when  they  a*quire  it. 

It  must,  therefore,  l>e  observed  that  Money  performs  a  double 
ivDCtion :  it  is  an  EqtliTalent  for  the  product  or  service  due  at 
Ae  time  of  the  Kxchange,  and  it  is  also  a  Rig^ht  or  Titie  to  obtain 
^p  cqui^'alent  Satisfaction  at  some  future  time  due  to  the  possessor. 
And  it  is  to  this  double  function  that  much  of  the  complexity  of 
subject  of  Money  is  due. 


Aristotle^  Bishop  BtrktU}\  the  Economists^  AJam  Smithy 
TX^mton^    Bastiat^    Mili^    and  Jurists^    havt   setn    the    tme 

Mature  of  Money, 

The  true  Nature  of  Money  is  now  apparent  It  is  a  Right 
«r  Title  to  demand  a  product  or  service  from  some  one  else. 

Now  when  a  person  accepts  Money  in  exchange  for  products  or 
scmces  rendered,  he  can  neither  eat  it  nor  drink  it,  nor  clothe 
himself  with  it ;  nor  is  it  any  s|)ecies  of  Kconoinic  ^ati^facti(>n  for  the 
scnricr  he  has  done.  He  only  agrees  to  arct-pt  it  in  exchange  for 
the  senictr^  he  has  rendered,  iKxrause  he  belie vi-s,  or  has  confidence, 
that  he  can  purrha.se  some  satisl'artion  which  he  does  re<)uire,  at  any 
time  he  iileases.     Money  is  therefore  what  is  ti-rnied  Credit. 

A  whole  Mrnes  of  writerN,  from  the  earliest  times,  have  |Hrrceived 
that  the  true  nature  of  Money  is  a  Right  or  Title  to  ar(|uire  a 
tatiifaction  from  some  one  els<* ;  i>.  a  Credit 

Thus  Arutotle  says  ( \uomaeh.  Eth,  .  //./'.):  iVi/i  tk  fitXXuxmf^ 
%XXmy^  (<•  ri'i*  /ii/aci  A<irut,  on  cfmtt  iVii-  ^>/<^;;)  ru  tti/iifr/Aii  oior 
'Kyyrtyrti^  •irrir  •//<«»'.      otl  yn^t  roiTi*  ifttftoi-rt  cii'u  Au/icTt. 

**  Bmt  with  rtf^ard  to  a  futurt  Exchange  (//  ov  xvant  nothini^  at 
f9funt^  that  it  may  take  pitut  u*hen  ur  Jo  ivant  it),  .\fomn  is  as 
ts  trerr  our  Stinntw  hor  it  is  nfitisan  that  ht  who  brines  it  should 
^  iiAfV  to  i^tt  what  he  zcants." 

j^ja  IxNidon  .Mcahant,  I*".  CrailiHke,  iti  tht-  imu-  of  the  Common- 
*calth,  sa>*  -•'Having  now  |H>intt*d  out  the  inronvenien*  e  ot  thev* 
i&clils  (Ckild  and  Silver)  m  whirh  the  medium  of  commerce,  or 
Unhrerul  Credit,  hath  univers.illy  U-en  pl.u  cti 
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"  Now  that  Credit  is  as  good  as  Money  will  appear ;  it  is  to  be 
observed  that  Money  itself  is  nothing  but  a  kind  of  Securitj, 
which  men  receive  upon  parting  with  their  commodities,  as  a  ground 
of  Hope  or  Assurance,  that  they  shall  be  repaid  in  some  other 
commodity ;  since  no  man  would  either  sell  or  part  with  any  fortbe  |  j[ 
best  Money,  but  in  hopes  thereby  to  procure  some  other  commD- 
dities  or  necessary." 

So  an  old  pamphleteer,  in  1710,  saw  the  same  truth  (An  Essays 
Public  Credit^  p.  25) — "Trade  found  itself  unsufferably  straightened 
and  perplexed  for  want  of  a  general  specie  of  a  complete  intnnsic 
worth,  as  the  medium  to  supply  the  Defect  of  Exchanging,  aad 
to  make  good  the  balance,  where  a  nation,  or  a  market,  or  a 
merchant,  demands  of  another  a  greater  quantity  of  goods  thv 
(hither  the  buyer  hath  goods  to  answer,  or  the  seller  hath  occasiooto 
take  back." 

So  the  great  metaphysician,  Bishop  Berkeley,  says  in  his  QunA: 

"2  1.  Wliether  the  other  things  being  given,  as  climate,  soil,  &a,tl»c 
wealth  be  not  proportioned  to  industry,  and  this  to  the  circulation  of 
Credit,  bo  the  Credit  circulated  by  what  Tokens  or  Maiks 
whatever. 

"  24.  Whether  the  true  idea  of  Money  as  such,  be  not  altogether 
that  of  a  Ticket  or  Counter  ? 

"  25.  Whether  the  terms  crown,  li\Te,  pound  sterling,  are  not  to  be 
considered  as  exponents  or  denominations  ;  and  whether  Gold, 
SilTer,  and  Paper,  are  not  Tickets  and  Counters  for  reckonii^. 
recording,  and  transferring  such  denominations  ? 

"  35.  Whether  Power  to  command  the  Industry  of  others  [u. 
Credit]  be  not  real  wealth  ?  And  whether  Money  be  not  in  tmu 
Tickets  or  Tokens,  for  recording  and  conveying  such  Pover? 
And  whether  it  be  of  conset]uence  what  material  the  Tickets  ait 

CMIpQiCd  of? 

**4tfti  Wliether  all  circulation  be  not  alike  a  Circulation  of  Credit 
lAalloevcrinedium — Metal  or  Paper— is  employed  ;  and  whether 
QoM  be  any  more  than  Credit  for  so  much  Tower  ?  ' 

abo  Queries^  441.  440,  45c.  450.  475.  and  many  others. 
me  of  the  siHvial  merits  of  the  Economists  that  they  clearly 
tnie  nature  of  Money.  Amon^  many  others.  Baudeau,  one 
iKWt  eminent  of  them,  said  {I*itr,^du::L^K  j  *'x  Philosofhi 
'**Thi$  cv>iried  Money  :n  circulation  is  nothing,  as  I 
aJKwhgtc,  but  efiecdve  Titles  on  :he  iieneral  mass  of 
eeabSe  enjoyments,  which  cause  ihe  well-being  aiKl 
the  humui  n9C<. 
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^  It  IS  a  kind  of  Bill  of  Ezchaage,  or  Order,  pa>'ablc  at  the 
mil  of  the  bearer. 

^  Instead  of  taking  his  share  in  kind  of  all  matters  of  subsistence, 
all  raw  produce  annually  growing,  the  sovereign  demands  it  in 
\  the  effective  Titles,  the  Order,  the  Bill  of  Exchange,  ^c" 

So  Edmund  Burke  speaks  of  Oold  and  Silver  (Reflections  on  tkt 
Fremh  Rerohttion)  as — *'The  two  great  recognised  Species  that 
represent  the  lasting  Credit  of  mankind." 

So  Smith  says  (bk.  ii.  ch.  2)— ''A  Guinea  may  be  considered  as 
a  Bill  for  a  certain  quantity  of  necessaries  and  conveniences  upon 
an  the  tradesmen  in  the  neighbourhood." 

So  Henry  Thornton,  the  eminent  banker,  one  of  the  authors  of 
the  Bullion  Report,  says  (An  Enquiry  into  the  Xature  and  E fleets 
4/  ike  Paper  Credit  of  Great  Britain,  p.  8o>— "  Money  of  every 
kind  \s  an  Order  for  goods.  It  is  so  considered  by  the  labourer 
when  he  receives  it,  and  it  is  almost  instantly  turned  into  money  s 
worth.  It  is  merely  the  Instrument  by  which  the  purchaseable 
ilock  of  the  countr>'  is  distributed  with  convenience  and  advantage 
among  the  several  members  of  the  community/' 

This  great  fundamental  truth  was  also  ver>*  clearly  seen  by  Bxstiat. 
He  lay?*  {(EnvreSf  vol.  ii.  "  Maudit  Argent/'  p.  80) — "You  have  a 
cfown  piece.  U*hat  does  it  mean  in  your  hands  ?  It  is,  as  it  were, 
the  witness  and  the  proof  that  you  have  at  some  time  done  work 
which,  instead  of  profiting  by,  you  have  allowcil  mk  iety  to  enjoy  in 
the  person  of  your  client.  This  crown  piece  witnesses  that  you  ha\'e 
rendered  a  service  to  society,  and,  moreover,  states  the  value  of  it. 
It  witnesses  liesides,  that  you  have  not  received  lark  from  soi^iety  a 
real  equivalent  ser\ice,  as  was  your  Right.  To  put  it  into  your 
power  to  exercise  this  Right  when  and  where  you  please*,  s<K4ety,  by 
the  hands  of  your  client,  has  givt-n  you  an  Ackmnpiedgment,  or 
Tide,  or  Order  of  the  State,  or  Token— a  rrown  piece,  in  short, 
which  does  not  differ  from  Titles  of  Credit,  except  that  it  carries 
Its  value  in  itself  (?) :  and  if  you  can  read  with  the  eyi-s  of  the  mind 
the  tmcripCton  it  l>ears,  you  can  siv  distinctly  these  words  *  Pay  to 
the  bearer  a  service  e(]uivalent  to  that  which  lu*  h.i>  rendered  to 
society,  value  n*cei\'e<l  and  stati*d,  proved  ami  measuritl  by  that 
which  IS  on  me.' 

••  After  that  you  vv^c  your  crown  pit-re  to  nu-.  Hither  it  is  1 
prr^nt*  or  it  is  in  exchange  for  something  eN<\  if  ynu  give  it  to  me 
MM  the  price  of  a  scr>*ice.  S<.v  what  follo\%'i.  Vour  .iccount  xs 
m^lfds  the  real  satisfaction  with  society  is  satist'ied.  Uilancetl,  dosed. 
Voo  rendered  it  a  ser\'ire  for  a  cn>wn  piece  ;  you  now  tesunv  \\^  vVir 
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crown  piece,  in  exchange  for  a  service :  so  fisu:  as  r^ards  you,  the  I 
account  is  settled.     But  I  am  now  just  in  the  position  you  were  ffi  I 
before.     It  is  I,  now,  who  have  done  a  service  to  society  in  jonr  I 
person.     It  is  I  who  am  the  Creditor  for  the  value  of  the  woik  I 
which  I  have  done  for  you,  and  which  I  could  devote  to  mysdt 
It  is  into  my  hands  now  that  this  Title  of  Credit  should  pass,  the 
witness  and  proof  of  this  social  Debt     You  cannot  say  that  I  sb 
the  richer;  because  if  I  have  to  receive  something,  it  is  because  I 
have  given  something." 

So  again  he  says  {^Harmonies  Economiques^  "  Capital,"  p.  209)- 
''  It  is  enough  for  a  man  to  have  rendered  services,  and  so  have  1 
the  Right  to  draw  upon  society,  by  the  means  of  exchangei  for  { 
equivalent  services.     That  which  I  call  the  means  of  Exchange  is  1 
Money,  Bills  of  Exchange,  Bank  Notes,  and  also  Bankers.    Who- 
ever has  rendered  a  service,  and  has  not  received  an  equal  satis- 
faction, is  the  bearer  of  a  Warrant,  either  possessed  of  value  like 
Money  (?),  or  of  Credit  like  Bank  Notes,  which  gives  him  the  Ri^ 
to  draw  from  society  when  he  likes,  and  under  what  form  he  will,  an 
equivalent  service." 

So  again  he  says  {Harm,  Econ.  Organisation  Naturdle^  p.  25), 
*'  I  take  the  case  of  a  private  student.  What  is  he  doing  in  Paris? 
How  does  he  live  there  ?  It  cannot  be  denied  that  society  places 
at  his  disposal  food,  clothing,  lodging,  amusements,  books,  means 
of  instruction — a  multitude  of  things,  in  short,  of  which  the  pro- 
duction would  demand  a  long  time  to  be  explained,  and  still  more 
to  be  effected.  And  in  return  for  all  these  things,  which  have 
required  so  much  labour,  toil,  fatigue,  physical  and  intellectual 
efforts,  so  many  transports,  inventions,  commercial  operations,  what 
services  has  the  student  rendered  lo  society  ?  None  !  He  is  only 
preparing  to  render  some.  Why,  then,  have  these  millions  of  men 
who  have  performed  actual  services,  effectual  and  productive,  aban- 
doned to  him  their  fruits? 

"  This  is  the  explanation.  The  father  of  this  student,  who  was 
an  advocate,  a  physician,  or  a  merchant,  had  formerly  rendered 
services — it  may  be  to  the  people  of  China — and  had  received, 
not  direct  services,  but  .Rights  to  demand  services,  at  the  time, 
in  the  place,  and  under  the  form  which  might  suit  him  best  It 
is  for  these  distant  and  anterior  services  that  society  is  pa)'ing 
to-day ;  and  wonderful  it  is !  If  we  follow  in  thought  the  infinite 
course  of  operations  which  must  have  taken  place  to  attain  this 
result,  we  shall  see  that  everyone  must  have  been  remunerated 
for  his  pains ;   and  that  these  Rights  have  passed  from  hand  to 
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hiiajid,  sometimes  in  small  portions,  sometimes  combined,  until  in 
tl^e  consumption  of  this  student  the  whole  has  been  balanced.  Is 
ot  this  a  strange  phenomenon  ? 
**  We  should  shut  our  eyes  to  the  light,  if  we  refused  to  acknow- 
e  that  society  cannot  present  such  complicated  transactions, 
n  which  the  civil  and  penal  laws  have  so  little  part,  without  obeying 
I.  wonderfully  ingenious  mechanism.  This  mechanism  is  the 
bject  of  Political  Economy." 

So  Mill  says,  "The  p>ounds  or  shillings  which  a  person  receives 
^weekly  or  yearly  are  not  what  constitutes  his  income;  they  are 
St.  sort  of  Ticket  or  Order,  which  he  can  present  for  payment  at 
smny  shop  he  pleases,  and  which  entitles  him  to  receive  a  certain 
^value  of  any  commodity  that  he  makes  choice  of.  The  farmer 
pays  his  labourers  and  his  landlord  in  these  Tickets,  as  the  most 
c^onvenient  plan  for  himself  and  them." 

It  is  so  clearly  understood  that  Money  is,  in  reality,  nothing  more 
^han  th^  Rig^ht  or  Title  to  demand  something  to  be  paid  or 
done,  that  some  Jurists  expressly  class  it  under  the  Title  of  In- 
cx>rporeal  Property. 
Thus  Vulteius  says: 
Nummus  in  quo  non  Materia  ipsa,  sed  Valor  attenditur." 
Money  in  which  not  the  Material,  but  the  Value  is  regarded.*^ 
That  is,  we  desire  or  demand  other  things  for  the  direct  satis- 
faction they  give  us;  but  we  only  desire  Money  as  the  Means 
of  purchasing  other  things. 

Gold  and  Silver,  therefore,  may  be  justly  termed  Metallic 
Credit 

Thus  it  is  seen  that  writers  of  all  classes — Philosophers,  Mer- 
chants, Bankers,  Economists,  and  Jurists  are  all  perfectly  agreed 
on  the  nature  of  Money.  It  represents  Indebtedness,  or  Services 
Due  to  the  owner  of  it;  and  it  represents  the  Right  or  Title 
which  its  owner  has  to  demand  some  product  or  service,  in  recom- 
pence  for  some  service  he  has  done  to  someone  else. 

On  Substances  used  as  Money. 

The  necessity  for  Money  has  arisen  among  all  nations,  the  most 
barbarous  as  well  as  the  most  civilised.  As  soon  as  the  members 
of  any  community,  however  barbarous,  begin  to  exchange  among 
themselves,  Unequal  Exchanges  must  necessarily  arise;  and  there- 
fore Indebtedness  is  created.  And  some  substance  is  hit  up>on 
to  represent  these  services  due,  and  the  Rights  which  its  Vvo\d&T& 
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have  to  demand  some  product  or  service,  in  satis&ction  of  the 
services  they  have  done  to  someone  else. 

A  great  many  different  substances  have  been  used  by  diflfereot 
nations  to  represent  this  universal  want     The  Hebrews,  we  knoff, 
used  Silver.     No  money  was  in  use  in  the  times  of  the  Homeric 
poems ;   but  some  time  after  them,  though  we  cannot  say  wfao^ 
copper  bars  or  skewers  were  used  as  Money  throughout  Greece^  winch 
Pheidon,  of  Argos,  in  the  eighth  century  ac,  superseded  by  siber 
coins.    The  Ethiopians  used  carved  pebbles ;  the  Carthaginians  oxd 
leather  discs,  with  some  mysterious  substance  sewn  up  in  diea. 
Throughout  the  islands  of  the  Eastern  Ocean,  and  in  many  puts 
of  Africa,  shells  are  still  used.     In  Thibet,  and  some  parts  of  Chin, 
little  blocks  of  compressed  tea  are  used  as  Money.     In  the  hit 
century,  dried  cod  was  used  in  Newfoundland,  sugar  was  used  in 
the  West  Indies,  tobacco  in  Virginia.     Smith  says  that,  in  his  <fa|, 
nails  were  used  as  Money  in  a  village  in  Scotland.     In  some  of 
the  American  Colonies,  powder  and  shot ;  in  Campeachy,  l<)gwood; 
and  among  the  North  American  Indians,  belts  of  wampum  ncR 
used  as  Money.     We  read  of  another  people  who  used  cowries 
as  small  change,  and  the  skulls  of  iheir  enemies  for  large  sums; 
and  many  other  things  have  been  used  in  various  countries  for 
the  same  purpose. 

But  when  we  consider  the  purposes  for  which  Money  is  required, 
it  is  easily  seen  that  no  substance  possesses  so  many  advantages 
as  a  Metal.  The  use  of  Money  being  to  preserve  the  record  (rf 
services  due  to  its  possessor  for  any  future  time,  it  is  clear  thu 
Money  should  not  alter  by  time.  A  Money  of  dried  cod  would  not 
keep  very  long,  nor  would  it  be  easily  divisible.  Not  many  bankers 
would  care  to  keep  their  accounts  in  dried  cod,  tobacco,  si^r, 
logwood,  or  dead  men's  skulls. 

One  of  the  first  requisites  of  Money  is  that  it  should  be  easily 
divisible  into  very  small  fragments,  so  that  its  owner  should  be  able 
to  get  any  amount  of  service  he  pleases  at  any  time.  Taking  these 
requisites  into  consideration,  it  is  evident  that  there  is  no  sub- 
stance which  combines  them  so  well  as  a  metal.  Metal  is  uni/onD 
in  its  texture ;  it  can  be  divided  into  any  number  of  fragments,  each 
of  which  shall  be  equal  in  value  to  any  other  fragment  of  the 
same  weight,  and,  if  required,  these  fragments  can  always  be 
re-united,  and  form  a  whole  again,  of  the  value  of  all  its  parts 
which  can  be  said  of  no  other  substance. 

All  civilised  nations,  therefore,  have  adopted  Metal  as  Money: 
and  of  metals,  Gold,  Silver,  and  Copper  have  been  chiefly  preferred. 
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Thi  Chinese  invented  Paper  Money. 

Vc  have  now  to  tresit  of  a  Material  used  as  Money,  which,  in 
T  times  at  least,  has  had  incomparably  more  influence  in  the 
'Id  than  all  the  gold  and  silver — namely,  Paper. 
rhc  Romans  invented  the  business  which,  in  modem  language, 
termed  Banking.  The  Roman  bankers  invented  Cheques  and 
\%  of  Kkchange,  but  they  did  not  invent  Bank  Notes.  The  use 
Chi-i|ues  and  Bills  of  Kxchange  by  the  Romans  was  extremely 
Tuw,  rcNtricted  to  the  immediate  parties,  and  they  were  ne\'er 
dc  transferable,  as  far  as  we  are  aware,  so  as  to  get  into  general 
^btion  and  serve  the  purposes  of  Money, 
rbe  invention  of  Paper  to  be  used  as  circulating  Money  is  due 
the  Crhinoc. 

Xc  Ulievi*  that  it  has  Kx-n  alleged  that  there  were  Bank  Notes 
China  mori.*  than  1000  years  ilc. 

Ac  come  down,  however,  to  better  authenticated  times.  In  the 
onning  of  the  reign  of  Miantsong,  of  the  I>)'nasty  of  Thang, 
jut  the  year  807  a.i>.,  there  was  a  great  scarcity  in  the  countr)*. 
r  Kmi)eror  ordered  all  the  merchants  and  rich  persons  to  bring 
ir  money  into  the  public  treasur)',  and  in  exchange  for  it  gave 
m  Notes  called  fn-thsian^  or  flying  money.  In  three  )*ears 
»e%er,  this  money  nas  suppressed  in  the  capital,  and  was  current 
y  in  the  provinces.  In  ^oo  a.d.  Thaitsu-siu,  the  founder  of  the 
in^  iHiiosty,  revi\eil  this  practice.  Men.hants  were  allowed  to 
'^asxi  their  cash  in  the  public  trea.suries,  and  received  in  return 
•:r%  «  alltd  ftttn  thsuxn^  «»r  <  urrent  Money.  The  convenience  of 
s  mji>  %4»  ^reat  that  the  custom  quickly  spread,  and  in  997  there 
^  {u(h  r  in  circuUtion  to  the  amount  of  1,700,000  ounces  of 
<r.  and  in  1021  it  liad  increased  to  2,830,000  ounces.  At  this 
kaI,  a  ri)in|uny  ot  sivtewn  of  the  richest  merchants  were  per* 
;:m!  (••  issue  Notes  iu\.il)le  in  three  years.  But  at  the  end  of 
t  time  the  com|un\  \%a::i  liankrupt,  which  gave  rise  to  much 
»\\*  dzvtres-*  and  hiig.4ti'>n.  The  Km|HTor  aUiIisheii  the  Notes 
thi^  (Oin|any,  and  torb.ide  any  more  joint  Stock  Hanks  to  Ix.- 
rid«.<l.  ntn«eh»rth.  tin  p-iwer  ol  ivsuing  Noit  >  ua>  k«  pi  m  the 
»'S  "f  the  (»o\rrninent.  These-  Notts  uere  als«»  •  alU  d  kru^tiu, 
:  w»f«-  ol  the  %alue  ot  an  oun«  e  of  silver.      In    \o\2  there  wt n 

/iK    !i>    till    \alue  ni     i..'5'»,340  oiiiueN   in   cin  ubtion.      >ulh 
u'-nt.),  tanks  of  this  nalurf    were  s<t  up  in  each  proxinte,  and 

Notes  issued  by  one  proxinrial  bank   had  no  currency  in  any 
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irsons  who  have  done  services  to  others,  and  have  received  no 

uivalent  services  in  return.     It  merely  represents  the  Rig^ht  to 

^vxiand  these  equivalent  services  when  they  please ;  and  its  special 

ruction  is  to  measure,  record,  and  preserve  these  Rights  for  future 

and  to  transfer  them  to  anyone  else. 

If  all  the  services  exchanged  in  society  exactly  balanced,  there 

ould  be  no  need  of  money. 

Supposing,  then,  that  there  was  nothing  but  Metallic  Money  in 

the  following  axiom  is  evident : 
**  The    Quantity    of  Money    in   any   country    represents    the 
of  Debt  which  there  would  be^  if  there  were  no  Money." 
!But  as  we  have  seen  (Credit)  that  in  civilised  countries,  these 
bts,  or  Rights,  are  recorded  in  the  simple  form  of  Rights  against 
cular   persons,   whether  written   or  unwritten,  as  well  as  in 
tallic  Coin,  which  are  rights  against  the  general  community, 
terms  Circulating  Medium,  or  Currency,  include  these  Debts  in 
forms. 
Hence  it  is  clear  that  the  Circulating  Medium,  or  Currency, 
resents  nothing  but  Transferable  Debt;  and  that  whatever 
resents  Transferable  Debt  is  Circulating  Medium,  or  Currency; 
^^liatever  its  nature  or  its  form  may  be,  either  Metal,  or  Paper, 
Or  anything  else. 

Consequently  this  proposition  necessarily  follows  : 
"  Where  there  is  no  Debt  there  can  be  no  Currency." 
All  erroneous  theories  of  Currency  have  been  founded  on  not 
perceiving  the  fundamental  nature  of  Currency;  and  the  greatest 
tJionetary  disasters  the  world  has  ever  seen  have  been  produced  by 
violating  this  fundamental  axiom. 

On  the  Distinction  between  Money  and  Credit 

It  has  now  been  shown  that  it  is  agreed  on  all  hands  that  Money 
^nd  Credit  are  essentially  of  the  same  nature ;  Money  being  only  the 
highest  and  most  general  form  of  Credit.  They  are  each  a  Right, 
Or  Title,  to  demand  some  service  or  product  in  future. 

Nevertheless,  there  is  a  very  important  distinction  between  Money 
^nd  Credit,  which  must  now  be  pointed  out. 

In  £k:onomics  all  Money  is  Credit,  but  all  Credit  is  not  Money. 

No  one  can  compel  any  one  else  to  sell  him  anything  for  Money 
or  Credit.  When,  then,  any  one  has  taken  Money  in  exchange  for 
anything,  it  is  in  reality  only  Credit ;  because  he  only  takes  it  in  the 
belief  that  he  can  exchange  it  away  for  something  else. 

2  K 
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But  suppose  that  a  sale  has  taken  place,  and  that  a  Debt 
been  incurred  thereby,  public  policy  requires  that  the  Debtor 
be  able  to  compel  the  Creditor  to  accept  something  in  discbarge  rf 
his  Debt  It  would  cause  infinite  misery  if  Creditors  could  art] 
trarily  refuse  anything  they  pleased  in  payment  of  their  DdA 
Hence,  in  all  countries  the  Law  declares  that  if  a  Debt  ku  ki 
incurred,  the  Debtor  can  compel  the  Creditor  to  accept  soie 
specific  thing  in  payment  of  it. 

Whatever  that  Something  is  which  a  Debtor  can  compdi 
Creditor  to  accept  in  payment  of  a  Debt  which  has  been  incumt 
is  Money  or  Legal  Tender. 

From  this  it  follows  that  some  things  may  be  Money  in  som 
cases,  and  not  in  others. 

Gold  Coin  in  this  country  is  Money,  or  L^al  Tender,  to  aif 
amount  in  all  cases. 

Silver  is  only  Money,  or  Legal  Tender,  to  the  amount  of  40s.  Ift 
Creditor  chooses  to  accept  of  payment  of  a  larger  amount  tban  4* 
in  silver,  it  is  entirely  of  his  own  free-will. 

In  England,  as  between  the  public  and  the  Bank  of  Englan4 
Bank  Notes  are  nothing  but  Credit.  The  Bank  cannot  compel  anf 
one  to  accept  its  Notes,  and  any  holder  of  its  Notes  can  compel  the 
Bank  to  pay  them  in  gold  on  demand. 

Between  private  persons  a  Bank  Note  for  ;^5  is  not  Money,* 
Legal  Tender,  for  that  exact  amount  of  Debt.  But  in  Debts  aboit 
^5,  Bank  Notes  are  Money  or  Legal  Tender.  But  even  this  is  so 
only  so  long  as  the  Bank  pays  its  Notes  in  cash  on  demand.  If  tte 
Bank  were  to  stop  payment,  its  Notes  would  cease  to  be  Lepl 
Tender  in  any  case. 

In  Scotland  and  Ireland,  Bank  of  England  Notes  are  not  hs^ 
Tender  in  any  case. 

If  two  persons  are  mutually  indebted  to  each  other  in  eqiJ 
amounts  at  the  same  time,  each  may  compel  the  other  to  accept  the 
Debt  he  owes,  as  Legal  Tender  for  the  Debt  which  is  due  to  hiffl. 
Eiach  Debt  is  therefore  Money,  or  Legal  Tender,  in  respect  to  ti* 
other,  and  neither  party  can  demand  specie  from  the  other. 

So  if  a  Creditor  voluntarily  accepts  payment  from  his  Debtor  in* 
country  bank  note  without  indorsement,  he  makes  it  Money,  ew« 
though  the  bank  should  fail ;  or  if  he  voluntarily  accepts  a  Cheqtf 
from  his  Debtor,  and  has  the  Credit  transferred  to  his  own  accoini*» 
he  makes  it  Money,  and  it  is  a  final  closing  of  the  transaction,  evea 
though  the  bank  should  fail  immediately  after. 

There  is  no  Necessary  Relation  between  the  Quantity  i 
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icy  in  amy  country^  and  tht  Quantity  of  Commodities  and 


■  have  nuw  to  (lemonstmtc  a  proposition  of  the  greatest  import- 
in  Kcononiics,  and  on  which  errors  of  the  roost  serious  nature 
L-ry  prc\alcnl. 

my  ^ntcrx  on  Economics  have  supposed  that  the  quantity  of 
.  y  in  a  <'ountry  bears  some  necessary  relation  to  the  quantity 
jmn)fxlitie<!  in  it,  and  many  more  think  that  the  prices  of 
rioiiitics  arc  determined  by  the  ratio  which  the  (juantity  of 
!!jc  Money  Invars  to  the  (quantity  of  commodities.  T*hat  this 
cr>-  M  rious  error  may  easily  be  shewn. 

;»p(>M*  that  A  and  B  are  mutually  indebted ,  that  A  owes  H 
ami  n  owt^s  A  ^13.     Then  it  is  quite  clear  that  their  Debts 
U'  scttK^l  in  three  diflferent  ways: 

V^ch  may  send  a  clerk  to  demand  |>ayment  from  the  other  in 
y  .  this  iiuthod  would  reiiuire  ^23  in  money  to  discharge  the 

icbts. 

.\  may  send  ^10  to  B  to  discharge  his  debt,  and  B  may  send 
to  .\  thr  s.imc  ^10,  with  j£^  additional  to  discharge  his  debt ; 
nctho<l  Would  require  ^13  to  discharge  the  two  debts. 
'Iliry  may  nu'et  together,  and  set  off  their  mutual  amounts  of 

and  pay  only  the  diflference  in  Money ;  by  this  means  the  two 

m<»ukl  U-  discharged  by  the  use  only  of  ^3. 
>w  It  IS  cjuitf  clear  that  a  very  different  quantity  of  Money 
i  1r  requirol  to  carry  on  any  amount  of  businc*ss  in  a  country, 
dm,:  as  either  of  these  methods  of  settling  debts  was  adopted. 
Ltn  the  firNl  and  the  third  there  is  a  difference  of  jC^^-     These 

mi»uM  not   influence  prices,   but  would  only  \yc  reY]uircd  to 

del»ts  m  a  clumsy  way.  So  that  it  is  clear  tliat  by  a  simple 
:»  in  the  method  of  doing  business,  ^20  might  be  withdrawn 
lU  employment,  and  sc't  free  to  be  applieti  to  new  transactions, 
c  adoption  of  the  third  method  of  settling  debts  in  the  place  of 
ir^t,  wouhi  in  no  way  affw't  prices,  iK-cauNc  these  amounts  of 
-y  mould  have  to  be  retainetl  for  the  sole  pur])Ose  of  settling 
k,  and  would  in  no  way  enter  into  the  sale  of  commodities, 
tJicfeforc  in  no  way  aflett  their  prices.  At  tlie  s,ime  time 
jld  grrally  alter  the  ratio  iK-tween  .Money  and  commoiiilies. 
•w,  nhen  these  transactions  are  multiplied  by  millions,  it  is 
nt  tJut  th«-re  may  be  large  amounts  of  money  in  a  country 
I   may  t act*  iv^-  no  influence  on  prices ;  and  the  ratio  Inrtwcen 

>  ami  <  omiiuKlities  may  vary  greatly,  according  as  one  or  other 
L^c  methods  of  doing  business  is  adopted. 
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Now,  if  a  country  which  habitually  used  the  first  method,  weiei 
change  its  custom,  and  adopt  the  third  method,  it  is  very 
that  a  very  large  quantity  of  Money  might  be  disengaged  from 
usual  employment,  and  applied  to  promote  new  operations;  aoil 
therefore,   for  all  practical  purposes,  it  would  be   equivalent  tt| 
an  addition  to  the  previously  existing   quantity   of   Money; 
by  this  improvement  in  the  method  of  settling  Debts,  many  til 
the  same  quantity  of  business  might  be  done  on  the  same  bisf] 
of  specie.     Hence  the  various  methods  of  economising  the  use  tf] 
Money  are,  for  all  practical  purposes,  to  be  considered  as  an  inooKJ 
of  the  resources  of  the  nation. 

The  various  methods  by  which  this  principle  is  applied 
described  under  Clearing  House,  Compensation^  Novatioa 

Reason  why  Paper  can  supersede  Honey. 

The  reason  why  Paper  can  supersede  Money  is  now  apparent 

An  order  to  receive  a  coat  could  never  serve  as  a  substitute  fori 
coat,  because  it  could  never  serve  the  same  purpose  as  a  coat  An 
order  to  receive  meat,  or  bread,  or  wine,  could  not  supersede  mc<i 
bread,  or  wine,  because  it  cannot  serve  the  same  purpose  as  metfi 
bread,  or  wine;  and  so  on  regarding  orders  for  other  materiai 
chattels.  An  order  for  such  things  can  never  serve  as  a  sob-! 
stitute  for  the  things  themselves,  because  they  are  heterogeneoos 
quantities  of  a  totally  different  nature,  and  cannot  serve  the  same 
purpose  as  the  things  themselves. 

But  an  Order  to  pay  Money  can  serve  the  same  purpose  as  Money, 
because  they  are  homogeneous  quantities.  A  piece  of  Money,  likei 
piece  of  Paper,  is  nothing  more  than  an  Order  to  receive  a  useW 
material  chattel  or  a  service.  And,  provided  that  the  order  is  sure 
to  be  obeyed  on  demand,  it  is  of  no  consequence  whether  it  is  oi 
Metal  or  Paper. 

Consequently,  the  Exchange  of  Paper  for  Money  is  nothing  moR 
than  an  Exchange  of  a  particular  Right  for  a  general  Right 

As  Daniel  Webster,  the  eminent  American  jurist,  said  :  "  Credit » 
to  Money  what  Money  is  to  goods."  That  is.  Credit  is  an  Orda 
for  Money,  and  Money  is  an  Order  for  goods. 

To  be  useful,  Money  must  be  exchanged  away  for  other  things 
just  as  Paper  is.  And  if  Paper  can  be  exchanged  away  for  exactl) 
the  same  things  that  money  can,  Paper  has  exactly  the  same  Valw 
as  Money.  As  the  Italians  say — "Che  oro  vale,  oro  ^" — "Tltf 
7vhich  is  of  the  Value  of  Goldy  is  Gold,^' 
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NEGATIVE  QUANTITIES  IN  ECONOMICS. 

As  it  is  now  universally  admitted  that  Economics  is  a  Physical 
Ocfxrr,  it  necessarily  follows  that  there  must  be  Negative  Quantities 
ft  Economics  as  there  are  in  all  other  Physical  Sciences.  But  what 
■e  Negative  Quantities  in  Economics  ? 

Wc  have  shown  that  the  most  striking  and  fatal  defect  of  the 
wnmt  works  on  Economics  is  that  they  take  no  notice  of  that 
i^rfossal  moss  of  property  which  consists  in  Abstract  Rights,  and  is 
crmcd  in  bw  Incorporeal  Property,  or  Incorporeal  Wealth,  which  in 
iBOcnt  times  has  increased  at  a  very  much  greater  rate  than  Cor- 
ioreaU  or  Material,  Property,  and  may  now  be  estimated  to  amount 
D  %-alue  to  scores  of  thousands  of  millions  of  money. 

Wc  have  shown  under  Annuities  and  Property  that  this 

iass  of  Property,  which  includes  Credit,  the  Funds,  Shares  in 
Cocnmcrrial   (Companies,  Cqp>Tights,   Patents,  &c,  may  be  justly 

fermcd  Negative  Economic  Quantities,  because  it  nuy  all  be 

^oqght  and  sold  or  exchanged ;  its  vaht€  may  he  measured  in  money^ 
WA  as  material  chattels  may. 

Bm  there  is  another  class  of  Quantities  which  have  long  been 
ermcd  by  Mathematicians  and  Jurists  Negatire  QuantitieSi 
Minely  Debts  (pa&st\'e).  And  how  are  l>ebts  (passive)  Negati\'e 
Quantities? 

We  have  now  to  investigate  the  meaning  of  lemiing  Debts  Nega- 
Quantities. 


Om  the  Enron  made  ty  some  Aiathematidans  in  terming  DebtM 

Megatioe  Quantities. 

The  juridical  theory  of  Credit  worked  out  by  the  Roman  jurists  is 
uffkient  for  all  practical  pur])oscs.  They  explained  how  Credits, 
itighu  of  Action,  or  Debts  are  created,  how  ihcy  may  be  trans- 
icrred,  and  how  they  are  extinguished.  Hut  this  is  not  sufficient  for 
lie  full  stientific  theory  of  the  subject,  Ixrcause  they  treated  these 
ricdits  almost  entirclv  from  the  Oeditor's  side. 

But  in  e\'er\  Obligation  there  are  two  |Kirtios.  the  Creditor  and 
the  I>eUor. 

Now  when  two  persons  are  bound  ttigcthcr  by  an  Obligation, 
Hich  as  that  of  Debt,  it  is  usual  to  term  the  Oi-ditor  the  Active, 

or  Positive,  Agent,  and  the  Debtor  the  Passive,  or  Negative, 


u 
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Hence,  to  complete  the  full  scientific  theory  of  Credit,  it  1 
necessary  to  develop  it  from  the  Debtor^s,  or  Negatiye,  side,i; 
well  as  from  the  Creditor's,  or  Positive,  side. 

Accordingly  for  the  last  150  years — ^from  the  days  of  Madaunntf 
least — mathematicians  have  been  in  the  habit  of  giving  Debts  as  al 
example  of  Negative  Quantities.  But  they  have  entirely  &iki| 
in  giving  an  explanation  of  the  term  Negative  as  applied  to  DebH^I. 
which  can  be  received  as  suitable  for  Economic  Science. 

The  explanation  usually  given  is  this :  A  man's  Property  may  be 
considered  as  Positive,  and  his  Debts  as  N^ative ;  subtract  !■ 
Debts  from  his  Property,  and  the  remainder,  if  any,  is  his  substaoo^ 
or  Capital. 

And  as  the  national  Capital  is  the  aggregate  Capital  of  all  tk 
individuals  in  it,  according  to  this  doctrine,  in  order  to  findtJK 
quantity  of  Capital  in  the  country,  all  the  floating  debts  in  it  wodd 
have  to  be  subtracted  from  all  the  money  in  it,  and  the  remainder 
would  be  the  national  Capital  (in  money). 

Now,  as  we  shall  show  hereafter,  it  may  be  conjectured  that  dx 
floating  debts  in  the  country  are  not  less  than  ;^6, 000, 000, 000,  and  no 
one  estimates  the  specie  in  the  country  at  more  than  ^120,000,000^ 
it  would  be  rather  a  difficult  matter  to  perceive  how  ^6,000,000,000 
of  floating  debts  are  to  be  subtracted  from  ;£i  20,000,000  of  hard 
money. 

So  Peacock  and  Tait,  two  very  distinguished  mathematicians,  say, 
"If  property  possessed  or  due  could  be  denoted  by  a  number  or 
symbol  with  a  positive  sign,  a  Debt  would  be  indicated  by  a  number 
or  symbol  with  a  Negative  Sign,  or  conversely.  Such  affiections  of 
Property  are  correctly  symbolised  by  the  signs  +  and  - ,  since  they 
possess  the  inverse  relations  to  each  other  which  these  signs  require. 
For  if  to  a  person  A  there  be  given  a  certain  property  or  sum  of 
money  with,  or  added  to,  a  Debt  of  equal  amount,  his  Wealth,  or 
Property,  remains  the  same  as  before." 

Now,  in  a  certain  sense,  these  modes  of  statement  have  some 
semblance  of  truth.  If  a  person  were  going  to  retire  from  business, 
he  would  call  in  and  discharge  his  debts  or  liabilities,  and  the 
remainder,  if  any,  would  be  his  substance.  But  then  this  result 
could  not  be  attained  without  an  exchange,  because  his  outstanding 
debts  could  not  be  extinguished  without  being  brought  to  him  to  be 
exchanged  for  money. 

But  such  a  mode  of  statement  is  quite  unsuitable  for  Ekx>noiiucs 
Economics  is  purely  the  science  of  Exchanges,  and  has  only  to  do 
with  Quantities  while  they  exist ;  and  all  Exchangeable  Quantities 
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i>r  Kt'onomic  Quantities  while  they  exist,  and  arc  the  subject  of 
commerce.  Debts,  or  Credits,  are  a  species  of  property  of  the 
^<»t  gigantic  magnitude,  and  are  the  subject  of  the  most  colossal 
Commerce  of  modem  times.  They  exceed  in  magnitude  every 
4Khcr  s|)ecies  of  property,  except  the  land  itself.  And  what  are 
Scy  to  Ik:  substracted  from  ?  The  mode  of  statement  by  Peacock 
«)d  Tait  is  entirely  inapplicable  to  the  business  of  banking,  as  I 
fcavc  shown  in  my  Theory  of  Credit, 

The  fact  is  that  mathematicians  have  completely  mistaken  the 
Lp(>Iication  of  the  signs  -f  and  -  in  Economics,  from  a  want  of 
knowledge  of  Mercantile  Law  and  practical  business. 

Mathematicians  are  accustomed  to  treat  of  Quantities  and  Opera- 
:  lon^ .  ami  as  these  may  each  be  of  opposite  or  inverse  natures, 
they  apply  the  signs  -f  and  -  to  them. 

The  error  which  mathematicians  fall  into  in  applying  the  signs 
«-  and   -  in   Economics   is  that   they  apply   them  to  PfOpertj, 

vhcrcas  they  affect  Persons. 

As  will  W  shown  hereafter,  Persons  may  stand  in  Inverse,  or 
( »{»^x>sice,  relations  to  each  other  as  well  as  Quantities  and  Opera- 
tji>n?» ;  anil  Persons  who  stand  in  these  Inverse,  or  Opposite, 
relations  may  be  indicated  by  the  signs  -f  and  - ,  as  well  as 
i^nuntities  and  ( ){)erations. 

Ever>  student  of  Mercantile  I -aw  will  at  once  perceive  Peacock's 
rrror  m  the  aUive  extract,  which  is  shared  by  other  mathematicians, 
U-tau^  OeditN  or  Debts,  are  not  Jura  in  re ;  they  are  Jura  in 
personam,  and  the  Pas.sive,  or  Negative,  l>el>t  is  not  Money  owed 
\'\  the  IVWtor,  Imt  the  abstract  Personal  Duty  to  pay  money. 

'r»(»  .Mgt-braists  of  the  highest  eminence*,  Kuler  and  Peacock, 
Kj\*-  attriiipted  to  explain  the  meaning  of  the  Negative  Sign  as 
i;>->*.!<.\l  to  Ik'bts,  but  they  have  U>th  failed  from  a  want  of  know- 
ii^i^c  «jf  the  principles  of  Mercantile  I -aw. 

Error  of  Euler  in  termini;:  Debts  Negative  Quantitiee. 

LuUt  Na\s*:  "The  manner  in  whirh  >%e  calculate  a  JH-Tvon's 
Pro]«-rty  is  an  apt  illustration  of  what  has  just  Uen  said.  We 
«!-n"l«'  *lul  a  man  really  ixjssesses  by  Positixe  nuniUrs,  using  or 
.r-.d*  rxtanding  tlie  sign  +  ;  whereas  his  I)el»l>  are  reprrsenled  b> 
VtV^iix*'  nunilRTN  or  by  using  the  sign  -  Thus  it  is  said  of  any 
'.  !*rial  lit-  has  lootrcmns,  but  owes  50;  this  nuans  that  his  real 
;«/^w  %sic>ns  amount  to  ico     50,  that  is  to  say,  50  *  rowns. 

*  .-l.^rt^f  J,  p.  7. 
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In  the  second  paragraph,  when  the  Debtor  possesses  o  crowns, 
owes  50  crowns,  he  is  said  to  have  50  crowns  less  than  nothing. 
nrhtt  clearly  means  that  he  is  under  the  Duty  to  pay  50  crowns, 
has  o  crowns  to  pay  them  with. 

r,  suppose  that  being  in  such  a  position,  as  Euler  says,  some 
makes  him  a  present  of  50  crowns  to  pay  his  Debt  with.     He 
ly^  the  I>ebt :  he  is  50  crowns  richer  than  he  was  before ;  but  his 
Property  is  now  o.    This  is  an  example  that  ^.  x  •*•»•*• . 

Thus  Euler  is  right  as  far  xs  he  goes ;  but  he  has  stated  only  one- 
lialf  of  the  case.  Because  there  is  another  combination  of  Alge- 
Ivmkal  signs  which  gives  -»- ,  namely,  -  x  -  ;  and  there  is  another 
VMthod  in  commerce  of  arriving  at  the  same  practical  result 

As  any  person  whatever  may  give  the  Debtor  50  crowns  to  pay 
lits  iVrbt  with,  let  us  suppose  that  the  Creditor  docs  so.  Then 
liaving  received  the  50  crowns  in  a  present  from  his  Creditor,  the 
Debtor  hands  them  back  to  his  Creditor  in  payment  of  the  Debt, 
which  is  then  extinguished.  The  Debtor  is  now,  as  in  the  former 
richer  by  50  crowns  than  he  was  before,  and  his  property  is 
o. 
THe  same  result  may  be  attained  in  another  way.  Suppose  that 
the  Creditor  simply  Releases  his  Debtor  from  his  Debt,  then,  as 
in  the  former  case,  he  would  be  50  crowns  richer  than  he  was  before, 
and  his  lYoperty  would  now  be  o. 

Now  if  Crowns  be  -»- ,  and  to  give  is  also  -¥ ,  then  a  Debt  is  - , 
and  to  Cancel,  or  take  away,  is  also  ~.  Consequently  to  give 
)lonr>'  is  -f  X  -f ,  and  to  Release,  or  Cancel,  a  Debt  is  -  x  - ,  and 
the  position  of  the  Debtor  will  be  exactly  the  same  after  each 
operation. 

This  ^hows  that  the  Release  of  a  Debt  is,  in  all  circumstances, 

r«)iii%'alcnt  to  a  Payment  in  Money. 

Thus  it  is  seen  that  in  Commercial,  as  in  all  Algebra,  •»-  x  ^.  « 
-  K  -  ,  an  example  of  the  Permanence  of  Etfuiva/emt  Forms^  and  a 
prtiKiple  of  the  most  momentous  importance  in  modem  commerce. 


of  Piacooh  in  terming  Debts  Megatiue  Quantities. 

Peacock,  Dean  of  Ely,  who  published  the  most  philosophical 
treatise  on  Algebra  in  his  day,  and  who  was  the  first  to  intniduce 
the  Modem  llieory  of  Signs  into  a  standard  trt-atise  for  |K)puIar 
use;  endeavoured  to  a[>ply  the  'I*heor>-  of  Signs  to  the  Theor\  of 
(Tredjt  But  he  has  fallen  into  the  errors  so  carefully  providei!  for 
ui  the  Digest^  aiKl  by  all  jurists  since. 
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He  says^ — *'  A  merchant  possesses  a  pounds,  and  owes  h  poandii 
his  substance  is,  therefore,  a-b^  when  a  is  greater  than  b. 

"  But  smce  a  and  b  may  possess  every  relation  of  value,  we  mf 

replace  ^  by  a  -  r,  or  ^  +  r,  according  as  a  is  greater  or  less  than  I; 

in  the  first  case  we  get — 

a  -  ^  =  a  ~  (a  -  r)  =  r, 
and  in  the  second — 

If,  therefore,  c  expresses  his  substance  or  property  when  solvent,  -i 
will  express  the  amount  of  his  Debts  when  insolvent ;  and  if  to 
the  use  of  +  and  - ,  as  signs  of  affection  or  quality  in  this  case^  «e 
pass  to  their  use  as  signs  of  operation,  then  inasmuch  as — 

a  +  (-r)  =  a-r,  and  a-(-r)  =  a4-r, 

it  follows  that  the  addition  of  a  Debt  ( -  r)  is  equivalent  to  tt 
subtraction  of  property,  r,  of  an  equivalent  amount ;  and  the  sob- 
traction  of  a  Debt  ( -^)  is  equivalent  to  the  addition  of  Pn^wty,^ 
of  an  equal  amount ;  and  consequently  it  appears  that  the  subtnc- 
tion  of  a  Debt,  in  the  language  of  symbolical  Algebra,  is  not  its 
Obliteration  or  Removal,  but  the  change  of  its  affection,  or 
character,  from  Money,  or  Property,  Owed,  to  Money,  or  Property, 

Possessed." 

Peacock,  as  is  seen,  arrives  at  the  conclusion  that  the  subtraction 
of  a  Debt  is  equivalent  to  the  addition  of  Property.  The  conclusioo 
is  right,  as  we  have  seen  above ;  but  his  method  of  arriving  at  i^is 
entirely  erroneous,  as  has  been  repeatedly  pointed  out  by  Jurists. 
The  Negative  Sign  -  is  not  a  sign  affecting  the  Money,  or  the 
Property,  of  the  Debtor,  but  it  is  a  sign  affecting  his  Person. 

If  such  a  distinguished  mathematician  as  Peacock  was  had  only 
reflected,  he  could  not  have  failed  to  perceive  that  his  interpretatioo 
of  the  Negative  Sign,  as  applied  to  Debts,  could  not  be  correct, 
because  the  signs  +  and  -  always  refer  to  Similar  Quantities,  but 
of  opposite  Qualities.  Now  the  sign  +  represents  the  Creditor's 
Personal  Right  to  demand  a  sum  of  Money,  and  a  material  sum 
of  Money  can,  by  no  possibility,  be  the  Inverse  of  an  Abstract 
Personal  Right.  It  must  be  something  which  is  the  Inverse  of  a 
Right,  and  the  Inverse  of  a  Right  is  a  Duty. 

The  modes  of  statement  adopted  by  Euler  and  Peacock  are  open 
to  the  following  objections  : — 

I.  They  violate  the  fundamental  principles  of  the  Philosophy  of 
Science. 


^  Algebra^  second  edition,  vol.  iL  p.  15. 
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Because  Economics,  being  the  Science  of  Commerce,  or  £1- 
:  hinges,  2II  questions  and  problems  in  Economics  must  be  stated 
n  the  form  of  an  Exchange.  Economics  has  nothing  to  do  with 
iddition  and  subtraction. 

2.  They  nolate  the  principles  of  Jurisprudence. 

BccauM:  a  Creditor  has  no  Right,  or  Title,  to  any  of  the 
Property  of  his  Debtor,  he  has  only  a  Right,  or  Claim,  against 
lis  PersoiL 

Peacock's  mode  of  statement  confounds  the  distinction  between 
I  Trustee  and  a  Debtor.  A  person  who  merely  holds  a  sum  of 
money  to  which  another  person  has  a  Right,  is  a  Tnisteei  or 
Bailee,  and  not  a  Debtor.  The  property  of  a  Debtor  belongs 
ibsolutcly  to  himself,  and  he  only  parts  with  it  by  his  own  voluntary 
ironscnt 

There  is  no  such  thing  in  Law  as  Money,  or  Propert)*,  owed. 
Fhcfe  is  only  the  Abstract  Personal  Duty  to  pay  or  do  something. 

3.  They  violate  the  elementary  principles  of  Mathematics. 
Because  an  abstract  Personal  I>uty  cannot  be  subtracted  from 

i  sum  of  hard  cash. 

A  sum  of  solid  Nf  oney  cannot  be  the  Inverse,  or  Negative,  of  an 
iljstract  Personal  Right 

In  Economics  the  signs  -¥  and  -  do  not  affect  Propeityi  but 
ixily  Persons. 

In  Economics  the  signs  -I-  and  - ,  as  signs  of  Operation,  in  no 
cjLse  whatever  signify  addition  and  subtraction,  because  addition 
\nd  subtraction  are  no  part  of  Economics.  \Miat  they  do  mean 
«:I1  be  shown  a  little  further  on. 

The  result  which  I*eacock  has  arrived  at  is  correct,  but  his  coune 
o^  reasoning  is  entirely  erroneous.  The  result  is  not  produced  in 
the  wa>  in  which  he  says  it  is,  but  just  exactly  in  the  way  in  which 
hc'  fa)-s  it  is  not  We  shall  presently  show  how  the  result  is  arrived 
at,  by  a  totally  different  course  of  reasoning. 

Err^r  cj  Thornton  and  Cernuschi  an  Credit 

\\c  have  shown  the  error  of  two  very  distinguished  Algebraists, 
;r.  t})c-ir  intcqiretation  of  the  Negative  Sign,  as  applied  to  Debts. 
\\  f  ha\e  now  to  point  out  the  error  of  a  plausible  view,  held  by  two 
il:%t:n^uished  Ijankers. 

I;  lias  (leen  asserted  tlut  Oedit  adds  nothing  to  the  resources  of 
t^c  vorld,  because  it  is  neutralised  by  something  else. 

.\ny  person  practically  conversant  with  commerce^  acid  «mxv^ 
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that  the  enormously  greater  portion  of  commercial  operatioDS  are 
carried  on  by  Credit,  would  think  it  a  strange  doctrine  that  Credit 
adds  nothing  to  the  resources  of  a  nation,  or  of  an  individual 
It  is  now  universally  agreed  that  the  only  true  definition  of  Weahfa 
is  "Anything  which  has  Purchasing  Power."     The  Wealth  of  ao 
individual  or  a  nation  is  their   "  Purchasing  Power " ;  and  thdr 
Purchasing   Power  is  their   Money,   together  with    thdr  Credit  I 
Credit  is,  therefore.  Purchasing  Power  over  and  above,  and  addi-  I 
tional  to  Money ;  and  hence  it  must  be  a  resource  cumulative  lo  I 
Money.  I 

Some  writers,  however,  have  maintained  the  contrary  doctrine  ia  I 
a  very  plausible  way,  which  we  have  now  to  examine.  I 

Henry  Thornton,  an  able  man,  a  distinguished  banker,  and  one  I 
of  the  authors  of  the  Bullion  Report,  says :  ^  *'  Paper  constitute!^ 
it  is  true,  an  article  on  the  Credit  side  of  the  books  of  some  men,  | 
but  it  forms  an  exactly  equal  item  on  the  Debit  side  of  the  boob 
of  others.  It  constitutes,  on  the  whole,  neither  a  Debit  ncv  a 
Credit  .  .  .  The  use  of  Paper  does  not,  therefore,  introduce  anj 
principle  of  delusion  into  that  estimate  of  property  which  is  made 
by  individuals." 

So  another  eminent  banker,  M.  Cemuschi,  says :  ^  "  The  balance- 
sheet  of  every  individual  contains  three  accounts,  existing  goods, 
Credits,  and  Debts.  But  if  we  collected  into  one  all  the  balance- 
sheets  of  everyone  in  the  world,  the  Debts  and  Credits  mutually 
neutralise  each  other,  and  there  remains  but  a  single  account- 
existing  goods. 

"  The  totality  of  goods,  therefore,  forms  the  general  inventory. 
There  is  the  first  matter  of  exchange.  The  Debts  and  Credits  are 
subsidiary  matters.  Debts  and  Credits  are  reciprocally  transmitted 
as  goods  are  transmitted ;  but  however  great,  or  however  small,  they 
may  be,  and  through  whatever  hands  they  may  pass — Credits  for 
some,  Debts  for  others — they  add  nothing  to,  and  take  nothing 
away  from  the  general  inventory." 

The  argument  of  Thornton  and  Cernuschi  is  simply  this :  Suppose 
A  to  have  ;^ioo  in  Money,  and  also  a  three  months'  bill  of  ;^50 
on  B ;  suppose  B  to  have  ^loo  in  Money,  and  at  the  same  time  to 
have  accepted  a  Bill  for  ^^50  at  three  months  to  A.  Then  A's 
property  would  be  stated  thus,  ;^ioo  +^^50;  B's  property  would 
be  stated  thus,  ;^ioo  -  ^^50. 

'  An  Enquiry  into  the  Nature  and  Effects  of  the  Paper  Credii  of  Grmi  Briiain, 
p.  20. 
'  Mecanique  de  V  Echangt^  v.  i. 
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N«nr  the  argument  of  these  writers  is  this:  The  -¥ £$0  and  the 
-  j^5o  balance  and  neutralise  each  other,  and  the  result  is  o; 
irhich,  according  to  them,  is  the  same  thing  as  saying  that  these 
Quantities  do  not  exist  at  alL 

111  is  view  might,  perhaps,  at  first  sight,  seem  somewhat 
bpcciuus :  but  a  very  little  reflection  will  show  that  it  is  quite 
erroneous. 

It  alli-gcs  that  if  there  are  two  equal  and  opposite  quantities  in 
r&tstcncc  at  any  moment,  which  may  neutralise  each  other's  efiects» 
an  J  the  result  is  o,  that  that  is  the  same  thing  as  sa>ing  that  these 
two  quantities  do  not  exist  at  all. 

Suppoiie  that  two  equal  and  opposite  forces  act  upon  a  particle  at 
ix.v»c  they  neutralise  each  other's  effects,  and  the  result  is  o ;  but  it 
would  lie  highly  erroneous  to  say  that  for  that  reason  they  do  not 
e\i^  at  all. 

SupiKMi*  that  on  a  division  the  Government  has  345  supporters, 
an«i  300  op|K>nents.  The  300  members  on  each  side  neutralise 
cat  h  i»thers'  effects,  and  the  result  is  that  the  practical  force  of  the 
0»\crnmcnt  is  45  ;  but  that  does  not  imply  that  the  600  members 
d*>  ni>t  exist  at  all. 

licncc,  even  if  it  were  true  that  these  equal  and  op()Osite 
-quantities,  Ocdits  and  Debts,  neutralised  each  others*  effects,  it 
would  \n:  quite  erroneous  to  say  that  that  is  the  same  thing  as 
<u .  ing  that  they  do  not  exist  at  all. 

V\\v  error  consists,  as  we  have  {lointed  out,  in  sup)K>sing  that,  in 
'   «  <  asc-  of  ( )l>ligations  not  yet  due,  the  1  >ebt  is  an  existing  negative 
.  iantiiy  neutralising  the  effect  of  the  Credit. 

The  <  redii,  or  the  Right  of  Action  of  the  Creditor,  is  an  existent 

•  /Jollity.  mhi<-h  may  be  bought  and  sold  like  Money,  or  any  other 
f  fufcttcL  'Vhc  1  Krbt,  or  I  hity  to  )>ay,  does  not  come  into  existence 
^r.:ii  ttK*  Credit  has  cxpireil,  and  the  day  of  payment  has  come,  and 

•  r^%oiUt-ntly  It  cannot  neutralise  the  Credit 

\.nd  e%en  sup{)Osing  that  it  is  |iayable  on  demand  like  a  liank 
I  f'.xiiu  tt  IS  scill  an  Ivcoiumiic*  (Quantity  until  (uyment  is  denunded 
jL'.A  It  i«  citinguinhed,  and  the  lK:l)tor's  pro|»erty  remains  entire 
^um\  he  voluntarily  gives  some  o\  it  up  to  buy  up  the  Ki^ht  of 
1  ::on  a>:ainst  himself.  These  considerations  are  of  supreme 
.,T.;-»ftafv  e,    as    »e    shall    see,    in    understaniiin^    ihe    n.i(ure    of 

i'c:rw*tul  <  redil  \s  a  jn-rson's  Tun  basing  Power  i*:rr  anJ  4^ 
M'^nc).      Ili-tKe  Credit   is  a    KeMmree  and  Wealth  cumuli 
M'ir)c>.  and  the  whole  mass  of  (jrculating  Oetlits  are  Kco 
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Quantities  over  and  above  and  additional  to  Money,  and  tiieytre 
in  their  nature  and  eflfects  in  every  respect  equivalent  to  an  eqoil 
quantity  of  Money. 


On  the  Application  of  the  Theory  of  Algebraical  Signs  to 

Eoonomioa. 

The  perplexities  of  the  Theory  of  Credit,  which  have  baffled  iA 
the  Economists  in  the  world  to  explain,  can  only  be  unravdkd 
by  the  great  modern  doctrine  of  the  separation  of  the  signs  of 
Afifection,  or  Distinction,  and  Operation. 

As  the  introduction  of  this  great  doctrine  into  Economks  is 
perfectly  novel,  we  shall  have  to  treat  of  it  rather  fully,  espediDy 
as  there  may  be  students  of  Economics  who  are  not  very  fiuniliar 
with  it  in  other  sciences.  And  we  shall  endeavour  to  make  it 
intelligible  to  those  who  have  not  become  acquainted  with  it 

It  is  a  striking  example  of  the  universal  truth  that  Practice  has 
always  preceded  Theory,  that  even  the  Practice  of  Science  kng 
preceded  the  Theory  of  Science. 

Sixteen  hundred  years  ago  Diophantus  said : — 

"  Defect  multiplied  into  defect  gives  existence.** 

And  it  is  said  in  the  Basilica  : — 

"5vo  a/Di^}(r€ts  fiiav  ttolovo'lv  KardOcciv.*' 
"  Trvo  Negatives  make  an  Affirmative** 

This  is  simply  the  Algebraical  doctrine  that  -  x  -  =  +,  and 
from  the  days  of  Diophantus  this  has  been  perfectly  well  under- 
stood as  an  empirical  rule  in  Algebra. 

AVhen  the  great  pioneers  of  Algebra  in  modem  times — Harriot, 
Fermat,  Vieta,  Des  Cartes,  Cardan,  Tartaglia,  and  others — translated 
their  reasonings  into  general  symbols,  they  found  that  they  had  created 
a  machine  whose  working  they  were  not  fully  able  to  apprehend. 

They  found,  among  other  things,  that  many  problems  produced 
Neg^ative  answers.  Unable  at  first  to  apprehend  the  meaning  of 
Negative  answers,  they  believed  that  they  had  no  real  interpretation, 
and  they  called  Positive  roots  true  (perce  radices)^  and  Negative  roots 
false  {fctce  radices). 

In  the  progress  of  Natural  Philosophy,  the  Negative  sign  was 
used  to  a  vast  variety  of  quantities,  but  no  general  Theory  of  signs 
was  devised,  and  the  progress  of  mathematics  was  much  impeded 
by  the  want  of  this  generalisation 
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The  rule  that  -  x  -  -  +  was  universally  adopted  in  practice, 
a  mere  matter  of  empiricism,  because  it  alone  produced  right 
^rsults.  Rut  Algebraists  were  wholly  unable  to  explain  it  It  was 
wholly  unknown  to  Newton,  and  when  he  tried  to  explain  it,  the 
jCrcat  Kuler  babbled  like  a  child. 

Kvcrn  so  bte  as  1813,  Frend,  a  distinguished  mathematician  at 
[Cambridge,  denied  the  existence  of,  and  ridiculed  the  idea  of  there 
bring,  any  such  thing  as  "  Negative  "  Quantities. 

Many  centuries  ago,  at  least  about  iioo  a.d.,  the  Hindoo  Alge- 
farmists  had  made  considerable  progress  in  explaining  the  Theory  of 
Signs :  but  nothing  was  done  in  Europe  till  near  the  end  of  the  last 
rmtur3»-.  Since  then  a  new  spirit  of  philosophy  has  been  breathed 
into  the  old  science,  and  a  number  of  eminent  Algebraists — 
Arbofs.ist.  Argand,  Buee,  Armand,  Camot,  Warren,  l)e  Morgan, 
Pcacork,  and  others  have  completely  established  the  Theor)*  of 
Signs ;  and  their  laliours  have  resulted  in  what  is  called  the  Separa* 
Ooo  of  ihr  Signs  of  Affection,  or  I  )istinction,  and  Oinrration.  This 
grrat  'Iliet>ry  was  first  published  in  a  standard  treatise  for  popular 
u«i  b\  IVactKk,  in  his  Algebra  al)out  1834,  from  which  we  learnt 
tS»  M  icnce. 

Id  most  of  the  (ommon  books  on  Algebra  the  student  is  told  that 
the  %i^n  «  means  addition,  and  the  sign  -  means  subtraction. 

Hf  IS  then  told  that  +  x  +  gives  +,  and  -  x  -  also  gives  +,  a 
d«ii  trint-  nhirh,  without  further  explanation,  is  an  inscrutable  m>*ster\-, 
n.:  :o  >ay  an  absurdity,  as  apfx^rs  in  Frend's  sarcastic  comments 

or  :L 

U  ntf  rs  who  .ire  not  versed  in  Natural  Philosophy  have  no  con- 
<q<:«>n  of  the  signs  4-  and  -  meaning  anything  but  addition  and 
*u*'tni«  tmn.  It  is  |K'rfe<:tly  true  that  in  some  cases  these  signs  do 
hiv»-  that  meaning,  but  that  is  only  one  of  their  meanings.  Every 
«*H-  »ho  has  any  knowleilge  of  Mathematics  and  Natural  Philosophy 
krv»»*  |n.rff<lly  well  that  in  reality  these  signs  have  an  immense 
tjr:«i>  of  nu-anings.  according  to  the  |>artirular  <  irrumstamvs 
<ju!  <»f  wihirh  thev  arise,  or  the  IkhIv  of  fa<*ts  to  whirh  thev 
fcbtr.  and  that  it  is  wholly  imfMissible  to  determine  their 
fncantn,:  until  we  knt>w  the  |>;ini<nilar  rircumstanres  under  which 
tS*  \    an*ie. 

\%  V  must  nMW  explain  the  general  use  of  lhes<'  signs  u\  Mathematics 
4n<l  Natural  Philos4>phy,  and  show  how  they  are  to  U-  interpreted 
r\    th'*    lurtirular    IhhJv  of   f.icis    which    constitute   the   scien«'e    of 
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All  Sciences  deal  with  Quantities  and  Openttiom. 

In  order  to  explain  the  matter  in  the  simplest  way  possible^  it 
be  said  that  all  Sciences  deal  with  Quantities  and  OpeiaiioilS 

Xow  throughout  all  Nature  there  is  Inverseness^  Oppositioi^ 
or  Contrariety — Inverseness,  Opposition,  or  Contrariety  of  QiiaB|l 
and  Inverseness,  Opposition,  or  Contrariety  of  OperatioiL 

Thus,  Similar  Quantities  may  be  endowed  with  Inverse,  OppooM^ 
or  Contrary  Qualities,  and  when  they  are  so  it  is  invariably  the 
custom  in  Mathematics  and  Natural  Philosophy  to  distinguish  dia 
by  the  signs  +  and  - . 

These  signs  so  used  in  Mathematics  and  Natural  Philosopb 
denote  the  Inverse,  Opposite,  or  Contrary  Qualities  <^  QaandtiB 
of  a  similar  nature,  no  matter  what  the  Inverseness,  OppositioQ,  oi 
Contrariety  may  consist  in ;  it  may  be  of  any  sort,  or  descriptiao; 
they  are  then  usually  termed  in  Mathematical  works  Signs  of 
Affection,  or  we  may  with  equal  propriety  term  them  Signs  of 
Distinction,  or  of  Quality. 

But  also  Inverse,  Opposite,  or  Contrary  Operations  may  he 
performed  on  these  Quantities  so  affected  by  Inverse,  Opposite,  a 
Contrary  Qualities :  and  these  Inverse,  OpfK>site,  or  Contrary 
Operations  are  also  denoted  by  the  same  signs  H-  and  -.  And 
any  Operations  of  an  Inverse,  Opposite,  or  Contrary  nature  aie 
denoted  by  these  signs,  no  matter  what  the  Inverseness,  Opposiiioa 
or  Contrariety  may  consist  in,  it  may  be  of  any  sort  or  descripdoc 
whatever.     They  are  then  termed  Signs  of  Operation. 

Xow  in  every  new  body  of  facts  which  is  brought  under  sdentioc 
control,  and  in  every  new  Science  whatever,  Inverseness,  Opposidoa 
or  Contrariety  is  sure  to  appear ;  Inverseness,  Opposition,  or  Con- 
trariet)*  of  Quality :  and  Inverseness,  Opposition,  or  Contrariety  oi 
Operation.  And  consequently,  the  signs  +  and  -  receive  ne* 
applications  of  meaning  in  ever\-  new  Science  which  comes  into 
existence.  And  it  is  quite  impossible  to  determine  the  meaning 
of  these  Signs  until  we  know  the  Nature  of  the  QuantitkS 
which  they  refer  to,  and  the  Nature  of  the  Operations  they 
denote. 

As  each  of  the  Ph)'sical  Sciences  ba*  been  bfOD^it 
control  of  Mathematics,  these  sig» 
according  to  the  Quantities  and 
qucntly  they  have  already  receivi 
thcv  will  continue  to  receive  nen 
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i  facts,  and  every  new  Science,  is  brought  under  Mathematical 
I. 

have  now  to  determine  what  is  their  meaning  and  application 
iKxiy  of  facts  which  is  denominated  the  Science  of  Economics, 
t  \s  brought  under  Nfathematical  control 
the  combination  of  these  Signs  denoting  Quantities  affected 
vrvr,  ( ^|)|K>site,  or  Contrary  QiialiticSy  with  the  same  Signs 
ig  Invcrne,  Opposite,  or  Contrary  Operations  performed 
hem  :  that  is,  the  combination  of  the  Signs  of  Affection,  or 
tion,  with  the  Signs  of  Operation,  which  gives  rise  to  the 
<>wn  Algebraical  Rules : — 

+   X    +  gives  + 
+    X    -      „       - 

-  X    +     If      - 

-  X    -      ,»      + 

«  bws,  from  the  necessary  principles  of  Natural  Philosophy, 
le  in  all  Sciences,  and  in  all  cases  whatever.  They  are 
ally  true  in  all  departments  of  Mathematics  and  Natural 
i{ihy,  and  therefore  they  must  necessarily  be  equally  true  in 
11IC5  when  brought  under  the  dominion  of  Mathematics. 
i  are  alone  capable,  by  giving  a  due  adaptation  of  their 
meaning  to  the  particular  facts  of  Economics,  of  completely 
the  theor)'  of  Credit,  which  has  hitherto  been  the  oppio- 
of  the  Science. 

e  are  in  ICconomics,  like  as  in  every  other  Physical  Science 
L-r,  (^>uanmies  possessing  Inverse,  Opposite,  or  Contrary 
L-s,  (ir  Pri>iK.*rties,  and  therefore,  following  the  strictest 
r  of  Mathenutics  and  Natural  Philosophy,  we  shall  dislin- 
[krm  by  <  )|>{)Osite  Signs. 

also  (>p|M>site  Operations  may  be  performed  upon  these 
tie^  a/fected  by  Op(X>site  C)iulities,  bringing  into  play  the 
own  AIgel>raical  Rules,  which  will  lead  to  consequences 
nay  suqmse  some  readers,  and  enable  us  to  erect  Economics 
;reat  Physical  Science. 


*s  0/  iM  A!gebr\iual  Signs  applied  to  Quantities. 

give  some  examples  of  the  signs  +  and  -  applied 

^  A  similar  nature,  but  of  Opposite  (^)ualities,  to 

»  to  guide  us  to   their  application    in 

H  as  o,  degrees  of  longitude 
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East  and  West  of  Greenwich  are  opposite  to  each  odier;  i 
then  the  ones  are  denoted  by  '+,  the  others  will  be  deoolBil 
by-. 

So,  in  Algebraical  Geometry,  in  which  it  is  necessary  to  fii  ik 
position  of  the  lines,  if  any  fixed  point  be  taken  as  o,  lines  diraii 
opposite  direction  from  it,  either  to  the  right  or  to  the  left,  <i 
upward  or  downward  from  it,  are  distinguished  by  the  opposite  sfK 
+  and  -. 

So,  if  a  line  revolving  in  one  direction  be  denoted  b]r  +• 
then  when  it  revolves  in  the  opposite  direction  it  is  denoiBi 
by  -. 

So,  if  an  angle  above,  or  to  the  right  of,  a  line  be  denoiBi 
by  +,  an  angle  below,  or  to  the  left  of,  the  line  will  be  deoold 
by  -.  j 

If  two  mechanical  forces  act  in  opposite  directions,  the^^ 
distinguished  by  the  opposite  signs  +  and  - .  i 

If  I  be  multiplied  by  powers  of  a,  the  results  are  termed  PositiKJ 
powers  of  a  /  if  i  be  divided  by  powers  of  a,  the  results  are  tenad 
Negative  powers  of  a. 

In  modem  Kinematics,  an  accelerating  force  is  one  which  causes 
a  body  to  change  its  rate  of  velocity ;  if  it  increases  the  rate  i 
velocity,  it  is  termed  a  Positive  accelerating  force ;  if  it  diminisk 
the  rate  of  velocity,  it  is  termed  a  Neg^ative  accelerating  force. 

In  errors  of  observing  phenomena,  if  the  error  is  greater  than  the 
truth,  it  is  termed  Positive  ;  if  it  is  less  than  the  truth,  it  is  termed 

Negative. 

In  mercantile  papers  it  is  usual  to  compare  the  weekly  result  i 
railway  traffic  with  the  results  of  the  corresponding  week  in  4e 
preceding  year.  If  the  result  of  the  present  year  exceeds  last  year. 
the  difference  is  denoted  by  +  ;  if  it  falls  short,  the  differena  is 
denoted  by  - . 

Mr.  Ball  says  ^  that  there  is  good  reason  to  believe  that  the  signs 
+  and  - ,  which  have  exerted  so  potent  an  influence  in  mathematia 
originated  in  the  German  warehouses,  where  it  was  the  custom  to 
mark  packages  which  exceeded  a  certain  weight  with  a  +,  i*! 
packages  which  fell  short  of  the  proper  weight  with  a  - . 

A  curious  instance  of  this  may  be  cited  from  steam  navigation 
Owing  to  the  resistance  of  the  water,  the  paddles  or  the  screw  of » 
steamer  do  not  in  general  propel  the  vessel  through  the  water  so  fitf 
as  they  would  do  if  there  was  no  resistance.  This  Loss  of  speed  ^ 
termed  the  Slip.     But  in  the  case  of  the  screw,  by  gi\dng  the  sw> 

*  A  Short  History  of  Maifuniatics^  p.  185. 
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the   vessel    a  peculiar  shape,    the   paradoxical   result   may  be 
^^ t^tained  that  it  may  be  made  to  go  through  the  water  fcisier  than  it 
»uld  do  if  the  screw  were  working  in  a  solid.     In  this  case  the 
Terence   between    the   theoretical   and   the   actual    speed    is   a 
sun  instead  of  a  Loss,  and  this  Gain  is  called  the  Negative 
lip. 
And  the  instances  which  might  be  cited  from  the  various  mathe- 
^natical  and  physical  sciences  are  innumerable. 

Now  the  idea  of  Opposition  is  applied  to  a  continuous  line,  and 
^o  Motion  in  a  continuous  line.  If  any  point  be  taken  as  o,  then 
'tihe  part  of  the  line  on  one  side  of  o  may  be  denoted  by  + ,  and  the 
pQi.rt  on  the  other  side  by  - . 

Thus,  in  a  thermometer,  some  fixed  point,  as  the  freezing  point, 
is  taken  as  o,  and  degrees  above  that  are  termed  degrees  of  Heat, 
and  are  denoted  by  +  ;  degrees  below  o  are  termed  degrees  of 
I^rost,  and  are  denoted  by  - . 

Now  suppose  that  the  mercury  rises  from  lo**  of  Frost  to  15"  of 
Ileat ;  to  find  the  total  rise  of  the  mercury,  the  degrees  on  both 
^des  of  o  must  be  added  together.  That  is,  the  Negative  degrees 
Uiust  be  added  to  the  Positive  degrees,  and  not  substracted  from 
them. 

In  Natural  Philosophy,  Time  is  considered  as  Motion  in  a  con- 
tinuous line.  If,  therefore,  any  point  in  Time  be  fixed  on,  and 
cienoted  by  o,  then  time  on  Opposite  sides  of  this  point  will  be 
cienoted  by  Opposite  signs.  If  Time  before  this  epoch  be  denoted 
l>y  + ,  then  Time  after  this  epoch  will  be  denoted  by  - ,  and  the 
Successive  intervals  of  time,  whether  years,  months,  weeks,  days,  or 
hours,  will  be  denoted  thus : — 

.  .  . +  6, +  5, +  4, +  3, +  2,+ I,  0,-1,-2, -3,-4,-5,-,  6  .  .  . 

In  short,  in  the  most  general  terms  possible,  take  any  Quantity, 
^Whatever  it  may  be,  and  then  take  its  Inverse,  Opposite,  or 
Contrary,  and  if  the  one  of  these  be  denoted  by  +,  the  other 
'^iriU  be  denoted  by  -. 

Thus  Up  and  Down,  Right  and  Left,  Before  and  Behind,  Before 
ajid  After,  Time  Past  and  Time  Future,  Above  and  Below,  Face  to 
I^ace,  Back  to  Back,  Erect  and  Inverse,  Concave  and  Convex, 
Sympathy  and  Antipathy,  Virtues  and  Vices,  Rewards  and  Punish- 
xnents,  Right  and  Wrong,  Rights  and  Duties,  Active  and 
J,  and  innumerable  other  things,  are  all  Inverse,  Opposite, 
Contrary  to  each  other,  and  may  all  be  distinguished  by  the 
Opposite  signs  +  and  - . 
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The  Signs  +  and  -  may  also  be  applied  to  Persons  who  stand 
in  Opposite  Relations  to  each  other. 

Mathematicians  are  only  accustomed  to  deal  with  Quantities, 
mathematical  and  physical,  which  are  endowed  with  Invene, 
Opposite,  or  Contrary  Qualities,  and  they  universally  j^ply  tk 
signs  +  and  -  to  them. 

But  Persons  may  also  stand  in  Inverse,  Opposite,  or  CoQtiaiy 
Relations  to  each  other,  and  the  signs  +  and  —  may  be  eqinllf 
applied  to  Persons  who  stand  in  Inverse,  Opposite,  or  Onitiaiy 
Relations  to  each  other,  as  to  Quantities  which  are  affected  bf 
Inverse,  Opposite,  or  Contrary  Qualities. 

Thus  Creditor  and  Debtor,  Master  and  Servant,  Supportes 
and  Opponents,  Tutor  and  Pupil,  Examiner  and  Examinee,  Flogger 
and  Floggee,  and  in  innumerable  other  cases,  Persons  stand  in 
Inverse,  Opposite,  or  Contrary  Relations  to  each  other. 

In  all  these  cases  the  one  party  is  termed  the  Active  or  PoatifC 
Agent,  and  the  other  party  the  Passive  or  Negative  Agent 

And  in  the  Nexus,  Contract,  or  Obligation  between  such  Persons, 
Jurists  term  the  Right  of  the  Active,  or  Positive,  Agent,  the  Active, 
or  Positive,  Right  or  Duty ;  and  the  Duty  of  the  Passive  or  N^ti?e 
Agent,  the  Passive,  or  Negative,  Right  or  Duty. 

Example  of  the  Application  of  the  Positive  and  Negative 

Signs  to  Time, 

We  shall  now  give  an  example  of  the  Application  of  the  Signs  + 
and  -  to  Time,  which  is  of  supreme  importance  in  elucidating  the 
Theory  of  Credit. 

Suppose  this  question  were  asked — 

A  Father^ s  age  is  40,  and  his  Son's  15  :  when  Was  the  Fatka 
twice  the  age  of  his  Son  ? 

Let  X  be  the  number  of  years  before  the  present  time  when  the 
father  was  twice  the  age  of  his  son. 

Then  40-:^=  2  (15  -x\ 
Or  ;c=  -  10. 

AVhat  does  this  Negative  answer  mean  ? 

It  means  that  the  father  never  was  twice  the  age  of  his  son  b 
Time  past,  which  is  taken  as  Positive  in  the  question ;  it  means  thi 
the  epoch  or  the  event  of  the  father  being  twice  the  age  of  his  sa 
is  to  be  found  in  Time  opposite  to  XhQpast;  that  is  to  say,  in  Tim< 
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^^rr.  The  father  tpas  not  twice  the  age  of  his  son  ten  yean  ago . 
*t  he  iTf//  ht  twice  as  old  as  his  son  ten  years  /unce^  as  is  very 
vsar,  hecause  ten  years  hence  the  father  ivili  he  50,  and  the  son  25. 

Hence,  if  any  e\'ent  which  has  happened  in  Time  /Hist  is  Positive, 
"«  unic  event,  if  it  is  to  happen  in  'Yxme/uture^  is  Negative. 

Thus,  if  a  Product,  or  Profit,  which  has  been  realised  in  Time 
Ut  is  distinguished  as  Positive,  then  a  Product  or  Profit  which 

A'  Ar  produced  in  Time  future  is  Negative. 

Hence,  if  any  Economic  Quantity,  or  Capital,  of  any  form  pro- 
noes  Profits  in  a  continuous  series,  the  Profits  which  have  been 
xtduccd  in  Time  past  or  Positive  time,  may  l)e  distinguished  as 
Positive,  and  the  Profits  which  are  to  be  produced  in  Time/w/^nr 
'  Nt->:ativc  time,  may  be  distinguished  as  Ncg^ativc^ 

And,  1  onsct)ucntly,  the  Rig^ht  to  the  Profits  already  realised  in 
EDc  /Sii/  nuy  Ik;  distinguished  by  the  sign  •»- ,  and  termed  PositlTCy 
kI  the  Rig^ht  to  the  Profits  which  art  to  be  produced  in  Time 
tmrt  nuy  \ni  distinguished  by  the  sign  ~ ,  and  termed  Negathrc 

And  the  total  Value  of  the  Kconomic  (Juantity,  or  the  Capital, 
xnj'rchcnd!^  Ijoth  the  Rig^ht  to  the  profits  already  realised  in  the 
!»(,  and  also  the  Rig^ht  to  the  profits  to  he  produced  in  the  future, 

r  lioch  the  Positive  Right  and  the  Negative  Right 

These  diKtrines  apply  to  all  Kconomic  (Quantities,  or  Capital, 
H»:u<  :n^  a  <  ontinuous  series  of  profits;  />.  all  Economic  Quan* 
:;•.  *  «'f  the  fi»rni  of  an  Annuity,  such  a.s  the  I^nd,  Personal  Credit, 
har*.-s  :ii  <\inimercial  (Jom|unies  the  Funds,  Copyrights,  Patents, 
:c  <to«id«iII  of  a  busine>$,  Tolls  Ferries,  \*r. 

/:».im/.Vi  ./  the  Algebraical  Signs  af^pli^J  to  Operations. 

I  :.c  sanu-  signs  +  and  -  are  als<i  applied  to  any  ( )|ie rations 
.'jhtcv'.r  of  an  In\erse,  (>p{K)site,  or  Contrary  nature,  no  matter 
•.a!  ti.f   I n%erstness,  ( >piK>sition,  or  Contrariety  may  t<msist  in. 

n.us,  to  Add  and  to  Subtract,  to  Pay  and  to  Ret  eive,  to  Iki  and 
.  I  rn!*!,  !o  Kuild  up  and  to  Pull  down,  to  Admit  and  to  Ik-ny,  to 
r*-r-.:  and  to  Kifuse,  to  K\{und  and  to  Contract,  and  innumerable 
::.•  T  wT^n  denoting  <  )p|K>site,  or  i  onlrary,  i  >iHrrationir  wKm*K  Mnerv 
^•^r  'ar:  ^uppl)  t<ir  hiinN<.'lf,  are  all  distinguish^* 
^".s   -  ami  -  . 

And  a>  :n  the  most  general  way  possibler 
r..-  h  «  ^n  \»^:  ron<  eivei!  of  an  Inverse,  Opf 
n  distinguished  by  the  signs  4-  and  —  1 

LiAierKe  out  of  the  Absolute  Nothiogi 
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or   Decreate  into  the  Absolute  Nothing,  are  Operations 
Inverse,  Opposite,  or  Contrary,  nature. 

Hence  if  to  Create,  or  call  into  existence  out  of  the  Al 
Nothing,  be  denoted  by  the  Positive  sign  + ,  to  Cancel,  Ann 
or  Decreate  into  the  Absolute  Nothing,  will  be  denoted 
Negative  sign  - . 

Now  in  the  purchase  of  Money,  or  Goods,  on  Credit,  a 
Contract,  or  Obligation  is  Created  out  of  the  Absolute  ^ 
and  on  the  Payment  of  the  Debt  the  Contract,  or  Obliga 
Cancelled,  Annihilated,  or  Decreated  into  the  Absolute  Nc 

Now  we  have  shown  above  that  a  Contract,  or  Ot 
may  be  denoted  by  this  symbol — 

I -^100/ 
Hence,  to   Create   an   Obligation   may  be   denoted 

"^l-^ioo/ 

And  to  Cancel,  Annihilate,  or  Decreate,  an  Obligation 

denoted  by  this  symbol — 

_  r+^ioo1 

\-;^ioo/ 

Now  when  an  Obligation  is  Created,  the  Creditors  ] 
Action  is  Created  out  of  the  Absolute  Nothing. 

But  as  has  been  shown,  in  every  system  of  jurisprudenc 
world,  a  Right  of  Action  is  Peainia^  Res,  Bonum,  Aferx 
Trpayfia,  oiVria,  01K09,  &c. ;  Goods,  Chattels,  Merchandise,  a  ' 
Commodity,  it  may  be  bought  and  sold ;  its  value  can  be  r 
in  money,  because  it  will  be  paid  at  maturity,  and,  theref 

Wealth. 

Hence  it  is  manifest  that  Goods,  Chattels,  Merchandise,  ^ 
has  been  Created  out  of  the  Absolute  Nothing. 

And  when  the  Obligation  is  paid,  satisfied,  dischar^ 
extinguished,  this  Right  of  action  ceases  to  exist ;  it  is  C 
Annihilated,  and  Decreated  into  the  Absolute  Nothi 
whence  it  came. 

Hence  Goods,  Chattels,  Commodities,  Wealth  can  be 
out   of  the   Absolute   Nothing,   and    Decreated   again 
Absolute  Nothing  from  whence  they  came,  to  the  utter  con 
all  the  materialistic  philosophers  from  Kapila  to  the  pres 
and  the  first  School  of  Economists. 
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The  superlative  importance  of  these  considerations  will  appear 
•"laen  we  come  to  exhibit  the  mechanism  and  practical  effects  of 
e  great  system  of  banking. 

Jurists  also  use  the  terms  Positiue  and  Negative  to  denote 

Opposition, 

Jurists  also,  as  well  as  mathematicians,  very  commonly  use  the 
Positive  and  Negative  to  denote  opposition. 

Thus  Ortolan  uses  the  term  Positive  Rights  to  denote  Rights 
'^o  Acts,  and  Negative  Rights  to  denote  Rights  to  Forbearances. 

Jurists  class  servitudes  as  Positive  and  Negative,  or  those  which 
^::!onsist  in  the  Right  to  use  the  given  subject  in  a  given  way,  and 
^hose  which  consist  in  the  Duty  of  the  owner  of  a  given  subject  to  be 
"^sed  in  a  given  way. 

Ortolan  calls  the  Omission  or  Refusal  on  the  part  of  a  person  to 
<sict  or  do  something  a  Negative  fact 

If  a  certain  thing  happens  it  is  a  Positive  fact ;  if  it  does  not 
liappen  it  is  a  Negative  fact. 

So  Austin  speaks  of  Positive  and  Negative  wrongs,  or  wrongs  of 
Corn-mission  and  ^-mission. 

In  Parliamentary  language  a  Bill  which  is  thrown  out  is  said  to 
pass  in  the  Negative. 

In  its  relation  to  a  Right,  a  Duty  is  Negative ;  but  Duties  them- 
selves are  Positive  and  Negative ;  there  is  the  Duty  to  do  something, 
and  the  Duty  to  abstain  from  doing  something.  Thus  we  have,  as 
it  were,  a  Negative  sign  within  a  Negative  sign,  which  we  shall  here- 
after find  to  be  the  case  in  Economics. 

So  Active  and  Passive  are  distinguished  as  Positive  and  Negative. 
Jurists  term  Rights  Active  or  Positive  Rights,  and  Duties  Passive  or 
Negative  Rights. 

Thus,  if  the  Right  to  demand  ^100  be  denoted  by  (  +  ^100), 
the  Duty  to  pay  ;£^  100  will  be  denoted  by  (-;^ioo),  without  any 
reference  to  any  specific  ;£'ioo  in  cash. 

But  not  only  Mathematicians  and  Jurists,  but  also  purely  literary 
writers,  constantly  adopt  the  same  usage. 

Thus  Bishop  Stubbs  says  of  Edward  II. :  "  His  faults  are  quite 
as  much  Negative  as  Positive ;  his  character  is  not  so  much  vicious 
as  devoid  of  virtue." 

When  a  man  is  said  to  be  Negatively  virtuous,  it  means  that  he 
possesses  no  active  virtues,  but  is  free  from  vices. 

And  any  reader  of  attention  will  observe  that  such  usage  is  of 
constant  occurrence. 
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On  the  true  Meaning  of  saying  that  Debts  are  Hegotidi 

Quantities. 

It  has  been  shown  that  mathematicians  apply  the  term  ^  NegHiie' 
to  Debts,  but  have  erred  in  the  interpretation  of  the  sign  -,  becne 
they  apply  it  to  the  Property  of  the  Debtor. 

But  Jurists  also  term  Debts  ''  N^ative "  Quantities ;  but  tkf 
interpret  the  sign  -  in  quite  a  different  way  to  what  mathematkiui 
do,  for  they  apply  it  to  the  Person  of  the  Debtor,  and  then  tk 
meaning  of  the  term  becomes  perfectly  dear. 

A  Contract,  or  Obligation,  consists  of  two  parts : — 

1.  The  Creditor's  Right  to  Demand 

2.  The  Debtor's  Duty  to  Pay. 

The  two  Quantities  are  Inverse,  Opposite,  or  Contrary  to  ead 
other;  the  first  is  Active  or  Positive,  and  the  second  is  Passive o 

Negative. 

Hence  the  Creditor's  Personal  Right  of  Action  is  the  Fositb 
Quantity,  and  the  Debtor's  Personal  Duty  to  Pay  is  the  Negath 
Quantity. 

Hence,  if  a  person  has  ;;^5oo  at  his  banker*s,  and  is  also  boun 
to  pay  j£s^  at  some  given  future  time,  or  even  on  demand,  ar 
therefore  his  Property  may  be  stated  as  ;;^5oo  -  jCs^y  it  is  not  toi 
read  as  if  he  had  only  jC4So  at  his  banker's,  but  it  is  to  be  read 
this  way :  He  possesses  jCs^^  ^^  absolute  property,  but  coupl' 
with  the  Duty  to  Pay  j£^o  at  a  given  time,  or  when  demanded,  ai 
his  property  can  only  be  reduced  tO;;^45o  by  giving  up  to  him  t 
Right  of  Action  for  £50, 

Hence  in  Economics  the  symbol  (+^£^100)  always  denotes  1 
Right  to  Money,  or  the  Right  to  demand  Money,  such  as  Bai 
notes.  Cheques,  Bills  of  Exchange,  or  other  securities,  and  1 
symbol  ( -  ;^ioo)  always  denotes  the  Personal  Duty  to  pay  Mom 

We  now  clearly  see  the  meaning  of  saying  that  Money  i: 
Positive  Quantity,  and  Debt  a  Negative  Quantity,  because  Moi 
denotes  a  Right,  and  Debt  denotes  a  Duty. 

And  this  exactly  corresponds  with  the  usual,  but  not  univcr 
Algebraical  doctrine,  that  Quantities,  passing  through  o,  chai 
their  sign.  Because  when  a  person  has  spent  all  his  money,  a 
therefore,  his  property  is  o,  and  then  incurs  a  Debt,  he  1 
exhausted  all  his  Right  to  demand,  and  has  incurred  a  D 
to  pay. 

So  when  a  man's  property  is  said  to  be  ;^  100  less  than  nothi 
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-"^    means  that  he  is  under  the  Duty  to  pay  ;^ioo,  and  has  no  money 
^^o    pay  them  with. 

It  is  now  seen  how  necessary  it  is  to  observe  the  double  meaning 
^    the  word  Debt,  both  in  Law  and  common  usage. 

"When  a  Debt  is  termed  "  Goods,"  "  Chattels,"  "  Merchandise," 
A^ealth,"  it  means  the  Creditor's  Right  of  Action* 
When  a  Debt  is  termed  a  "Negative"  Quantity,  it  means  the 
btor's  Duty  to  Pay. 
And  as  the  Inverse,  Opposite,  or  Contrary   Quantities  in  an 
^<^l5ligation  are  created  together,  can  only  exist  together,  and  vanish 
^<>gether,  they  are  exactly  analogous  to  Polar  Forces. 

If  Money  be  termed  Positiue  Capital,  Credit  may  be  termed 

Negative  Capital, 

A  merchant's  Wealth,  or  Purchasing  Power,  consists  of  his 
^^oney,  his  Rights  to  demand  Money,  />.,  the  Bank  Notes, 
Cheques,  Bills  of  Exchange,  or  other  Securities  he  may  possess,  and 
H&  Credit,  i.e.,  his  Right  to  the  future  products  of  his  industry. 

If  he  buys  goods  with  his  Money  and  sells  them  with  a  Profit, 
^e  first  replaces  the  sum  he  has  expended,  and  the  surplus  is  his 
l^rofit 

If  he  buys  goods  with  his  Credit,  he  creates  a  Debt  against 
Himself;  when  he  sells  the  goods,  he  first  discharges  the  Debt  he 
has  incurred,  and  the  surplus  is  his  Profit 

In  either  case,  iiis  Profit  consists  in  the  excess  of  his  Property  at 
the  end  of  the  operation  above  what  it  was  at  the  beginning. 

Now,  as  Senior  says,  "  Economists  are  agreed  that  whatever  gives 
^  Profit  is  properly  termed  Capital." 

If  he  buys  with  Money,  he  makes  Capital  of  the  realised  Profits 
of  the  Past ;  if  he  buys  with  Credit,  he  makes  Capital  of  the 
expected  Profits  of  the  Future. 

In  each  case  he  makes  a  Profit ;  hence  by  the  Definition,  Money 
and  Credit  are  equally  Capital ;  but  they  are  Inverse,  or  Opposite 
to  each  other;  hence,  if  Money  be  termed  Positive  Capital, 
Credit  may  be  termed  Negative  Capital. 

By  a  somewhat  curious  coincidence  of  thought,  the  early 
Algebraists,  not  apprehending  the  meaning  of  the  Negative  Roots 
of  Equations,  called  them  fictitious  roots  {fictce  radices)^  while  they 
called  the  Positive  Roots  true  roots  {verce  radices). 

Thus,  in  the  problem  we  gave  of  the  father's  and  son's  ages,  the 
answer  came  out  negative,  which  merely  meant  that  the  <\uesUow 
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should  have  been  stated  in  the  Opposite,  or  Inverse,  way  toibl 
was  done ;  it  should  have  been  asked  when  the  fathei^s  age  wM 
twice  that  of  his  son,  instead  of  when  it  had  been.    And,  thenfo; 
as  the  Positive  sign  in  that  equation  meant  fast  time,  the  Negpti* 
sign  mesjitfiiture  time.     But  this  root,  though  N^ative,  is  as  lerii 
root  as  the  Positive  one. 

The  root  of  an  equation  is  any  quantity  whatever  wluch  atab 
the  terms  of  the  equation ;  hence  a  Negative  quantity  whidi  atab 
the  terms  of  an  equation  is  as  much  a  Real  root  at  a  Foattie 
quantity. 

So  in  a  similar  way,  many  writers,  seeing  clearly  die  effects  of 
Credit,  call  Money  Real  Capital,  and  Credit  FietMms  Capital 

But  the  truth  is  that,  like  as  the  Negative  root  of  the  equatioD  b 
equally  a  Real  root  as  the  Positive  one,  Credit  which  is  certain  of 
being  paid  is  of  exactly  the  same  Value  as  Gold  itself,  as  Mfflbv 
expressly  acknowledged. 

Money  is  the  Property  in  gold  already  acquired,  and  Credit  ii  the 
Property  in  gold  which  is  to  be  acquired.  Therefore,  Credit  a 
Inverse,  or  Opposite,  to  Money,  but  Credit  is  in  every  way  as  Rail 
Value  as  gold ;  by  using  Money  the  trader  makes  Capital  of  tbe 
realised  profits  of  the  past ;  by  using  his  Credit  he  makes  Capital  of 
the  expected  profits  of  the  future ;  but  Money  and  Credit  are 
equally  saleable  and  valuable  commodities. 

The  fact  is  that  when  we  adopt  Exchangeability  as  the  sole 
essence  and  principle  of  wealth,  the  whole  difficulty  vanishes,  for 
Money  and  Credit  are  equally  Exchangeable  Quantities. 


NEGOTIABLE    INSTRUMENTS. 

There  are  two  classes  of  paper  documents  which  circulate  in  com- 
merce, and  are  transferable  by  indorsement,  which  are  yet  of  tfo 
distinct  natures : 

1.  Those  which  arise  out  of  a  Bailment. 

2.  Those  which  arise  out  of  a  Debt. 

When  a  person  buys  Goods  or  Money  from  another  on  Credit, 
the  property  in  the  goods  or  money  passes  absolutely  to  the  buyer, 
and  he  gives  as  the  price  in  exchange  for  them  to  the  seller  a  Riglrt 
of  Action  to  demand  the  price  of  the  goods  at  a  future  time,  or  an 
equal  amount  of  money.  All  transactions  on  Credit  are  sales  or 
exchanges.  This  Right  of  Action  is  also  called  a  Credit  or  a  Debt 
This  Right  of  Action,  Credit,  or  Debt  may  be  written  down  oo 
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made  transferable  to  bearer,  or  to  order;  and  then  it 
te  in  commerce,  just  like  money.  This  paper  document  • 
itie  to  any  specific  sum  of  money  from  the  person  of  the 
the  fixed  time.  It  is  called  a  Credit  because,  if  any 
purchase  it,  he  only  does  so  because  he  believes  that  the 
pay  it  at  the  due  time.  The  lav  of  the  transfer  of  this 
iment  follows  the  law  of  money.  That  is,  if  it  is  stolen 
ue  owner,  or  a  person  finds  it,  the  true  owner  can  recover 
|x)ssession  of  the  thief  or  finder.  But  if  the  thief  or 
.>s  it  away  in  commerce  for  value,  and  a  person  purchases 
ly,  not  knowing  that  it  is  not  the  real  property  of  the 
i;ivcs  full  value  for  it,  he  acquires  the  absolute  property  in 
the  right  to  sue  all  the  parties  to  it  That  is,  die  pro- 
passes  by  Delivery.  The  rightful  owner  has  lost  the 
•covering  it  from  an  iimocent  holder  for  value.  That  is 
hisyWj  vindicandL 

s  quality  of  the  property  in  the  document  passing  by 
id  honest  possession,  which  is  termed  acgOtiAbiUtj. 
cnLs  made  payable  to  bearer,  or  to  order,  entitling  the 
demand  money  from  a  person,  possess  this  quality  of 
t>,  with  a  few  exceptions.  This  quality  of  NegDtiibility 
vo  Currency. 

;  a^Mtract  Right  of  Action  not  written  down  on  any  material 
»qK>rt-al  (Thattcl,  but  when  it  is  written  down  on  any 
K  h  xs  fupcr,  it  becomes  a  material  commodity  just  like 

L>  dcxruments  are  not  titles  to  any  specific  money,  and 
li^trart  Rights  of  Action  ag.iinst  a  person,  they  do  not 
|>r()|)crty  with  the  money  they  may  ultimately  be  paid 
thi-y    are    themselves    independent    Exchangeable,    or 

'{uantities,  whose  value  depends  on  exactly  the  same 
s  the  value  of  an)'thin^  else,  namely,  whether  the>*  can  be 

for  money  at  the  prc»]H;r  time. 

y  system  of  juri.spruclence  they  are  classed  as  Wealth, 
uttels,  vendible  (Commodities,  Merchandise,  Incorporeal 
nmrporcal  WeaUh. 

n  ubte  in   comnicrrt*  evnctly  like  money,  and  produce 
>  !anie  effects  as  tnom  y  on  prices  and  prodwiion. 
listrart  Rights  of  Action  are  termed  Jura  in  ftrumam. 
tiprrhend    Hank    Noti-s,   Chef]ues,    Bills    of    Exchange, 
k-  Notes,  Uividi-nd  Wan.ints  \*r ,  and  Postage  Stamps. 

c  termed  in  l^w  Valuable  Securities. 


524  Fundatnental  Concepts  and  Axioms  [Bi 

NOVATION. 

/Dt€Ta^€<ris,  c^To^is:  Renewal,  or  Transfer. 

An  Obligation,  or  Credit,  or  a  Debt,  may  be  discharge 
extinguished  by  substituting  a  new  Obligation,  Credit,  or 
for  it  The  new  Obligation  pays,  discharges,  and  extinguish 
preceding  one,  and  the  extinguishment  of  the  preceding  Obi 
is  the  consideration  for  the  new  one. 

This  is  termed  Novatio  in  Roman  Law ;  ^lera^co-is  in 
Law ;  and  Renewal,  or  Transfer,  by  us. 

This  Novation  may  take  place  in  two  ways : 

1.  The  Debtor  may  give  his  Creditor  a  new  obligation  of  1 
in  payment  of  the  former  one,  which  the  Creditor  accepts 
and  substitution  of  the  preceding  one.  The  new  Oblig; 
the  price,  or  payment,  of  the  former  one:  and  the  ext 
ment  of  the  previous  obligation  is  the  consideration  for  the  n 

As,  for  example,  when  a  banker  agrees  to  renew  a  Pre 
Note  for  his  customer,  the  new  note  pays  and   extinguis 
prior  one,  the  extinction  of  the  preceding  Debt  is  the  consi« 
for  the  new  note,  and  no  Debt,  or  Duty  to  Pay,  arises  until 
note  becomes  due. 

Or  when  a  Creditor  has  a  Debt  due  to  him  pay 
demand,  and  he  agrees  to  take  a  Promissory  Note  at  three 
from  his  Debtor.  The  note  pays,  discharges,  and  extii 
the  Debt  payable  on  demand ;  the  extinction  of  the  Debt 
on  demand  is  the  consideration  for  the  Note  ;  and  no  debt, 
to  Pay,  arises  until  the  Note  becomes  due. 

This  form  of  Novation  is  termed  Renewal  by  us. 

2.  The  Debtor  may,  in  payment  of  his  own  Debt,  transf 
Creditor  a  Debt  due  to  him  from  some  one  else.     If  the 
agrees  to  receive  this  Debt  due  to  his  Debtor  in  paymen 
Debt  due  to  himself,  this  Debt  due  from  the  Debtor's  Deb 
and  extinguishes  the  Debt  due  from  the  Debtor  himself. 

But  the  Creditor  may  retain  his  own  Debtor  as  surety, 
of  the  new  Debtor's  failure  to  pay. 

A  familiar  instance  of  this  is  where  a  Debtor  pays  his  Cn 
Bank  Notes.  In  payment  of  his  own  Debt,  he  transfer 
Creditor  a  debt  due  to  him  from  the  banker.  If  the 
agrees  to  receive  the  Notes  in  payment  of  his  Debt  the 
is  discharged,  and  the  Creditor  agrees  to  take  the  bankc 
Debtor.     So  with  a  Cheo^we. 


Novation  525 


So  when  a  Debtor  gives  his  Creditor  a  Bill  of  Exchange  upon 
^3ther  person  in  payment  of  his  own  Debt. 

So  if  a  Debtor  and  Creditor  are  customers  of  the  same  bank,  the 
tbtor  may  give  his  Creditor  a  Cheque  on  his  account  in  payment 
a  Debt.     If  the  Creditor  accepts  the  Cheque  he  pays  it  into  his 
►unt :  the  banker  transfers  the  Credit  from  the  account  of  the 
ibtor  to  that  of  the  Creditor.    As  soon  as  this  is  done  the  Creditor 
paid  just  the  same  as  if  he  had  been  paid  in  Money.     The  trans- 
ion  between  the  Debtor  and  the  Creditor  is  finally  closed,  even 
^^3fcough  the  banker  should  fail  immediately  afterwards ;  the  Debt  of 
.€  banker  to  the  Transferor  is  discharged,  he  becomes  Debtor  to 
■6  Transferee;    the  Transferor  is  released  from  his  debt  to  the 
^^^^^lansferee,  who  accepts  the  banker  as  his  new  Debtor. 
This  form  of  Novation  is  termed  Transfer. 
This  Novation  is  equivalent  to  a  Payment  in  Money. 
When  the  Debtor's  Debtor  agreed  to  the  transfer  of  the  Debt,  he 
'^ras  caUed  Delegatus^  and  the  transaction  was  termed  Dekgatio, 

So  Ulpian  says  {Dig*  50,  16,  187) — "Verbum  exactae  pecuniae 
V^icm  solum  ad  Solutionem  referendum  est,  sed  etiam  ad  Delega- 
%ionem." 

So  Basil,  25,  5,  56 — "p^/ia  T(uv  onrikvnfikvTiav  xprjfiariav  ov  fi6vov 
mtis  KaraPokriv  dva<f>€p&r6ai,  Sel,  dkka  koi  €S  c^o^cv." 

**  T!ke  word  Payment  includes  not  only  Payment  in  Money y  but  also 
Mhe  Transfer  of  a  Credit?^ 

So  also — "  Solvit  et  qui  reum  Delegat." 

*'*He  also  pays  who  transfers  another  Debtor ^ 

Also  —  "Delegare  est  vice  sui  alium  dare  Creditori,  vel  cui 
jusserit" 

"  To  delegate  is  to  give  another  Debtor  instead  of  on^s  self  to  the 
Creditor y  or  to  his  order,  ^^ 

The  most  striking  example  of  the  use  of  Novation  in  modem 
commerce  is  the  use  of  Bank  Notes  and  Cheques,  by  which  almost 
all  payments  are  made.  All  transfers  of  Credit  in  the  same  bank, 
and  the  Clearing-house,  which,  by  an  ingenious  mechanism,  transfers 
Credits  from  bank  to  bank  exactly  in  the  same  way  as  Credits  are 
transferred  from  one  account  to  another  in  the  same  bank,  are  Nova- 
tions. The  prodigious  amount  of  business  settled  in  this  way  may 
be  judged  of  by  the  fact  that  in  the  London  Clearing-house  alone 
Credits  to  the  amount  of  ;£'7,ooo,ooo,ooo  are  annually  transferred 
between  the  London  banks;  and  besides  that  there  is  the  country 
Clearing-house,  and  every  city  in  the  country  has  its  own.  By  this 
means,  with   the  constantly  increasing  habit  of  keeping  banking 


526  Fundamental  Concepts  and  Axioms 


accounts,  these  Banking  Credits  have  now  become  for  all  podij 
purposes  the  Current  Coin  of  the  Realm. 

A  Novation  when  effected  by  persons  living  in  different  placeS)! 
known  by  the  technical  name  of  "  An  Exchange."  A  person  Ini 
in  one  country  may  be  Debtor  to  one  person  living  in  anoibt 
and  Creditor  to  another.  He  may  pay  his  Creditor  by  seoi 
him  a  Bill,  or  Order,  on  his  Debtor,  and  thus  the  Obligations  \ 
extinguished.  The  mass  of  reciprocal  transactions  of  this  nab 
which  take  place  between  different  countries  is  called  the  Foiei 
Exchanges  (Exchange). 


PATENTS. 

A  Patent  is  one  form  of  Incorporeal  Property,  and  of  a  Prop 
in  Ideas.  It  is  a  Right  granted  by  letters  patent  from  the  Cn 
for  the  exclusive  making,  using,  and  selling  some  commodity, 
stricted  in  modern  times  by  Statute  to  a  new  invention. 

Formerly  the  Crown  claimed  the  prerogative  of  granting 
selling   to   private   individuals   the   exclusive   Right   of  impor 
manufacturing,  and  selling  commodities. 

This  abuse  proceeded  to  great  lengths  under  Elizabeth, 
revenues  granted  to  her  by  her  Spiritual  and  Temp>oral  Parliair 
together  amounted  to  only  ^65,000  a  year.  To  eke  out  t 
scanty  resources,  in  the  seventeenth  year  of  her  reign  she  re^ 
the  old  system  of  granting  patents  for  trade  monopolies.  Al 
every  conceivable  ware — even  the  writing  of  Latin  grammars- 
made  a  monopoly.  These  became  so  oppressive  that  stron 
monstrances  were  made  in  the  Parliament  of  1597.  These  proc 
little  effect,  and  monopolies  continued  to  increase.  At  last,  ii 
Parliament  of  1601,  a  stern  and  fierce  onslaught  on  them 
organized.  Bacon,  Fleming,  and  Cecil  vapored  about  the 
rogative  of  the  Crown  as  something  so  divine  that  it  was  t 
neither  examined,  canvassed,  nor  discussed.  But  the  House 
not  terrified,  and  Cecil  acknowledged  that  in  all  his  ex|>erien( 
had  never  seen  such  a  commotion  in  the  House.  The  Qi 
discerning  the  true  temper  flBta^ple,  with  her  usual 
thanked  the  House  for  its  <  lie  Wf 

that  these  abuses  should  be 
under  James  I.  At  last  th 
that  all  monopolies  of  trade 
of  the  realm,  and  they  were 
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\x\  was  em|)owertxl  to  grant  letters  patent  for  a  period  not 
^  fourteen  years  to  the  first  and  true  inventor  of  any  new 
turi>  within  the  realm,  which  were  not  used  by  anyone  else 
I1K*  of  granting  the  letters.  And  the  principle,  with  some 
tioHN,  still  holds  good 

Liiul  of  Right,  though  usually  classed  along  with  CopyTight 
a  Right  or  Property  in  ideas,  is  surrounded  with  far  greater 
t  !s  '^nd   its  expediency  is   more  disputable,  than  that  of 
\\\. 

\\\K  W  said  that  as  each  is  the  fruit  of  a  man's  own  I^bour^ 
Id  Ik:  entitled  to  ei^ual  Property  in  them.  This  argument, 
si'nuwhat   specious,  is   not   conclusive.     No  two  persons 

Midr{K'ndcntly  on  the  same  literary  work  ever  produce 
t  iticas.  It  would  be  a  very  remarkable  circumstance  if 
^•>ns  should  ever  hit  independently  on  the  same  line  of 
tr  •  onstrut  t  a  sentence  of  moderate  length  exactly  the  same, 

Word.     It  would  l>e  absolutely  incredible  that  two  persons, 
:!.(lc|K*ndently,  should  ever  compose  ten  consecutive  lines 
>.  or  write  half  a  fxige  of  prose,  word  for  word  the  same 
It  retire,  if  they  chose  the  same  subject  for  a  poem,  or  a 

•  •r  a  history,  the  work   of  earh  would   lie  absolutely  inde- 

Hut  Hheii  many  {H-rsonN*  minds  are  Inrnt  on  Science  or 
ns  ;hv  <as<  is  ditTcfeiit.  Different  persons  thinking  inde- 
!v.  «i'nstantl\  liit  u|>on  the  same  ideas  in  Science  and 
ri-       It  ha^  niun  U-en  remarked  that  if  the  greatest  names 

•  e  hail  never  liveti,  someone  else  would  have  hit  upon  their 


;•  >». 


rar\  work  is,  therefore,  fnore  [Kt  ulLirly  a  man's  own  Pro|)ert\ 

*..r'K    if  Si  iin«  e.      1 1  Shakes|)eare  had  never  lived,  there  1% 

>n  t<»   su{»;Mibe   that   we  should  ever  have  had  a  Macbttk, 

Mf  Othtl^o.      iJul  il   Newton  had  never  lived,  there  is  eTi*r> 

'  ^up{M>s^-  tlut  l»y  tlii>  time  the  I^w  of  (*ravitation  would 

en   pfovetl      In   ><ien«e  one   man's  discoveries  are   IxLsed 

u  lalxiUfN  of  Ins  prttli  1  esNi)r'»,  and  in  turn  his  lal>ours  are 

'  of  the  lalxiurs  of  hiN  ^lU'MSMirN.      He  therefore  ad«»)»ts  and 

common  prii)H  rty  ot  mankind,  and  in  return  his  dt^ oirnes 

the  common  prt'^tirty  of  mankind.  And  tlujs  there  is 
; progress  in  *^<.'u  iki*  .  'Mit  theri   is  no  su<  h  <  oM'^tant  jiro^n-^s 

with  "^^  ir!;i  I-.      In  this  m\tn!:\e  a^«-,  when 

turii<tl  toiAards  tin-  -ant    -i:lijt«ts,  th«  \ 

K  iM\rnti(»:i.      In\ention^  K**'*^  <*Ut  ol 
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one  another ;  and  in  the  construction  of  some  complicated  mad 
an  inventor  walks  among  traps  and  pitfalls  at  every  step,  and  ii 
carefully  beware  lest  someone  else  has  not  already  hit  upoo 
same  idea,  and  got  a  patent  for  it  The  practical  evils  of 
are  so  great  that  many  able  persons,  including  many  disdnguif 
inventors,  have  strenuously  argued  in  favour  of  the  total  abditifl 
patents.  This,  however,  opens  a  very  wide  question,  which  this  is 
the  place  to  discuss.  We  have  only  to  explain  the  nature  of  Pai 
as  Incorporeal  Property,  and  not  to  argue  about  their  expedieoc 
There  is  one  peculiarity  about  the  law  of  Patents  which  b  i 
noticing.  No  man  can  have  a  property  in  a  general  truth  or 
ciple,  but  only  in  some  application  of  it ;  that  is,  no  one  can 
a  patent  for  a  Discovery^  but  only  for  an  Invention,  As  soc 
a  general  principle  is  discovered  it  becomes  universal  property 
everyone  can  appropriate  to  himself  any  new  demonstratio 
application  of  it  he  can  devise.  No  one  can  appropriate  to  hi 
a  general  scientific  truth,  nor  can  he  have  a  patent  for  a  prin 
Thus  no  one  can  monopolise  the  general  principle  that  stean 
or  electricity  can  be  used  as  motive  powers :  all  he  can  hi 
Property  in  some  particular  form  of  machine  in  which  the  ge 
principle  is  applied. 


PAYMENT  AND  SATISFACTION. 

The  words  Pajrment  and  Satisfaction  are  often  suppos 
be  synonymous,  but  they  are  not  so. 

The  word  Payment  means  anything  whatever  which  is  tak 
exchange  for  anything  else. 

It  originally  came  from  the  Sanskrit  Pa9,  which  is  the  same 
as  the  Greek  Tnjyw,  Doric  Trayw,  7n)yvx'fti. 

In  old  Latin  this  was  Pago  or  PacOy  the  same  as  paciscor 
also  pango^  pegi,  or  panxi,  pactum,  to  covenant,  agree  with,  or 
to  terms  with. 

Thus  it  is  said  in  the  Laws  of  the  XII.  Tables — 

"  Rem  ubi  pagunt,  orato  "  :  ^^  If  they  come  to  terms,  let  it  be  setti 
agreed  upon^ 

"Ni  pagunt,  in  comitio  aut  in  foro  ante  meridiem  cai 
conjicito":  ''''If  they  do  not  come  to  terms,  bring  the  cause  0Mi 
midday  in  the  comitium  or  forum^ 

Hence  pacare  is  to  come  to  terms  wif 
Italian  pagare,  and  our  pay. 
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tvn  one  person  has  parted  with  anything  else  to  another 
m,  or  done  htm  a  service,  he  is  entitled  to  receive  from  him 

equivalent,  unless  it  was  meant  as  a  donation ;  but  at  the 

time  he  has  the  right  to  accept  anything  he  pleases  as  an 
»alcnt. 
lus,  where  two  persons  agree  to  exchange  any  material  products, 

is  the  payment  for  the  other,  because  each  product  satisfies 
appeases  the  claim  of  the  other  for  an  equivalent  When 
3  are  paid  for  in  Money,  it  is  sometimes  supposed  that  it  is  only 
Money  which  is  Payment  for  the  goods,  but  the  goods  are 
Jly  |iayment  for  the  Money,  because  each  person  has  got  what 
^rctrd  to  take  in  exchange  for  his  product. 
\  when  Money  is  |)aid  as  Wages  for  work  done,  the  Money  is 
Dint  fur  the  work,  but  the  work  is  equally  Payment  for  the 
cy. 

\  when  {K-rsoHh  agree  to  exchange  diflferent  kinds  of  work,  each 
lymmt  for  the  other. 

»  when  a  merchant  agrees  to  take  a  trader's  Bill  at  three  months 
\«  hange  for  goods,  the  Bill  is  Payment  for  the  goods ;  it 
av-s  the  <  laim  of  the  merchant,  becauiie  he  has  agreed  to  take 
t^ht  of  Action  in  exchange  for  the  goods,  and  the  goods  are 
ily  Pa>mcnt  for  the  Right  of  Action. 

hen  the  Hill  becomes  due  the  trader  has  to  |Kiy  his  Hill :  that 
'.  \\3A  to  appease  the  <  laim  which  the  holder  of  the  Hill  has  for 
Kr>  ;  and,  when  he  (jays  the  Bill,  he  buys  up  the  Right  of  Action 
i%t  himself. 

h<  M(»ney  is  the  Payment  for  the  Right  of  Action,  and  the  Right 
i«  tion  In  Payment  for  the  Money. 

ivn<  e  to  Pay  means  simply  to  appease ;  when  a  man  pays  his 
A  he  ap}K-aM.-s  the  Right  or  (i'laim,  which  his  Creditor  has  to 
Laixi  a  sum  of  money  from  him.  When  he  pays  his  Rent,  he 
L'a^<rs  the  Right  which  the  owner  of  the  house  or  land  has  against 

for  com|H:risation  for  its  use. 

lut  It  doe:»  not  follow  that  a  Payment  is  a  final  closing  of  the 
Haction.  The  only  legal  word  which  denotes  a  final  closing  is 
tidaCtiOQ.  If  a  Hill  is  uken  in  exchange  for  goods  it  is 
but  it  is  not  Satisfaction  (unk-ss  it  is  expressly 
as  such)  until  the  Hill  itself  is  |)aid. 
*W«  the  owner  of  the  Hill  neglects  to  follow  up  his  legal 

not  only  Payment,  but  SatisCaction  :  liy  so 
it  Money. 

'^^hey   say    tliat    Money    itself 
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is  only  a  higher  order  of  Bill;  that  though  when  a  peraa 
has  received  Money  it  is  Payment,  it  is  not  Sads^ 
until  he  has  exchanged  away  the  Money  for  some  object  b 
desires. 

Thus,  though  a  shoemaker  is  paid  when  he  has  got  Money  for  h 
shoes,  yet  he  has  not  got  a  Satisfaction  until  he  has  got  bread,  ( 
meat,  or  clothing,  or  something  else  he  desires  for  the  Money. 

On  Payment  in  Money. 

We  will  now  explain  how  a  Payment  in  Money  extinguishes 
Debt,  which  very  few  persons  have  ever  thought  of. 

Suppose  that  a  person  possesses  ;;^ioo,  and  owes  a  Debt  of /; 
then  his  property  will  be  (+  yfioo)  and  (-  >^3o):  that  is, 
possesses  ;£^ioo,  but  coupled  with  the  Duty  to  pay  j£y>  at  so 
given  time. 

His  Creditor's  Right  to  demand  is  (  +  ;^3o). 

When  the  Creditor  demands  payment  of  his  Debt  he  brings 
Right  of  Action  to  the  Debtor,  who  gives  him  ^30  in  mone 
exchange  for  it :  that  is,  the  Debtor  buys  up  the  Right  of  Ac 
against  himself. 

The   Debtor^s   property  is   then   jC^Oj  and  also  (+  ;^3o) 
( -  jC^o)  :  that  is,  ^£^0  in  money ;  and  also  the  Right  to  deni 
^30  from  himself,  and  the  duty  to  pay  j£$o  to  himself. 

This  is  an  example  of  Confusio :  and  the  (  +  ^£^30)  and 
(  -  ;£^3o)  cancel  and  extinguish  each  other  by  either  of  the  t 
methods  described  under  Acceptilatio:  the  obligation  is  e 
guished :  and  the  Debtor's  property  is  now  ^£70.. 

This  transaction  is,  therefore,  a  Sale  or  an  Exchange. 

Thus  the  Obligation,  or  Contract,  was  originally  contracte 
the  Sale,  or  Exchange,  of  the  Mutuum :  and  it  is  extinguishe 
the  Sale,  or  Exchange,  of  Payment 

Thus  an  Obligation  is  created  by  one  Exchange :  and  is  i 
guished  by  another  Exchange. 

This  is  the  rationale  of  Payment  in  Money ;  but  there  are  < 
methods  of  Payment  described  under  Novation  and  Compensa 
and  it  is  by  the  two  latter  methods  that  Bills  of  Exchange 
almost  exclusively  paid  in  this  country.  Payment  of  Bil 
Exchange  by  Money  has  almost  gone  entirely  out  of  use  in 
country  in  modern  times. 
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PERSONA. 

<  vcr>'  useful  to  understand  the  meaning  of  PersoiUl  in 

iw. 

rd   Ptrsona  means  any  single  person,  or  any  society  of 

ht>  can  enjoy  and  exercise  Rights,  and  who  are  subject  to 

uties. 

a  |urtnership,  each  individual  member  is  a  Ptrsona  \  but 
rship  itself  is  also  a  Ptrsona^  quite  separate  and  distiiKt 
dividual  members. 

rach  member  of  the  partnership  can  buy  and  sell  with 
rship  a.s  seiorate  Iknona. 

nt  St(K:k  Company  is  a  Ptrsona^  and  when  the  individiial 
>f  it  |Kiy  their  money  to  it,  the  property  in  the  money  is 
them  individually,  and  vests  in  the  company  as  a  distinct 

aratc  nieml)ers  can  buy  and  sell  and  traffic  with  the 
i>  with  a  sc'(>arate  individual  Thus  the  individual  mem- 
|i>int  Stock  Hank  keep  their  accounts  with  it,  aiKl  bank 
a  distinct  Persona.  And  the  company  has  Rights  and 
tr  si'iarate  from  those  of  its  individual  members. 
State  is  a  Persona^  (]uite  separate  and  distinct  from 
ial  citi/cns  and  they  can  lend  money  to  the  State  as  to  a 
kliMdual. 

y  Muniri(al  or  Incor|>orated  body  is  a  Persona^  quite 
>m  itb  individual  members. 

'^m  of  the  larish  is  the  Persona  who  has  the  Right  to 
rrtain    dues,   a.s   a   consideration   for   |)erforming  certain 
j]  I  duties  ;  and  this  right  is  termed  a  benefice. 
Periona  may  be  defmed  to  l>e  the  centre  of  Rights  aiKl 

:)arate  individuals  may  make  up  one  juridical  l\rsona  ; 
indi\idual    may    combine    several    Peruma^    or    legal 

Hero   says   {De   Orafore^    ii.    24)— *' Ita<iue  ....   tres 
a^teneo  summa  .e<iuaninHtate  meam,  adversarii,  judicis.'' 
/  suitain  three  iharaiters  with  the  (greatest  e*iuanimity\  my 
^/^9H€nt*s^  and  the  judjii^es,^ 

K-  |)cfNon  may  l>e  the  executor  of  one  {Krrson,  the  trustee 
r,  and  the  guardian  of  another.  In  each  of  these 
he  it  a  separate  IVrwna^  with  a  distinct  set  of  Ri^u 
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and  Duties.      And  he  may  buy  and  sell  with  himself  in  each 
these  separate  Persona^  or  characters.     Hence  all  exchange  tab' 
place  between  separate  Persona, 

When  an  individual  combines  several  Persona^  he  may  act  ii 
each  Persona  as  a  separate  individual,  which  leads  sometinNSI^ 
somewhat  curious  consequences. 

He  may  not  only  buy  and  sell  \vith  himself^  but  he  may  cok 
into  legal  collision  with  himself  in  consequence  of  fulfillii^  thee 
several  characters ;  of  which  we  may  give  an  amusing  instance:- 

The  right  of  salmon-fishing  is  a  sore  subject  with  Scottish  littod 
proprietors.  Salmon  is  claimed  as  a  royal  fish  in  Scotland.  On  oot 
occasion  a  great  Scottish  proprietor  found  himself  in  collision  viih 
the  Crown  on  a  question  of  salmon  rights.  The  action  was  aguot 
the  President  of  the  Board  of  Trade.  But  in  the  whiriigig  i 
politics,  the  noble  Duke  found  himself  President  of  the  Board 
Trade;  so  that  the  Duke,  as  a  great  salmon-proprietor,  found hinodf- 
suing  himself  as  President  of  the  Board  of  Trade,  and  guanS* 
of  the  interests  of  the  Crown. 

It  is  not  unusual  for  Indian  officials  to  be  the  heads  of  seven! 
offices,  and  many  amusing  stories  are  told  of  their  finding  than- 
selves  in  collision  with  themselves  as  to  the  Rights  and  Duties  i 
their  several  offices,  and  of  the  hostile  correspondence  they  carry  oo 
with  themselves  in  their  several  Personce, 

Lord  Farrer  has  supplied  me  with  a  tragi-comic  example  of  tto* 
"There  was  a  Treasurer  in  one  of  the  West  Indian  Islands  who ws 
also  Attorney-General.  As  Treasurer  he  committed  peculation,  aw 
was  prosecuted  by  the  Governor.  The  lawyers  being  scarce,  ^ 
applied  for  leave  to  draw  his  own  indictment ;  obtained  leave ;  ^ 
the  indictment ;  received  a  fee  for  it ;  and  was  convicted  on  it" 

So  a  banker  who  has  rediscounted  a  bill  accepted  by  his  customff? 
payable  at  his  bank,  may  pay  the  bill  either  as  indorser  or  as  apt 
for  the  acceptor,  and  take  time  to  consider  in  which  cap«c«f» 
or  persona,  he  does  so. 

So  a  clergyman  may  read  the  marriage  service  at  his  own  mantfp 
in  the  persowr,  of  clergyman  and  bridegroom. 

So  when  a  Railway  company  carries  materials  for  its  own  use  i 
both  its  own  carrier  and  its  own  f  tfflBllL.^^  takes  the 
of  one  drawer  as  expenditure,  a 

It  has  sometimes  happ)enec' 
committed  a  breach  of  the  la 
has  publicly  fined  himself  in  hi 

So  one  \nd\v\d\ia\  tt\a^  V>^  bo 
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regards  his  Debtor,  and  a  passive  agent  as  regards 

or  may  put  his  debts  against  him  into  circulation* 
nted  to  him  for  payment  he  buys  up  the  Right  of 
imself.  He  then  becomes  both  Creditor  to  hiimclf 
in)  self. 

Confusio  in  Roman  Ijiw,  and  has  given  rise  to  a 
idical  {Hrrplcxity. 


What  is  a  POUND? 

Currency  debates  in  the  Great  War  many  curious 
irted  as  to  what  a  *' Pound  "^  is.  Sir  Robert  Peel 
(Question,  **  What  is  a  Pound  ?**  and  he  found  a 
»ns  who  (ould  give  him  no  answer.  We  have  now 
a  certain  weight  of  gold  has  come  to  be  caUed  a 

Measure  of  \'aluc  instituted  by  Charlemagne  was 
ht  of  Silver  Bullion.  This  was  adopted  in  all  the 
stern   Kurope,  France,  England,  Italy,  Spain,  and 

his  actual  weight  was  ever  struck,  but  the  Found 

did    into   240  coins,  called  Denarii,  or  Pennies ; 

Teniues  were  termed  a  Soiidus,  or  Shilling,  and 

lings,  or  Saiidi,  actually  weighed  a  Pound  of  Silver 

knote  the  Pound  weight  of  silver  in  the  form  of 
>inU)l  11).,  and  the  Pound  weight  of  silver  in  the 
I  he  s)mlK)l— j{^ ;  then  we  have — 240  Pennies  •  20 
ilh.  Now  if  the  Pound  weight  of  silver  were 
>re  than  240  Pennies,  it  is  clear  that  the  greater 
lies  would  still  be  ei{ual  to  the  Pound  of  Silver,  and 
40  IVnnie>  by  the  symbol—^,  irrespective  of  their 
►uld  have  the— lb.  ^  ^i +the  number  of   Pennies 

tas  bet.*n  done  in  all  the  countries  abo%*e  mentioned. 

of  tlk»e  countries  were  frec^uently  in  want  of  money 

^ravagances.     As  they  could  not  increase 

they  adoptc-d  the  fraudulent  plan   of 

\  of  Silver  into  a  greater  number  of 

>n  by  the  same  txanve.     VS^  xSbas^ 
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means  they  gained  an  illusory  augmentation  of  wealth.   As 
could  not  increase  the  quantity  of  the  metal,  they  at  various  p 
falsified  the  certificate^  while  they  still  called  the  Coins  by  the 
name. 

The  consequence  of  this  was  manifest.  As  240  Pennie 
still  called  a  Pound  in  Money,  or  ;^,  whatever  their  wdgl 
and  as  more  than  240  Pennies  were  coined  out  of  the  Po 
Silver,  or  lb.,  the  ;^,  or  Pound  of  Silver  in  Coin,  b^an  to  va 
the  lb.,  or  Pound  weight  of  Silver. 

Edward  I.  began  this  bad  practice  in  1300 ;  he  coin 
Pennies  out  of  the  Pound  weight  of  Silver;  in  1366  Ekiwa 
coined  266  Pennies  out  of  the  Pound  weight  of  Sih 
141 2  Henry  IV.  coined  the  Pound  of  Silver  into  360  P 
and  so  it  gradually  crept  up,  until  Elizabeth  in  1601 
the  Pound  of  Silver  into  744  Pennies,  at  which  it  re 
till  18 1 6. 

Then  we  have  manifestly: — 744  Pennies  =  62  Shillings  = 
=  ilb. 

As  there  are  12  ounces  in  one  Pound-weight  of  Sih'( 
evident  that  each  ounce  was  coined  into  62  Pennies ;  anc 
Value  of  Bullion  is  measured  by  the  ounce,  the  Mint  Price  ( 
was  said  to  be  5s.  2d.  per  ounce. 

In  Scotland  this  depreciation  of  the  coinage  began  ab 
same  period  as  in  England,  but  it  proceeded  to  much 
lengths.  In  1306  Robert  Bruce  coined  the  Pound  of  Sil 
252  Pennies;  in  1451  James  11.  coined  it  into  760  Pen 
;^3  4s.,  and  the  depreciation  was  continued  until  in  i 
Found  of  Silver  was  coined  into  8928  Pennies,  or  ^^37  4s., : 
the  Pound  Scots  became  equal  to  twenty  pence. 

In  France  and  Italy  the  depreciation  proceeded  twice  as 
Scotland.     The    French    livre  and   the   Italian    lira    were 
reduced  to  tenpence.     The  French  livre^  which  is  now 
franCy   has   been   adopted  as  the  basis  of  the  decimal  s> 
coinage,  and  the  solidus  has  dwindled  down  to  the  sou^ 
penny. 

At  the  great  re-coinage  in    18 16  it  was  resolved  to  ac 
principles  of  Petty,  Locke,  Harris,  and  Lord  Liverpool,  ar 
Ck)ld  as  the  single  standard  of  England  ;   and  the  Sover 
Pound,  in  Gold  was  coined  to  be  equal  to  20s.  in  Silver,  at 
market  Value  of  Gold  and  Silver. 

Ever  since  the  time  of  Charles  II.  the  coinage  of  Gold  \ 
free  to  the  pub\\c.    BvA.  b^'  iVve  Act  of  181 6  the  coinage  < 
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Hri^nzr  is  retained  in  the  hands  of  the  Government  In  order 
^matc  the  cfTects  of  what  is  termed  Gresham's  Law  (Gresham'S 
^),  the  value  of  the  Silver  coinage  has  been  artificially  raised. 
^  1S16  the  Pound-weight  of  Silver  has  been  coined  into  66 
ings  but  four  of  these  are  retained  for  the  expenses  of  coinage* 
the  62  lighter  shillings  are  declared  to  be  of  the  same  value  as 
(M^-ious  heavier  ones.  Thus  ao  of  them  are  declared  to  be 
il  in  value  to  the  Sovereign,  or  Pound,  and  thus  their  value  was 
icially  raised  alxxit  6  per  cent  This,  of  course,  refers  to  the 
ive  value  of  Ciold  and  Silver  in  1816  :  at  the  present  time  the 
kct  value  of  the  silver  in  a  shilling  is  about  sd.  But  to  prevent 
iticc  being  done,  they  are  not  legal  tender  for  more  than  40s., 
ving  been  intended  to  make  the  double  80\X'reign  the  monetary 

fits  ( ountr>'  now  enjop  the  most  admirable  system  of  coinage 
devised  by  the  ingenuity  of  man,  and  as  a  proof  of  its  excel- 
r.  while  all  the  countries  which  attempted  to  make  (lold  and 
■r  oiually  legal  tender  to  an  unlimited  amount  when  coined  at  a 
I  ratio,  were  thrown  into  confusion  and  perturbation  by  the 
It  changes  in  the  value  of  these  metals,  the  Coinage  of  this 
itr>'  has  lussed  through  the  whole  of  the  protracted  crisis 
the  most  iHrrfect  trani]uillity.  He  would  be  a  bold  and 
ig  M  mister  indeed  who  would  undertake  to  disturb  our 
mt  system  of  (Coinage. 


PRACTICE. 

Prartire  is  one  form  of  Incorporeal  Property.  When  a  pro- 
»nal  nun  has  established  a  sunx'ssful  business,  he  has  gathered 
d  him  a  rertain  number  of  regular  clients,  and  hopes  to  act|uire 
The  exi)e<*tation  of  future  fYrofits  from  these  clients  has 
tain  \alue,  and  may  l*e  sold  to  strangen.  It  is  the  emftio  sfti 
(oman  I^w.  It  is  profMrrty  analogous  to  the  goodwill  of  a 
-r,  the  copyright  of  a  ImniU,  a  {latent,  and  a  share  in  a  rommercial 
;Any.  It  is  ver)'  usual  lor  a  young  ciiM^tor,  surgeon,  or  soliritor, 
a<l  <if  waiting  to  buiUl  up  a  practice  of  his  own,  which  may 

yt*ars  to  dii.  tt^  buy  an  eNtablished  practice,  'lliis  i>  an 
4:iK-nt  of  (apital,  anil  the  practice  so  purchased  liecomeit 
.'apital. 
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PRICE. 


When  any  Economic  Quantity  is  exchanged  for  any  oik 
Economic  Quantity,  each  is  termed  the  Value  of  &e  odio.  li 
when  one  or  both  of  the  Economic  Quantities  exchanged  is  Mob 
or  Credit,  it  receives  a  special  name — ^it  is  termed  Price.  Hen 
Price  is  always  Value  expressed  in  Money  or  Credit. 

The  Value  of  Money  is  any  other  Economic  Quantity  which  i 
be  obtained  in  exchange  for  it:  either  a  material  chattd:  c 
service :  or  an  abstract  Right,  such  as  a  Debt 

If  Money  be  taken  as  the  fixed  Quantity,  the  mart  of  the  o 
Quantity  which  can  be  obtained  in  exchange  for  it,  the  Grtall 
the  Value  of  Money.  The  less  of  the  other  Quantity  which  ca 
obtained  for  it,  the  Less  is  the  Value  of  Money. 

Or  if  the  other  Quantity  be  taken  as  the  fixed  Quantity,  tb 
the  Money  which  is  given  for  it,  the  Greater  is  the  Vali 
Money :  and  the  more  the  Money  given  for  it,  the  Less  is  the  ^ 
of  Money. 

Hence  it  is  seen  that — The  Value  of  Money  varies  Inverse 

Price. 

But  Rights  of  Action,  Credits,  or  Debts,  are  Goods,  Ch; 
Commodities,  Merchandise  which  are  brought  into  commerce 
bought  and  sold,  or  exchanged,  like  any  other  merchandise. 

Now  when  commodities,  or  merchandise,  are  brought  into 
merce,  they  are  always  divided  into  certain  Units  for  the  sa 
convenience  of  sale.  Coals  are  sold  by  the  ton :  com  b 
quarter  or  other  measure :  tea  and  sugar  by  the  pound : 
by  the  yard :  wine  and  other  liquids  by  the  gallon,  qua 
pint,  etc. 

So  for  the  convenience  of  commerce  Bullion  is  divide< 
Units,  called  coins. 

In  a  similar  way  when  the  Commodity  or  Merchandise,  t 
Credit,  or  Debt,  is  brought  into  commerce,  it  must,  for  th« 
venience  of  trade,  be  divided  into  Units. 

The  Unit  of  Credit,  or  Debt,  is  the  Right  to  Demand 

to  be  paid  one  year  hence. 

The  sum  of  Money  given  to  purchase  the  Unit  of  Debt 
termed  its  Price.     And  as  in  all  sales,  the   less  the  quant 
Money  given  to  purchase  the  Unit  of  Debt,  the  greater  is  the 
of  Money  :  and  the  greater  the  quantity  of  Money  given  t 
chase  the  Unit  of  Debt,  the  less  is  the  Value  of  Money. 
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™«iicc  the  Value  of    Money,   with    respect    to    Debts,   varies 
in  the  same  way  as  it  does  with  respect  to  any  other 
ise. 
^Qt  in  the  commerce  of  Debts  it  is  not  usual  to  estimate  the 
of  Money  by  the  ()uantity  of  Debt  it  will  purchase.     As 
naturally  produces  a  profit,  it  is  clear  that  the  Value,  or 
of  a  I  >ebt,  to  be  paid  only  one  year  hence,  must  be  less  than 
actual  amount  of  the    Debt      The  difference  between  the 
t  Value,  or  Price,  of  the  Debt  and  the  amount  of  the  Debt 
Ibe  Profit  made  by  buying  it 
This  difference  or  Profit  is  termed  Discount 
As  dear  old  Horace  says  that  it  is  more  easy  to  understand  things 
to  the  faithful  eyes  than  those  things  only  addressed  to 
the  following  figure  will  make  the  matter  clearer : 


D 

C  I E 

Let  ^^  be  the  unit  of  Debt 

CD  be  the  amount  of  Money  given  for  it :  i>.,  its  Price. 

£}£  be  the  difference  between  the  Price  of  the  Debt  and  its 
It :  f.r.,  the  Discount 

In  the  commerce  of  Debts  it  is  invariably  the  custom  to  estimate 
Value  of  Money  by  the  Discount,  or  Profit,  it  yields:  and  not 
by  the  Price  of  the  Debt 

Now  as  the  Price  of  the  Debt  decreases,  or  increases,  it  is  evident 
that  the  Discount  increases  or  decreases. 

Hcfice  in  the  commerce  of  I  )ebts — 

The  Value  of  Monty  varies  Directly  as  the  Discount 

This  rule  embraces  both  branches  of  commerce— 

The  Value  of  Monej  varies  Inversely  as  Price,  and  Directly 
m$  Discount 

To  Discount  a  Debt  is  to  buy  it  by  paying  down  the  I^resent 
Value  of  its  amount  pa>'able  at  a  future  time. 

Hence  it  must  be  obser\-ed  that  the  term  Value  of  Money  has 
two  meanings  in  commerce.  There  are  three  great  branches  of 
coaiincrcc :  the  comnocrce  in  nuiterial  commodities :  the  commerce 
in  labour  or  services  :  and  the  c-ommercx*  in  abstract  Rights.  And 
the  expression  *'  Value  of  Money  "  has  two  distinct  meanings  as  it 
is  applied  to  these  three  branches  of  commerce.  In  the  commerce 
in  ■Bisrill  commodities  and  in  labour  and   in  al>stract    Ki^ts^ 
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except    Debts,  it    means   the   quantity   of  the   commodity  or  the 
labour  or  the  abstract  Right  it  can  purchase.     In  the  commero  Iti.  _- 
of  Debts   it    means   the  Discount  or  Profit  made  bybujii|l!:^ 
the  Debt.  lc:r% 


I*"*"" 


Confusion  of  Mill  on  the  expression   Value  of  Money, 

Mill  has  a  long  and  utterly  inept  tirade  against  the  double  men- 
ing  of  the  expression  Value  of  Money.  fc  - 

He  says  (Bk.  3.  eh.  viii.  §  i) :  "  It  is  unfortunate  that  in  the  Yoy  J^ 
outset  of  the  subject  we  have  to  clear  from  our  path  a  fornudabk 
ambiguity  of  language.     The  value  of  Money  is  to  appearance  a 
expression  as  precise,  as  free  from  possibility  of  misunderstanding 
as  any  in  science.     The  value  of  a  thing  is  what  it  will  exchange  for; 
the  value  of  money  is  what  money  will  exchange  for — ^the  purchasing 
power  of  money.      If  prices  are  low,  money  will   buy  much  of 
other  things ;  and  if  of  high  value — if  prices  are  high — it  will  buy 
little  of  other  things,  and  is  of  low  value.     The  value  of  money 
is  inversely  as  general  prices — falling  as  they  rise,  and  ri^ng  » 
they  fall. 

"  But,  unhappily,  the  same  phrase  is  also  employed  in  the  current 
language  of  commerce,  in  a  very  different  sense.  Money,  whidi  is 
so  commonly  understood  as  the  synonyme  of  wealth,  is  more  esgia> 
ally  the  term  in  use  to  denote  it  when  it  is  the  subject  of  borrowing. 

"  When  one  person  lends  to  another,  as  well  as  when  he  pays  wages 
or  rent  to  another,  what  he  transfers  is  not  the  mere  money,  but  a 
right  to  a  certain  value  of  the  produce  of  the  country,  to  be  selected 
at  pleasure ;  the  lender  having  first  bought  this  right,  by  giving  for 
it  a  portion  of  his  capital.  What  he  really  lends  is  so  much  capital ; 
the  money  is  the  mere  instrument  of  transfer.  But  the  ca{utal 
usually  passes  from  the  lender  to  the  receiver,  through  the  means 
either  of  money,  or  of  an  order  to  receive  money,  and,  at  any  rate,  it 
is  in  money  that  the  capital  is  computed  and  estimated.  Hence, 
borrowing  capital  is  universally  called  borrowing  money;  the  loan 
market  is  called  the  money  market;  those  who  have  their  capital 
disposable  for  investment,  or  loan,  are  called  the  moneyed  class;  and 
the  equivalent  given  for  the  use  of  capital,  or,  in  other  words,  interest, 
is  not  only  called  the  interest  of  money,  but,  by  a  grosser  perversion 
of  terfnSy  the  value  of  money.  This  misapplication  of  language, 
assisted  by  some  fallacious  appearances,  has  created  a  general  notion 
among  persons  in  business  that  the  Value  of  Money,  meaning  the 
rate  of  interest,  has  an  intimate  connection  with  the  Value  of  Mixiey 
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proper  sense,  the  value  or  purchasing  power  of  the  circulating 
urn.'' 

will  be  seen  by  the  preceding  exposition,  that  there  is  no  ground 
ver  for  Mill's  calling  the  expression  Value  of  Money,  as  applied 
^^  the  rate  of  interest,  a  perversion  of  language,  and  an  ambiguity. 
^    adl  arises  from  Mill's  not  understanding  the  nature  of  the  oper- 


on.     Rights  of  Action,  Credit,  or  Debts,  are  goods  and  chattels, 

^ndible  commodities,  merchandise,  just  like  any  material  chattels, 

^^d,  as  we  have  shown,  the  Value  of  Money  varies  with  respect  to 

^^Jem,  just  in  the  same  way  as  it  does  with  respect  to  any  other 

^iattels.     The  only  thing  is  that  it  is  expressed  in  rather  a  different 

ly.    So  that  there  is  no  ambiguity  nor  perversion  of  language. 


PRODUCTION. 

The  word  Production,  as  a  technical  term  in  Economics,  comes 
from  the  Latin  producere,  which  means  to  lead  or  bring  forth,  or  to 
expose  for  sale. 

Thus  Thais,  in  the  Eunuchus  of  Terence,  says  (Act  I.  i,  90) — 

''Anchillas,  servos  .  .  . 
Omnes  Produzi,  vendidi." 
"  All  the  Slaves  male  and  female  I  offered  for  sale^  and  sold" 

So  also  Suetonius  (De  iiius,  gram.y  c.  4)  says — 

"Quam  fiiimilia  alicujus  produceretar." 

"  When  any  one*s  household  slaves  were  offered  for  sale,** 

The  original  sense  of  Produce  in  English  is  exactly  the  same. 
It  is  to  draw  forth,  to  cause  to  come  near.  Thus  in  Isaiah,  xli.,  21, 
it  is  said — "  Produce  your  cause  with  the  Lord :  bring  forth  your 
strong  reasons,  saith  the  King  of  Jacob";  and  the  marginal  note 
says — **  Produce — cause  to  come  near." 

So  Antony,  m  Julius  Ccesar  (Act  iii.  sc.  i),  says — 

"That 'sail  I  seek, 
And  am  moreover  suitor,  that  I  may 
Produce  his  body  in  the  market-place." 

So,  Albany  says  in  Z^ar  (Act  v.  sc.  3) — 

'*  Produce  their  bodies,  be  they  alive  or  dead." 

So,  when  Mr.  Montagu  Tigg  gives  Mr.  Jonas  Chuzzlewit  and 
party  a  dinner — "It  was  as  good  a  one  as  Money  (or  Credit,  no 
matter  which)  could  Produce." 

To  Produce,  is  simply  to  bring  forward  something,  and  place  it 
where  it  is  wanted.     If  a  witness  is  told  to  Produce  a  deed,  or 
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document,  in  Court,  it  means  that  he  is  to  bring  it  into  Coait,w 
place  it  there.  A  party  to  a  cause  Produces  his  witnesKSil 
Court  A  gaoler  is  ordered  to  Produce  the  body  of  hb  pnsoDSj 
in  Court,  />.  to  place  him  there. 

In  the  Universal  language  of  commerce  the  Producer  is  tk 
person  who  brings  anything  into  the  market,  and  offers  it  for  dt 
When  the  turn  of  the  market  is  for  or  against  the  Produco; 
it  means  that  it  is  for  or  against  the  Seller. 

Hence  the  true  and  original  meaning  of  Production  in 
Economics  is  to  place  anything  in  the  market,  and  offer  it  for  sik. 
A  thing  may  be  produced  in  nature,  but  until  it  is  offered  for  ssde, 
it  is  not  Produced  in  Economics. 

A  great  poet  may  produce  a  great  poem,  a  great  artist  m^ 
produce  a  great  picture,  a  great  sculptor  may  produce  a  great  statue; 
we  may  estimate  their  merits  most  highly,  they  may  be  among  tht 
highest  products  of  human  genius,  but  how  are  we  to  estimate  tbei 
Market  Value?  For  Ek:onomics  has  nothing  to  do  with  then 
except  so  far  as  regards  their  Market  Value. 

Hence,  though  the  poem,  the  picture,  or  the  statue,  may  b 
produced  in  nature,  or  called  into  existence ;  they  are  nc 
Produced  in  Economics,  until  they  are  brought  into  the  markt 
and  offered  for  sale. 

So  in  French,  the  original  and  primary  meaning  of  Produin^  '< 
Littr^  says,  is  pousser  en  avant ;  and  of  production  it  is  action  » 
produire^  de  mettre  en  avant, 

A   Product  in   Economics   is  Anjrthing   whatever   which 
brought   into    the    market,    and   offered    for   sale,    whether  it  I 
Material,  Immaterial,  or  Incorporeal. 

It  has  been  too  much  the  custom  in  Economics,  especially 
recent  times,  to  think  of  the  word  Production  only  as  meanii 
bringing  something  into  existence.  But  when  it  is  seen  that  Prodi 
tion  means  placing  something  in  the  market  and  offering  it  for  sa 
it  is  evident  that  the  product  must  not  only  be  called  into  existenc 
but  transported  from  place  to  place. 

Hence  modern  Economists  expressly  class  Transport  or  Circu 
tion  as  one  form  of  Production. 

Thus  Destutt  de  Tracy  ^  under  Production  includes  changes 
form  and  place. 

J.  B.  Say  enumerates  Transport  under  the  term  Producdc 
Michel  Chevalier  does  the  same.  Mill,  who  gives  the  first  bo 
of  his  work  to  Production,  in  the  sense  of  obtaining  things  fine 

*   Troxii  d'  Economic  Polxiuiu^^  ^  82. 
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earth,  in  a  subsequent  chapter  says  * — "  Improvements  in  fro- 
^n,  understanding  this  last  expression  in  its  widest  sense  to 
ude  the  process  of  procuring  commodities  from  a  distance,  as  well 
liat  of  producing  them." 

-fence  Foreign  Importers,  Merchants,  and  Traders  of  all  sorts, 
ile&ale  and  retail,  are  ProducerSi  because  they  transport 
imodities  from  one  place  to  another,  and  offer  them  for  sale 
he  pbce  where  they  are  wanted. 

Three  Classes  of  Eoonomio  Producers. 

ow  in  general  there  are  three  distinct  kinds  of  operations 
rssary  before  a  Commodity  can  be  placed  in  the  market  and 
txl  for  sale  to  the  final  purchaser,  who  purchases  the  finished 
luct«  and  takes  it  out  of  commerce  for  personal  use  and 
lyment,  who  in  the  langiiage  of  Economics  is  termed  the 
isumer. 

»  Apicultural  Producers. — One  class  of  persons  obtains 
rude  pr<Kiuce  from  the  earth — this  class  includes  agriculturists, 
rr&,  hunter^  fuihermcn,  breeders  of  cattle,  herds,  &c. ;  these 
ons  bring  their  products  into  the  market  and  offer  them  for 

t »  Manufacturing  Producers.— But  when  this  raw  produce 

r^t  brought  into  the  market  it  is  seldom  fitted  for  final  purchase 
human  use  without  undergoing  several  processes  of  manufacture 
and  fashioning. 

Ianufa(  turers  of  all  sorts  purchase  the  raw  produce  from  its  first 
^«'ultural  producers,  and  fashion  and  transform  it  by  an  infinity 
iroix-sMTS,  so  as  to  render  it  fit  for  human  use. 

p  Commercial  Producers.— But  after  the  raw  produce  of 

earth  lus,  by  the  various  processes  of  manufacture,  been  ren- 
ni  fit  for  human  use,  it  has  still  to  be  transported  from  one 
ntry  to  another,  and  from  one  place  to  another  in  the  same 
ntry,  iKrfore  it  is  placed  in  the  nuirket,  and  firudly  offered  for 
to  the  consumer,  who  takes  it  out  of  commerce  for  his  own 
aiKi  enjoyment.  These  Commercial  Producers  include  Foreign 
jortcrs,  Merchants,  and  Traders  of  all  sorts,  wholesale  and 
il. 

luw  Money  is  used  to  effect  all  these  o|)erations,  hence  Money 
>lo>cd  in  any  one  of  them  is  used  as  ProductiTC  CapitaL 
lot  Credit  is  also  used  in  exactly  the  same  way  as   Money  to 

»  /Vm.  4/  JW.  Eim.  lik.  iv.  ch.  3.  t  i* 
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effect  any  of  these  operations.  Hence  Credit  may  be  used  in  i 
respects  like  Money  as  Productive  Capital 

Smith  says  that  Capital  may  be  employed  productively  in  fei 
different  ways,  and  that  all  persons  who  are  engaged  in  tfaa 
operations  are  productive  labourers.^  But,  unfortunately,  thoi^ 
he  enumerates  several  methods  of  employing  capital  producdTdj; 
and  several  classes  of  persons  whom  he  denominates  frodmh 
labourers,  he  gives  no  definition  of  what  Production  is,  and  he  il 
very  inconsistent  with  himself  on  the  subject  of  Productive  Labon 

J.  B.  Say  rightly  adopted  the  extended  meaning  of  producw 
labour  given  by  Smith  and  Condillac,  and  felt  it  necessary  to  en 
large  the  original  definition  of  the  word  He  says* — "We  canna 
create  objects :  the  mass  of  matter  of  which  the  world  is  compose! 
can  neither  be  increased  nor  diminished.  All  that  we  can  do  is  ti 
reproduce  these  matters  under  another  form,  which  makes  them  fi 
for  some  purpose  which  they  had  not  before.  Hence  there  i 
creation,  not  of  matter,  but  of  utility,  and  as  this  utility  gives  the 
value,  there  is  Production  of  Wealth, 

"  This  is  the  meaning  of  Production  in  Political  Economy,  an 
in  this  work.  Production  is  not  the  creation  of  matter,  but  ik 
creation  of  utility.  It  is  not  measured  by  the  length,  the  voluin< 
or  the  weight  of  the  product,  but  by  the  utility  which  has  bet 
conferred.  There  is  then  truly  Production  of  Wealth,  where  the: 
is  creation  or  increase  of  utility.*' 

Say  also  adopts  Smith's  enumeration  of  Productive  labourei 
agricultural,  manufacturing,  and  commercial :  and  he  says  th 
commercial  industry  contributes  to  production  by  raising  the  >"al 
of  a  product  by  its  transport  from  one  place  to  another. 

So  again  he  says^  that  Production  is  to  give  a  recognized  value 
anything  which  makes  it  capable  of  procuring  something  else  in  i 
change  of  equal  value;  and  that  commercial  production  is  i 
creation  of  a  value  obtained  by  the  transport  or  the  distribution 
consumers  of  products  already  existing. 

So  again  he  says* — "We  cannot  bring  out  of  nothing  a  sin 
particle  of  matter ;  we  cannot  even  send  back  a  single  particle  ii 
nothing ;  but  we  can  call  out  of  nothing  the  qualities  which  ma 
matter,  which  had  no  value  previously,  acquire  a  value,  and  becoi 
wealth.  It  is  in  this  that  Production  consists  in  Political  Econor 
There  is  the  miracle  of  human  industry :  and  the  things  to  whi 
value  is  thus  given  are  termed  Products. 

1  Book  ii.  ch.  5.  2  Traite,  Book  i.  ch.  i. 

^  Epitome  at  the  end  of  the  Traiti.  ^  Cottrs,  Part  i.  ;  Div.  i.  ch.  4. 
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*  To  treatc  |)roducts,  not  being  able  to  create  nuater,  the  action 
industn*  is  necessarily  confined  to  separating,  combining,  and 
isfiorting  the  molei^ules  of  which  it  is  composed.     It  changes 

state  of  matter,  and  that  is  all :  and  by  this  change  of  state  it 
kcs  it  fit  to  serve  us." 

^ow  so  far  as  regards  matter  and  material  products,  this  is 
Sout>tedly  true  :  but  J.  B.  Say  himself  makes  immaterial  products 

integral  part  of  Economics,  and  treats  them  as  Wealth  and 
pitmL  just  in  the  same  manner  as  material  products.  He  says 
Jl  the  s4.-iences,  and  talents  of  professional  men,  are  capital  which 
«  a  revenue,  and  how  are  these  sciences  and  talents  formed  out 
the  particles  of  matter  ?  They  are  the  pure  products  of  thought 
Lt  those  who  provide  them  when  they  are  wanted,  are  evidently  as 
»ch  prt>du<:ers  as  the  producers  of  material  products. 
Say  also  admits  Rights,  such  as  Commercial  Obligations  of  all 
rts.  i  opyrights,  iVc,  to  be  Wealth  ;  but  how  are  these  Rights 
'TOrd  out  of  partirlcs  of  matter  ? 

Mr.  Mill  sa>*s*  "'*'llie  production  of  wealth:  the  extraction  of 
e  instruments  of  human  subsistence  and  enjoyment  from  the 
itcrials  «)f  the  globe."  And  though  the  first  book  of  his  work 
de^'oted  to  Production,  he  gives  no  further  definition  of  it.  In 
he  enumerates  the  different  kinds  of  labourers  whom  he  considers 

be    productive.     However,   in  a  subse<]uent   part   of  his  work 

*  admits  that  transport  in  commene  is  one  s|)ei^ies  of  production, 
c  sa>s ---*' Improvements  in  production;  understanding  the  last 
prt'ssion  in  its  widest  sense  to  include  the  process  of  procuring 
imnKKiitics  troni  a  distance,  as  well  .is  that  of  producing  them." 
N.  Malthus  defines  Production  to  l)e* — **The  creation  of  objects 
ii<  h  «  unstitute  wealth.'' 

>o  1  k-siutt  de  Trary  sa\*s  *  *•  Not  only  can  we  never  create 
) thing,  but  it  is  im|>ossiblc  fur  us  to  conceive  what  it  is  to  orate 

Co  ammktlate^  if  wu  rigorously  understand  by  the  words  to  make 
nK-thtng  out  of  nothing,  or  to  reduc  e  something  to  nothing ; 
r  we  have  never  seen  anything  come  out  of  nothing,  or  return 

:t  Thence  the  axiom  admitted  by  all  anti()uity — Nothing  can 
€nc  from  nothing,  anil  Nothing  can  go  bark  into  nothing.  What, 
L-n,  do  wc  do  by  our  labour,  by  our  action  on  all  the  things  which 
rround  us?     Never  anything  but  cfTo  ling  on  these  things  changes 

form,  or  place,  whit  h  apply  them  to  our  use,  and  which  make 

*  :ii    uv-tul   to  the  satisfaction  of  our  wants.     'I*hat  is  what  «■>' 

I"  ..v.ir-.^ry  Krnurkv  '  li«M>k  iv.  cK.  J,  {  1. 
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must  understand  by  Producing;  it  is  to  give  things  a  utility 
had  not  before.  Whatever  our  labour  may  be,  if  it  does  not 
in  a  utility  it  is  unfruitful ;  if  it  results  in  one  it  is  productive." 

We  need  not  give  any  more  extracts,  because  it  is  certai 
these  sufficiently  represent  the  general  use  of  the  word  Prod 
by  Economical  writers.  Now  we  observe  that  the  geneia 
of  all  these  discussions  on  production  is  to  consider  the  { 
by  which  the  product  is  obtained.  Now  if  this  were  a  tru 
of  the  Economic  meaning  of  Production,  it  would  follow  tha 
we  treated  of  the  "  Production  of  Wealth  "  in  Economics,  we 
have  to  investigate  the  whole  science  and  art  of  agricult 
mining,  and  all  the  processes  in  manufactures  of  every  desc 
and  all  trades,  because  all  these  things  are  the  production  of 
according  to  the  definition  given  above.  But  this  is  a  cc 
error.  Every  £k:onomist  would  at  once  say  that  this  is  a  a 
misconception  of  the  subject.  Economics  has  nothing  to  ( 
any  of  the  processes  of  agriculture,  mining,  manufacturing, 
handicraft  of  any  workman,  but  only  with  the  value  of  the 
when  obtained.  A  product  does  not  enter  into  the  sdt 
Ek:onomics  until  it  enters  into  commerce,  and  seeks  to 
changed;  and  the  sole  purport  and  aim  of  Economic 
determine  the  relative  quantities  of  other  products  it  can 
changed  for.  The  earliest  Economists  over  and  over  agi 
that  the  science  has  nothing  to  do  with  products  which  are  c 
and  enjoyed  by  their  producers  without  being  exchangee 
Whately,^  Bastiat,^  and  Perry,  ^  already  quoted,  clearly 
the  same  doctrine.  By  dwelling  so  much,  therefore,  on  the 
of  obtaining  products,  these  Economists  have  given  a  wror 
tion  to  the  ideas  of  their  readers,  so  far  as  r^ards  Ek:c 
and  we  must  now  ascertain  what  is  the  true  Economic  i 
of  Production. 

But  man  has  many  other  wants  besides  physical  ones,  wh 
be  gratified  with  material  substances.  He  wants  services  an 
ments  of  many  kinds,  and  he  is  willing  to  give  somet 
exchange  for,  or  to  pay  for,  these  services  and  enjoymen 
those  persons  who  can  render  these  services,  or  supply  thes 
ments,  are  equally  Producers  as  those  who  produce 
substances. 

Thus  men  want  to  be  protected  in  their  legal  rights,  and 
disputes  among  them  settled,  or  to  be  healed  of  diseases,  or 
of  many  other  descriptions  too  long  to  enumerate;   and  s 

^   p.   100.  ^  p.   lOI.  *  p.  122, 
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tow  their  labour  in  acquiring  a  knowledge  of  law,  of 
of  civil  en^neering,  and  all  the  other  various  professions 

v  OS,  and  arc  ready  to  produce  or  offer  these  services  in 

for  something;  else. 

>fil(-  like  the  enjoyment  of  seeing  acting  and  dancing^  or 

i)usi« ,  and  therefore  some  men  bestow  their  labour  in 
skill  in  these  things,  and  offer  them  in  exchange  for 

R-  meaning  of  ever>'  term  must  be  fixed  and  appropriated 
4  icni^  in  a  manner  which  is  suitable  to  that  science,  and 
s  more  <  ommon  than  for  the  same  word  to  have  different 

s<*tises  in  different  sciences  ;  and  therefore  we  say  that 
I  trrating  of  the  arts  of  agriculture,  mining,  or  the  various 
uris  and  trades,  the  word  Production  may  very  aptly  be 
•  >  the  various  processes  of  the  different  trades,  yet  such 
^  In  not  suitable  to  the  science  of  Economics,  and  that  the 

meaning;  of  "Produce**  in  Economics  is  to  offer  for 
that  the  true  Economic  meaning  of  I^roduction  is  simply 
iir  sale. 


UCTIVE  AND  UNPRODUCTIVE  LABOUR 

IN  no  part  of  Smith's  work  which  has  been  so  universally 
ed,  rvin  hy  his  warmest  admirers,  or  in  which  he  is  so  con- 
td  himM'If  and  to  common  parlance,  as  in  his  doctrine  of 
>c  ami  I'nproductive  labour. 

'  -•nomists  restricted  the  term  Productive  labour  to  obtain- 

i«  ri'a>c*  of  (]uantity  of  the  raw  products  of  the  earth.     All 

iiurcPs  all  artificers,  all  merchants  and  traders,  they  clatted 

or  unpriKluctive,  l>ecause  they  said  that  in  commerce  there 

an  exc^un^e  of  e<iual  values  ;  and  in  manufactures,  that  the 

valui-  liestowetl  on  them  by  the  lalxxir  of  the  artisans  only 

the  pniducts  consumed  by  them  during  the  work,  and 

in  neither  case  was  there  any  increase  of  Wealth.     This 

3n  of  sii  many  and  |K)werful  classes  of  socii^ty  as  sterile  and 

tive  lalx>urers,  raised  a  great  clamour  against  them,  as  if 

nieant  it  as  an  insult.      But  the  Ixonomists  justly  replied 

did  T\u\  mean  this  term  in  a  disfKiraging  or  humiliating 

Jt    purely   as  a  matter  of  scientific  classificatioru      The)* 

tl^L-d   tliat    the   lalKiur   of  these   classes  was  honourable* 

nd   indeed    indisjiensable,    but   they  did   not  term   it   as 

2  n 
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Productive,  in  a  scientific  sense.    Their  answer  was  perfectly  jii 
their  scientific  classification  was  soon  demonstrated  to  be  em 

Among  others  Adam  Smith  attacked  it,  and  says  (Wt 
NationSy  Book  4,  ch.  ix.),  "The  third  is  the  class  of  ar 
manufacturers,  and  merchants,  whom  they  endeavour  to  ( 
by  the  humiliating  appellation  of  the  barren  or  unproductiv( 
We  shall  soon  see  whether  Smith  has  not  fallen  into  eia< 
same  error  as  he  charged  against  the  Economists. 

He  says  (Book  2,  ch.  iii.),  "There  is  one  sort  of  labou 
adds  to  the  value  of  the  subject  upon  which  it  is  bestowed ; 
another  which  has  no  such  efifect.  The  former,  as  it  pro 
value,  may  be  called  productive,  the  latter,  unproductive 
Thus  the  labour  of  a  manufacturer  adds  generally  to  th 
of  the  materials  which  he  works  upon,  that  of  his  own  mair 
and  of  his  master's  profits."  Smith  then  enlarges  the  te 
ductive  Labour  to  include  manufacturing  and  commercia 
of  all  sorts,  as  well  as  agricultural.  But  there  he  unacc< 
stops,  and  bars  all  other  labourers  as  unproductive,  or,  in 
words,  endeavours  to  degrade  them  by  the  humiliating  ap] 
of  barren  or  unproductive. 

In  continuation  of  the  passage  just  given,  he  says,  "Tht 
of  a  menial  servant,  on  the  contrary,  adds  to  the  value  of 
Though  the  manufacturer  has  his  wages  advanced  to  hirr 
master,  he  in  reality  costs  him  no  expense,  the  value  of  the 
being  generally  restored  with  a  profit  in  the  improved  valu 
subject  upon  which  his  labour  is  bestowed ;  but  the  mair 
of   a   menial   servant   is   never   restored.     A   man    grows 
employing  a  multitude  of  manufacturers  ;  he  grows  poor  I 
taining  a  multitude  of  menial  servants.     The  labour  of  tb 
however,  has  its  value,  and  deserves  its  reward,  as  well  as 
the  former;  but  the  labour  of  the  manufacturer  fixes  and 
itself  in  some  vendible  commodity,  which  lasts  for  some 
least,  after  that  labour  is  past.     It  is,  as  it  were,  a  certain 
of  labour  stocked  and  stored  up,  to  be  employed,  if  necessa 
some  other  occasion.    That  subject,  or  what  is  the  same  tl 
price  of  that  subject,  can  afterwards,  if  necessary,  put  into  i 
quantity  of  labour  equal  to  that  which  had  originally  proc 
The  labour  of  the  menial  servant,  on  the  contrary,  does  no 
realize  itself  in  any  particular  subject  or  vendible  commodi 
services  generally  perish  in  the  very  instant  of  their  perfc 
and  seldom  leave  any  trace  or  value  behind  them,  for  which 
quantity  of  service  could  afterwards  be  procured." 
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^w,  a«'cording  to  Sniith,  the  cook  at  an  hotel  is  a  productive 
urcr ;  shi*  pit'parcs,  dresses,  and  cooks  the  food  eaten  by  the 
t\  ilcr  lalx>ur,  according  to  Smith,  adds  to  their  value,  and  is 
k;nl  for  in  the  bill ;  it  is  fixed  and  realized  in  a  vendible  com- 
ity whirh  lasts  for  some  time  after  that  labour  is  passed,  and 
atiour  tends  to  the  profit  of  the  landlord^  and  her  wages  are  all 
mI  to  him  in  his  customer's  bills. 

It  .1  Oiok  in  a  gentleman's  family,  who  performs  the  very  same 

lonv  IS  a  menial  ser\'ant,  and  therefore,  according  to  Smith,  she 

unproductive  lalK>urer.     NVhere  is  the  sense  of  such  a  distinc- 

iSy  Smith's  own  dtx'trine,  the  various  articles  of  food  are 

%aiuaMe  after  she  has  dressetl  them  for  table,  than  they  were 

t:  raw  state.     Her  lalH)ur  is  fixed  and  realized  in  material  com- 

ticN  whirh   \xs\  after  that  bbour   is  |)ast.     When   these   two 

ns  (Hrforiii  exactly  the  same  functions,  and  are  ei]ually  paid 

u-ir  x:r\ire&,  why  is  the  one  productive,  and  the  other  unpro- 

VI?      N»  that   if   the   cook  in  an  hotel  takes   a  place  in   a 

LtiiaMN  laniiiy.  she  is  at  once  turned  from  a  productive   tu 

npriiducti\e  latM)urer !     If  a  cook  in  a  private  family  takes 

c  :n  an  hotil,  Nhe,  from  an  unproductive,  Inrcomes  a  productive 

,rvr '    It  l^  obvious  that  such  a  distinction  is  mischievous  futile, 

iii;:rar>  to  c  ommon  sense. 

.41:1.  >niith  allows  tliat  all  the  \arious  |>ersons  engageil  in 
:::•«:  t'.t-  toal  troni  the  mines,  trans|>orting  it  to  distant  places, 
•^j>  ri^  ::  III  a  ^i-ntleinan's  cellar,  are  productive  laUmrers ;  but 
p  '\\uxx\  who  4  arrus  it  from  the  cellar  to  the  drawing-room  grate 
r.iiii.al,  and  therefore  an  unproductive  Ial>ourer.  By  Smith's 
v:li^tnne.  the  latniur  of  each  of  the  series  of  {lersons  who 
::  aHii  trans|>(>rt  the  coal  to  the  cellar  adds  to  its  value,  and 

•  •r^.   l>>r    the   same   re;tNOn,   the    laUmr  of   the    footman   who 

*  ::  iruiii  the  C(  liar  to  the  drawing  room  adds  to  its  value. 
trmmui  a  ^uo  the  coal  starts  is  the  mine,  the  terminus  aJ  i/utm 
:••  arrive  is  the  drawing  room  grate:  and  why  is  the  bUmrer 
raii<tjK>rts  it  from  the  mine  to  the  cellar  productive,  and  the 
'I  r  »hi»  trans|Mirts  it  from  the  tellar  to  the  grate  unprtKliK  ti\e? 
:s  iht  tint-  nt  Ignominious  demarcation  Ihtueen  priKi;:iiive 
:i;  r*i«iu<  tivf  laUmr  drawn  at  tht-tiul  iillar?  Hi>th  labtuirer^ 
..apioi  III  the  S.U1U-  series  «>l  i*|h  rations ;  the  latNuir  «>t  ea<  h  is 
.  :;ei « '^>ar\  and  e>iually  paid  for.  It  is  oliviuiis  that  sm  h  a 
:;wn  :>  HUM  hievous,  futile,  ami  <'oiurary  t«>  1  ommon  sense. 

a.  m^y  dot'*  a  geial(  man  pa\  for  a  cook  in  an  hotel,  or  ni  hts 
'^usc',  to  dress  his  dinner?    Simply  to  save  himself  the  trouble 
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of  doing  it  for  himself.  Why  does  he  pay  the  price  for 
obtaining  the  coal,  and  dealers  transporting  it  from  place  to 
And  why  does  he  pay  wages  to  his  footman  to  carry  coal  fi 
cellar  to  the  drawing-room  ?  Simply  to  save  himsdf  the  tn 
doing  so  himself.  And  the  same  course  of  argmnent  ap 
everything  else  which  is  wanted  and  paid  for.  Now,  \ 
services  wanted,  demanded,  and  paid  for,  and  yet  some  ai 
productive,  and  others  unproductive.  Is  not  this  plainly  coi 
all  scientific  classification  ? 

Smith  then   continues  —  "  The  labour  of    some  of  t 

respectable  orders  in  the  society  is,  like  that  of  menial 

improducdve  of  any  value,  and  does  not  fix  and  realise  itse 

permanent  subject  or  vendible  commodity,  which  endures  i 

labour  is  past,  and  for  which  an  equal  quantity  of  labo 

afterwards  be  procured.     The  Sovereign,  for  example,  wit 

ofiicers,  both  of  justice  and  of  war,  who  serve  under  him,  t 

army  and  navy,  are  unproductive  labourers.     They  are  the 

of  the  public,  and  are  maintained  by  a  part  of  the  annual 

of  the  industry  of  other  people.     Their  service,  how  ho 

how  useful,  how  necessary^  soever,  produces  nothing  for 

equal  quantity  of  service  can  afterwards  be  procured.     Th 

tion,  security,  and  defence  of  the  commonwealth,  the  effec 

labour  this   year,  will   not  purchase   its   protection,   secu 

defence  for  the  year  to  come.     In  the  same  class  must  b 

some  both  of  the  gravest  and  most  important,  and  some  of 

frivolous  professions :  churchmen,  lawyers,  physicians,  oper 

opera  dancers,  &c.      The  labour  of  the  meanest  of  the 

certain  value,  regulated  by  the  very  same  principles  whicl 

the  value  of  every  other  sort  of  labour,  and  that  of  the  nc 

most  useful  produces  nothing  which  could  afterwards  pu 

procure  an  equal  quantit}'  of  labour.     Like  the  declamati 

actor,  the  harangue  of  the  orator,  or  the  tune  of  the  mus 

work  of  all  of  them  perishes  in  the  ver)-  instant  of  its  pn 

Now,    in   reference   to   what    Smith   says   about  the  p 

security,  and  defence  of  the  commonwealth  purchased  by  i 

of   soldiers  and  sailors  one  year,  not  purchasing  its  sec 

defence  the  year  after,  we  may  obsoB^^At  the  food  a  ma: 

year,  or  the  clothes  and  the  '  ep  him  warm 

will  not  keep  him  in  life  and  ar  to 

Smith  classes  those  who  prodi  Y  I 

tive   labourers,  and   those  w, 

unproductive  labourers.    Can 
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b  is,  moreover,  utterly  inconsistent  with  himself,  for  he 
f  classes  OS  wealth  (Bk.  2,  ch.  L)  "the  acquired  and  useful 
I  of  all  the  inhabitants  or  members  of  the  society.  The 
tion  of  such  talents  by  the  maintenance  of  the  acquirer 
his  ctlucation,  study,  or  apprenticeship,  alwa>*s  costs  a  real 
%  which  is  a  capital  fixed  and  realized,  as  it  were,  in  his 

These  talents  as  they  make  part  of  his  fortune,  so  do  they 
'  of  that  of  the  society  to  which  he  belongs.  The  improved 
y  of  a  workman  may  be  considered  in  the  same  light  as  a 
I-  «ir  instrument  of  trade  which  facilitates  and  abridges  labour, 
K  h,  though  it  costs  a  certain  expense,  repays  that  expense 
profit/* 
1.    he   says   (Bk.    1,    ch.   x.)«    *'A    man   educated   at   the 

of  much  labour  and  time,  to  any  of  these  employments 
r-iuirc  cxtraordinar)'  dexterity  and  skill,  may  be  compared 
of  these  c\|K*nsive  machines.  The  work  which  he  leams 
irm,  it  must  be  expected,  over  and  al)Ove  the  usual  wages 
mon  labour,  will  replace  to  him  the  whole  expense  of  his 
>n«  with  at  least  the  ordinary  profits  of  an  equally  valuable 

Ivo  says,  *'A  man  is  rich  or  poor  according  to  the  degree 
\\  he  can  affonl  to  enjoy  the  necessaries,  conveniences,  and 
i<  nis  of  human  life." 

k,  therefore,  those  men  who  can  produce  those  sciences, 
[ge,  and  amusements  which  Smith  acknowledges  to  be 
are  prixlut  tive  lal>ourers. 

lijngl),  J.  H.  .Say  extended  the  term  Productive  to  include 
jr  whuh  is  reijuired  and  paid  for  (7>«ii/r,  51,  cha|).  xni.)— - 
viT  Ix-  the  o|K-rations  to  which  lalK)ur  is  applied,  it  is 
\K\  U-rause  it  aids  in  the  creation  of  a  pro<iuct.  Thus 
>ur  of  the  man  of  science,  who  makes  experiments  and 
s  {»r«Klu<  tive  ;  the  lal>our  of  the  undertaker,  although  he 
t  <iire<  tly  apply  his  hand  to  the  work,  is  productive ;  in 
)>-  manual  industry .  from  the  lalK>urer  who  digs  the  earth, 
iilor  i»ho  handles  a  ship,  is  alM»  pnwiuctive." 
lo  (Efiiome  «i/  Iht  end  of  Traite)  *•  I^txnir,  a  <  (»ntinue<i 
irectetl  towards  an  ohjo  t.  I^lxmr  is  pri»duciive  uhen  it 
an)thmg  a  de^Tcx*  of  utility,  when<  r  results  for  that  thing 
U^gcable  value.  <>r  an  increase-  of  eX4  lun^'eaMe  \alue,  e({ual 
to  the  value  of  the  I.ilKuir  i-nipl<»\ed.  I^ilNnir  is  also 
■01*  n  a   siTxiie    whi«h   has  exch.ingeable 

consumed  at  the  same  time  that  it 
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is  rendered.     It  is  unproductive  when  it  results  in  no  value, 
ductive  labour  is  of  three  kinds — that  of  the  man  of  science, 
the  manager  of  labourers,  and  that  of  the  workman." 

He  also  combats  Smith's  doctrine  of  unproductive  labour  (G 
Part  I,  ch.  V.) — "  A  house,  a  piece  of  plate,  or  massive  fiimitinc 
very  durable  products ;  clothes  are  less  so ;  vegetables,  fruits,  sdfl 
so.     But  yet  this  difference  of  durability  does  not  in  any  way 
their  quality  of  products;    all  of  them  are  wealth  in 
to  their  value.     A  farmer  in   the  valley  of  Montmorenqr 
annually,  by  the  sale  of  his  cherries,  a  sum  as  real  as  the 
of  a  portion  of  the  forest  of  Montmorency  draws  from  cutting 
It  is  only  the  amount  of  the  whole  which  makes  the  differeDOc; 
and  if  the  cherries  produced  are  of  more  value  than  the 
the  cherries  represent  the  greater  production  of  wealth.    N< 
theless,  between  the  instant  when  these  cherries  are  ripe,  and 
they  must  be  eaten,  there  is  no  great  interval;   while  the 
which  serves  to  form  solid  buildings,  is  wealth  which  lasts  a 
time.     In  reference  to  production,  the  amount  of  utility 
can  only  be  determined  by  the  price  which  men  set  on  it  Iti 
the   price  which   measures   the   profit  which   the   producer  dim 
from  it. 

**  Since,  in  regard  to  production,  the  durability  of  a  product  b 
of  no  consequence,  provided  it  has  value,  let  us  come  from  prodocB 
to  products — from  those  which  are  necessarily  consumed  a  fc» 
instants  after  they  are  completely  created,  to  those  which  are  neces- 
sarily consumed  at  the  very  instant  of  their  creation  ;  and  weseetto 
a  theatrical  performance,  for  instance,  is  a  product  which  may  diw  |^ 
from  some  fruit  of  the  earth  by  its  duration,  because  its  wl* 
cannot  last  beyond  the  instant  of  representation,  but  which  do  ^ 
differ  in  the  conditions  which  make  them  each  a  product ;  1  tno" 
the  property  of  satisfying  one  of  our  wants,  of  gratifying  a  tasJ^ 
of  capacity  of  being  valued  and  sold.  The  actors  meet  to  ow 
you  the  result  of  their  labours  and  talents ;  the  spectators,  on  the* 
side,  meet  to  give  in  exchange  for  this  agreeable  product  a  sa» 
which  comes  itself  from  the  productions  in  which  you  or  yo* 
parents  have  taken  part.  It  is  an  exchange,  like  any  other.  Adas 
Smith  and  other  Economists  have  denied  to  immaterial  producB 
the  name  of  products,  and  to  the  labour  of  which  they  are  t» 
fruit  the  name  of  productive  labour,  upon  the  ground  that  ll«* 
products  are  consumed  at  once,  and  have  no  durability,  that  Afl 
are  not  susceptible  of  accumulation,  and  therefore  can  neftf 
crease  the  capital  of  iKe  nation. 
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*  The  last  reason  is  founded  upon  an  error.     Do  we  accumulate 
products  which  are  not  preserved,  such  as  the  fruits  of  the  earth. 

ich  they  do  not  deny  to  be  products  ? 

•  In  short,  is  a  value  the  less  a  product  because  it  is  consumed  ? 
not  the  greater  part  of  the  products  of  the  year  destroyed  within 

year  ?     Are  we  to  say  of  a  man  who  has  lived  upon  his  revenue 
t  he  has  no  revenue  because  nothing  remains  to  him  ? 
■  Smith's  doctrine  upon   this   point  does  not  comprehend   the 
e  doctrine  of  production.     He  places  in  the  class  of  unpro- 
ve  labourers,  and  regards  as  burdens  on  society,  a  crowd  of 
who,  in  truth,  furnish  a  real  utility  in  exchange  for  their  pay. 
i  soldier  who  holds  himself  in  readiness  to  repel  an  invasion  of 
foreigner,  and  who  repels  it  at  the  peril  of  his  life ;  the  adminis- 
•tor  who  devotes  his  time  and  his  knowledge  to  the  preservation  of 
lights  of  society ;  the  upright  judge — the  protector  of  innocence 
justice ;  the  professor  who  diffuses  the  sciences  painfully  ac- 
;  a  hundred  other  professions  which  comprise  persons  the 
eminent  in  dignity,  the  most  eligible  by  their  talents  and 
character,  are  not  less  useful  to  society,  and  satisfy  the 
which   the   nation  as   imperatively  requires,  as  persons  do 
^^othing  and  shelter. 

"•If  any  of  these  services  so  rendered  are  not  offered  to  suffi- 
^*^iitly  extensive  competition ;  if  they  are  paid  for  above  their  value, 
**  is  an  abuse  with  which  we  have  no  concern  here.     Undoubtedly 
is  unproductive  labour,  but  that  to  which  a  price  is  freely 
and  which  is  worth  the  price  put  upon  it  when  it  may  be 
is  productive  labour,  however  short  is  the  duration  of  the 
Product 

"According  to  the  writers  who  refuse  to  recognise  immaterial 
Products,  the  artificers  who  produce  the  fireworks  which  are  to  be 
^^  oflf  next  day  in  a  public  garden,  are  productive  labourers,  while 
^he  actors  who  prepare  the  performance  of  a  grand  tragedy  are 
Unproductive  labourers.  Certainly  if  we  could  judge  by  the  wealth 
Produced  and  consumed  on  these  two  occasions,  otherwise  than  by 
the  price  agreed  to  be  paid  for  them,  we  should  think  that  the  actors 
Who  prepared  the  theatrical  performance,  from  the  talent  required, 
from  the  duration  of  the  performance,  from  the  long  remem- 
hrance  one  preserves  of  it,  from  the  delicacy  and  the  elevation 
of  the  sentiments  it  gives  rise  to — we  should  say  that  these  actors 
axe  more  productive  labourers  than  the  artificers  who  prepare  the 
squibs  and  crackers  and  wheels,  which  vanish  in  smoke." 

These  observations  of  J.  6.  Say  are  both  sound  philosophy  and 
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good  common  sense,  and  we  should  have  expected  that  Ml 

was,  in  a  general  way,  a  disciple  of  Say's,  and  who  begins  his 

by  saying  that  wealth  is  everything  which  has  a  power  of  purd 

which  evidently  includes  services,   would   have  assented  t 

argument  of  Say's.     But  he  has  reverted  very  much  to  S 

doctrine,  though  he  has  extended  it  somewhat    After  gin 

general  definition  of  wealth,  that  it  is  anything  which  is  exc 

able,  he  has  (Bk.  i.  ch.  iii.  §  3)  narrowed  it  down  to  n 

products,  and   says  —  "I   shall  therefore,   in   this  treatise, 

speaking  of  wealth,  imderstand  by  it  only  what  is  called  i 

wealth,  and  by  productive  labour  only  those  kinds  of  ( 

which  produce  utilities  embodied   in   material  objects. 

limiting  myself  to  this  sense  of  the  word,  I  mean  to  avail 

of   the    full    extent    of   that   restricted  acceptation,  and 

not  refuse  the  appellation  productive  to  labour  which  yi 

material  product  as  its  direct  result,  provided  that  an  inc 

material  products  is  its  ultimate  consequence.     Thus,  lal 

pended  in  the  acquisition  of  manufacturing  skill  I  class 

ductive,  not  in  virtue  of  the  skill  itself,  but  of  the  mani 

products  created  by  the  skill,  and  to  the  creation  of  wl 

labour  of  learning  the  trade  is  essentially  conducive.     The  1 

officers  of  government  in  affording  the  protection  which,  afi 

some   manner  or  another,  is   indisf>ensable   to   the  pros] 

industry,  must  be  classed  as  productive  even  of  materia 

because  without   it   material  growth  in  anything   like  its 

abundance  could   not   exist.      Such    labour   may   be  sai 

productive   indirectly,  or   mediately,  in   opposition   to  th 

of    the  ploughman   and   the  cotton-spinner,    which   is  p 

immediately.      They  are    all    alike    in    this,    that    they  1 

community  richer  in  material  products  than  they  found 

increase,  or  tend  to  increase,  material  wealth. 

"By  Unproductive  Labour,  on  the  contrary,  will  be  ui 
labour  which  does  not  terminate  in  material  wealth,  which, 
largely  or  successfully  practised,  does  not  render  the  comm 
the  world  at  large  richer  in  material  products,  but  poorer  b 
is  consumed  by  the  labourers  while  so  employed. 

"All  labour  is,  in  the  language  of  Political  Economy 
unproductive  which  ends  in  immediate  enjoyment,  witi 
increase  of  the  accumulated  stock  of  permanent  means 
ment.  And  all  labour,  according  to  our  present  definition 
classed  as  unproductive  which  terminates  in  a  permanen 
however  important,  provided  that  an  increase  of  material 
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I  art  (»f  that  iKrnctit  The  labour  of  saving  a  friend's  life 
(xiui  tive,  unk-ss  the  friend  is  a  productive  ]al>ourer,  and 

nil  ire  than  he  consumes.  To  a  religious  |)crson,  the 
a  soul  miunI  ap|H:ar  a  far  more  im|)ortant  senice  than  the 

a  life ;  l>ut  he  will  not  therefore  call  a  miNsionary  or  a 
1  prcMlui'tive  LiUiurers,  unless  they  teael),  as  the  South  Sea 
us  luive  in  some  cases  done,  the  arts  of  civilisation  in 
^^  the  dtN  trines  of  their  religion.  It  is  on  the  contrar)*, 
li.it  the  ^reatL-r  numlKT  of  missionaries  or  clergymen  a 
I'.iii.iins,  the  less  it  has  to  ex|K'nd  on  other  things:  while 
\\  1  xiKiuls  judiciously  in  keeping  agriculturists  and  manu- 
al viork,  the  more  it  will  have  for  ever)'  other  puqx)se. 
riiit  r  It  diminishes  dettris  paribus^  its  stock  of  material 
j'\  the  latter  it  increases  them. 

«:iicti\r  ma\  U-  as  useful  as  protluctive  labour;  it  may  he 
Ji  i-\«-n  in  |Kjint  of  |)ermanent  advantage,  or  its  use  may 
.\\  111  pit  aMirahU-  sens.iti(>n  which,  when  gone,  leaves  no 
I*,  may  imt  attnrd  even  this,  l)ut  may  Ikt  absolute  waste. 
>i-  s(x  ut),  (ir  mankind,  grow  no  richer  by  it,  but  (xxirer. 
lal  priMluciN  consumed  l>y  any  one  while  he  produces 
\\\  M>  miirh  subtracted,  for  the  time,  from  the  material 
u:.:ili    s<Kiel\    would    «)therwise    have    iMissessed.      Hut 

u  \\  ^rnws  no  ri<  her  by  unproductive  labour,  the  individtial 

impPHliK  tivc  laUiurer  may  reivive  for  his  lalM)ur,  from 

•  i:tr:\e  pleasure  or  iKiut'it  from  it,  remuneralii>n  which 
■  liiiii  a  ( iMisidrrable  source  of  wialth,  Imt  his  gain  is 
\'\  :1m  II  loss;  i!u'y  ina\  have  re<  eivi-d  a  full  oiuivalent  for 
!.i!iiur«.   but   (iiey  are  mi  nuK  h  |MNirer  for  it.     When  a 

•  *>  a  I  ti.ii  and  M-IU  it,  there  is  a  tranNfer  of  the  price  from 
:ii<  r   ti>   thi    tailor,  aiui   a   c<iat    iK-sidrs,   which  did    not 

<  x:'*:  ;  but  uiiat  is  ^aiiu-tl  by  an  .n  tor  is  a  mere  transfer 
\n  I  tutor's  tuiitls  to  bi>,  lt-a\ing  no  arti*  le  of  wealth  ftir  the 

;iuKinfiit'i(  ation.  Thus  the  rommunity  col U-c lively  gains 
y  I  hi.  .11  tor  s  lalNiur,  and  it  lov^s  tif  his  n-ceipts  all  that 
.\\\\  hi  ( MiiMimi-s,  nlaimng  only  that  which  he  la\s  by. 
iu(\.  hoHt\rr,  ma\  add  to  its  wealth  by  unprodut  tivc 
:hi  I  \|>ense  t;i  other  communities  as  an  individual  may 
nws^   of  other  iiidi\iduals.     The  gains  uf  Italian  Opera 

riiian  govirnesses,  Ka-nch   bftUet  danocn»  &C.,  are  a 

Health,  as  far  as  they  ga^  to  thdr 
urn  thither.     The 
must  backward  Q^ 


It 


3  54  Fundaftuntid  Concepts  and  Ajcioms  [Bk.  VL 

who  hired  themselves  to  the  princes  and  satraps  of  the  East  to 
caiT>'  on  useless  and  destructiTe  wars,  and  letuined,  with  tfaeir 
savings,  to  pass  their  declining  years  in  their  own  country ;  dicx 
were  unproductive  labourers,  and  the  pay  they  recetved,  togetber 
irith  the  plunder  they  took,  was  an  outlay  without  return  to  die 
countries  which  furnished  it,  but,  though  no  gain  to  the  worid,  k 
was  a  gain  to  Greece.  At  a  later  period,  the  same  countiy  and 
its  colonies  supplied  the  Roman  EmfHre  with  another  daa  d 
adventurers,  who,  under  the  name  of  philosophers,  or  ifaetoridanst 
taught  to  the  youth  of  the  higher  classes  what  were  esteemed  ^ 
most  valuable  accomplishments;  these  were  mainly  unproductife 
labourers,  but  their  ample  recompense  was  a  source  of  wealth  to 
their  own  countr}*.  In  none  of  these  cases  was  there  any  accewnn 
of  wealth  to  the  world.  The  services  of  the  labourers^  if  useH 
were  obtained  at  a  sacrifice  to  the  worid  of  a  portion  of  materal 
wealth ;  if  useless,  all  that  these  labourers  consumed  was,  to  the 
world,  waste." 

We  have  given  this  long  extract  in  order  to  place  before  onr 
readers  fairly  Mill's  views  on  this  important  subject,  whidi  Mahhu 
says  justly  goes  to  the  root  of  the  whole  science,  and  as  Mill  ays* 
brings  us  back  to  the  discussion  of  what  wealth  is.  For  Producthe 
I-,abour  is  Labour  Productive  of  wealth.  We  see  that  Mill  has 
somewhat  extended  the  term  beyond  Smith's  view  of  it,  for  whik 
Smith  only  allows  those  to  be  productive  labourers  who  are  directly 
employed  in  the  production  of  material  products.  Mill  includes  also 
those  who  are  indirectly  employed  that  way,  and  this,  of  course,  isi 
considerably  wider  circle  of  persons.  He  admits  "  officers  of  the 
government "  to  be  productive  labourers.  Hence,  managers  of 
manufactories,  foremen,  the  army,  nav)*,  and  police,  are  gathered 
within  the  fold  of  productive  labourers ;  but  we  are  not  sure  whether 
the  judicial  corps  rank  as  "officers  of  the  government."  We  are  in- 
clined to  think  they  do,  and  in  that  case  a  barrister  who  earns  n 
income  by  serving  private  persons  would  be  an  unproductive 
labourer,  but  a  judge  who  earns  an  income  by  ser\ing  the  State  is  a 
productive  labourer.  Authors  and  editors  of  newspapers  take  rank 
as  productive  labourers,  while  actors,  singers,  opera  dancers,  clerg}- 
men,  and  others,  still  remain  out  in  the  cold  as  unprodudiw 
labourers.  Bankers  may  rank  as  productive  labourers,  because 
the   operations   of  banking   do   undoubt  i  a    very  p(tf 

increase  of  material  products.     The  la  w  and  fltf 

employes  engaged  in  transporting   mer  ■ 

tive,    but    in    transporting    passenger? 
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.\cronlin^  to  the  distinction  made  by  Mill,  the  laliour  of  instructors 
teaching  arti/ans  and  other  productive  labourers  is  productive  ;  the 
labour  of  those  en^^aged  in  educating  gentlemen,  or  {)ersons  not 
cngagetl  in  business,  is  unproductive.  So  the  lal>our  of  a  |)hyKi(Man 
jr  ^uri^eon  healing  a  productive  la))ourer  is  productive  ;  healing 
I  gentleman  is  un])roductive.  Act^ording  to  Mill,  the  delight 
ihr  audien<'e  receivi-s  from  witnessing  the  |x!rformance  of  a 
[■anirk.  a  Kt-nihle,  a  Siddons,  a  Talma,  a  Macready,  a  Wigan,  a 
Taglioni,  a  Kanny  Klsler,  a  I.'il)lache,  a  Catalani,  a  Malibran,  a 
Jenny  l.ind,  a  (inm,  a  Mario,  an  Allmni,  a  Titiens,  a  Patti,  or  a 
Vilsson.  is  the  result  of  unproductive  lalK>ur,  and  the  world  is  {xxirer 
ht  thrir  maintenance,  while  the  opulence  of  the  world  would  tie 
augmt-ntetl  by  the  lal>our  of  as  many  {lastry-cooks. 

To  shew  the  e\traordinar\-  consequences  of  Mill's  doctrine,  we 
nay  takr  thi^  rase.  Supi>osf  the  head-master  of  a  great  publit* 
^h^M^l  has  a  d.iss  of  twenty  pupils.  Supjwse  that  ten  of  these  are 
h*  s-ms  ni'  nublt-mrn  and  genllenu-n  of  great  estate,  who  will  not  be 
KMjnd  to  wnfk  for  ihrir  living  :  supj>ose  the  other  ten  to  l>e  Iwys  «)f 
I  |iiiitrir  <  lasN,  who  are  intcmk*<l  for  industrial  occu{iations,  such  as 
awryrpi,  <ii»«ttirs,  engineers,  or  other  kinds  of  business.  The  head- 
nx4ter  U  stows  ojual  care  and  latniur  in  teaching  each  set  of  boys, 
\s\A  is  paid  exact  I  y  at  the  same  rate  f«>r  each  set.  .Acconiing  to 
^f;I;,  h:*  l.ilniur  in  teaching  the  rich  l>oys  is  unprixluctive,  and  his 
^Ui'ir  m  ii-a*  hiiig  the  |x)«»rer  Iniys  is  protliietive. 

We   'I'j   \vi\   \\\\\\V   that   sui  h  distinctions  as   these   aiiord   with 

:t m  r.ii  u^a^i*.  and  stuind  practical  philosophy,  and  on  this  )M)int  W4- 

-.:  r«-'\   .i^ri  •■  with   >a\.  thai  pphIu^  tive  labour  is  laUnir  which  is 

;ir«i.;' :;\«"  ••t'  prtil'it.     Whin  a  |»erson  Ik-nIciws  his  lal>our   in   pre- 

;ar:v^  *iiri.«    inalfr:.i!  Mib^taiu  i ,  or  in  remit  ring  some  service  which 

'..    V ••{.!%  will  Ik    ri-  |uir«  li  ami  demanded  i»y  others,  what  does  he 

*>■•:.  .«n<l  mJiat  is  liis  iilij< « i  ?     It  is  to  ilraw  forth  or  prtnluce  some 

?'-«ar!  i:.  e\<  han^-«'  tor  it.      In  general  langua*:e,  prcxluctive  labour 

'.A^-   ir  pr.hiintiv*    lit*  prufil.      lAi-ry  nne  considers  his  labnur  as 

;iriM!iji  tivr.  Milt  a*  •  nti!:!i^  to  what  hi-  otTers,  but  accurdin;:  to  nhat 

\yz   •.•ita::!-    ip    n  tur:i   tor   il.       A    theatre  al   ci)n»|uny   ma\    f^r.^Jucf 

ynrcral  piires  diir-.r:;;  thi    sra^'in.  but  whdhiT  lluir  la*Mmr  is  f^r^tJu, 

tMfor  n<it,  de)K-ml^  i-ntiri-l\    ii;>i):i  the  ritmris  to  ihi  :r  !ri  asur\       If 

ikay  play  to  c-Mt;>t\    U-iii  !)•*>.  tin  :r  lai»«iir  is   i:ii;-r<i(iiirii\(   .    if  tlu- 

*tB  b  crowded.  .ii)>!  ihi  :r  In.i'^iirv   wl-!1  l.lli-ii.  !!u-ir  laintiir  is  pru- 

casily  In-  shown,  from   \\\\\\  nwn  wori!'«,  that  thi<  is 
ngi  be<:ause  'hat  pr<Miui  ti\e  lalwiur  is  lalniur 
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productive  of  wealth.    And  what  is  wealth  by  his  own  defimttOD)  I 
It  is  anything  which  has  z.  power  of  purchasing.     Whether,  tberdoRi  I 
anything  is  wealth  or  not,  purely  depends  whether  anything  can  be  | 
obtained  in  exchange  for  it    And  of  course,  the  more  that  can  be 
obtained  in  exchange  for  it,  the  greater  wealth  it  is,  and  the  moR  ' 
productive.     Hence,  by  Mill's  own  definition,  whethar  anything  ii 
productive  or  not,  does  not  depend  on  the  nature  of  the  thing  itxl, 
but  upon  the  quantity  of  other  things  it  can  draw  forth  in  eichmge 
for  it,  or  the  amount  of  the  returns.     If  a  man  can  earn  a  laigB 
income  by  acting,  or  singing,  or  any  other  service  which  perishes  it 
the  instant  it  is  performed,  his  labour  is  just  as  much  productiTeB 
if  he  obtained  the  same  retums  by  selling  material  goods. 

Sir  Walter  Scott  protests  with  manly  good  sense  against  die 
doctrine  of  Adam  Smith,  that  authors  are  not  productive  labomes. 

J.  H.  Burton  says  truly  :^— "  Whatsoever  society  pays  for,  and  ou^ 
to  pay  for,  may  fairly  be  considered  as  productive  labour  for  oor 
present  purpose." 

Hence,  in  accordance  with  general  usage,  and  these  extracts  from 
Say  and  Burton,  we  shall  always  use  the  term  productive  labour  to 
mean  labour  which  earns  a  profit  or  reward.  A  productive  labonxer 
is  any  labourer  who  earns  an  income,  no  matter  whether  thai 
Ialx)ur  terminates  in  a  material  product  or  not ;  and  an  unpio- 
ductivo  labourer  is  one  who  labours  without  a  reward  or  profit 
And  anything  whatever  which  earns  a  profit  is,  as  Senior  sa)-s  aJl 
Eix>nomists  are  agreed  in,  Capital. 


PROFIT. 

rho    word    Profit    comes    from    the    l^tin  proficert^    to    make 
juogToss,     As  the  Chorus  says  in  Marlowe's  Faustus^ 

**  S*>  soon  he  Prcfits  in  divinity,^ 

ihai  is,  makes  pK^ress. 

Tlie  objcvi  and  intent  of  e\-eiA-  commercial  operation  is  to  make 
,i  nront.     As  Crtx^rce  Herhen  savs — 

"  The  merchai-ji  that  gains  not,  loses." 

The  ex-cX^.nso  of  ;^Iacini:  a:n-  obfcct  in  the  market  is  termed  the 
<..\.>t  cA  ]Vxiuc::on :  and  :he  hoj-^e  and  inientioQ  is  that  the  sdHing 
:rice.  or  Vai«c  should  c\cet\2  ihe  Cos: 

Pr:f.:  :s  :he  I'^inVrci^oe  be: ween  ti 
: :  ruscsiity  a:^d  irs  l>iiv\  or  Value. 
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the  l*rufit  is  Positiv-e,  and  is  termed  a  Gain ;  but  it  may  be  in 

Feet  of  the  Cost  of  Production,  and  the  Profit  is  Negative,  and  is 
seamed  a  Ijlus, 

Profit  is  estimated  by  the  Ratio  between  the  Diflerence  and  the 
C^ost  of  Production.  Thus  if  the  Cost  of  Ihroduction  be  ^loo. 
^nd  the  IVofit  J^xo^  it  is  termed  a  Profit  of  lo  {x;r  cent 

Frufit  is  a  general  name  for  the  diflerence  between  Cost  of 
l*roduction  and  Value;  whether  the  matter  traded  with  be 
Merchandise  of  any  sort,  or  Mone>',  or  Credit. 

There  are  two  grand  divisions  of  commerce :  the  Commerce  in 
Meix-haniiise,  and  the  (Commerce  in  Money,  or  Debts. 

l*rofit>  made  in  the  Commerce  of  goods  are  tenned  Profits ; 
l*rofits  made  in  the  Commerce  of  Money,  or  Credit,  are  termed 

Interest,  or  Discount 

ly^finition  of  Rate  of  Profit 

When  we  sfieak  of  the  Rate  of  anything  it  invariably  means  the 

Time  in  which  it  is  done.     If  any  one  sjieaks  of  the  Kate  at  which 

a  hi>rse  ran  gallo|),  or  the  Rate  at  which  an  athlete  can  run,  or  the 

Rate  at  whi<*h  a  ship  ran  steam,  it  alwa)^  refers  to  the  Time  in 

which  the  distance  is  accomplished.     To  say  that  a  horse  can  gallop 

at  the  R.itc  (jf  30  miles,  or  tliat  an  athlete  can  run  at  the  Rate  of 

14  mi!i-%  or  tlut  a  ship  tan  steam  at  the  Rate  of    25  knots,  is 

cvidcnti)  a  <lcfe<tive  form  of  expression,  which  conveys  no  definite 

miarnn^'  whatever.     '!*he   Rate  of   s|KX*d  in  such  cases  is  usually 

rrfefTitl  ti)  the  hour. 

>o  m  N|H-akiii^  of  the  Rate  Of  Illterestt  some  time— usually 
the  year  -is  always  expresseiL  Thus  the  Rate  of  Inter^-st  is  always 
sAid  !•»  lie  so  much  |>er  cent,  and/rr  annym. 

K\idciit]y,  therefore,  the  term  Rate  of  Profit  must  mean  the 
.^ mount  of  Pri»fit  made  in  some  certain  Time,  sut  h  as  the  year. 
Heme  l>y  analogy,  and  to  com^ure  Kate  «>f  Profit  with  Rate  of 
Interi-*l,  wc  must  sjieak  of  the  Rale  of  Pr«»fit  as  m>  n»uch  |K-r  cent, 
and  ffr  ttmnum. 

irror  of  Economist\  tft  thttr  Definition  *\t  Rate  .y  Profit. 


ists,    howe\er,    have   comniiited    an    f-xtranrdinary    over- 
'  1  their  definition  of  Rate  ol    Profit  .   tht  >  entirely  omit  the 
;  and  define  Rate  of  Profit  to  (k;  merely  the  ratio 

iul. 
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Without  giving  any  clear  definition  of  Rate  of  Profit,  bodi  So 
and  Ricardo  never  perceived  that  a  Profit  made  in  a  day  is  iv 
different  Rate  of  Profit  from  the  same  Profit  made  in  a  year! 

But  this  error  appears  clearly  in  subsequent  writeis.  1 
MacCulloch  says — 

"The  Rate  of  Profit  is  the  proportion  which  the  amour 
Profit  derived  from  an  undertaking  bears  to  the  Capital  empl 
in  it 

*'  It  is  obvious  that  the  Rate  of  Profit  may  be  raised  in  three 
only  in  three  ways. 

1.  By  Industry  becoming  more  productive. 

2.  By  a  reduction  in  the  rate  of  wages. 

3.  By  a  reduction  in  the  amount  of  taxation. 

*'  And  it  may  be  reduced  by  the  opposite  circmnstances. 

1.  By  Industry  becoming  less  productive. 

2.  By  a  rise  in  the  rate  of  wages. 

3.  By  a  rise  in  the  amount  of  taxation. 

"  Profits  cannot  be  afiected  in  any  way  not  referable  to  c 
other  of  these  heads.** 

So  Malthus  says — 

**/V»^/5rV  of  Stock. — \\*hen  Stock  is  employed  as  Capital 
l*n.Hluction  and    Distribution  of  Wealth,  its  Profits  consist 
Di (Terence   l)etween  the  Value  of   the  Capital  adx'anced  ar 
\*alue  of  the  Commodity  when  sold  or  used. 

"  The  Rate  of  Profit. — The  percentage  proportion  whic 
\'alue  of  the  Profits  upon  any  Capital  bears  to  the  Value  0 
C\\pital/' 

Again — "The  Pro  tits  of  Capital  consist  of  the  difference  i> 
the  \alue  of  a  Commodity  produced,  and  the  Value  of  the  Ad' 
:u\  e$>Hin"  to  produce  it ;  and  these  advances  consist  of  ace* 
lions  s:onenilly  made  up  of  wages,  rent,  taxes,  interest 
Trx^liis, 

"The   Rate   of    Profit    is   the   proportion   which   the  di5 
Iviweeji  the  V.Uue  of  the  Commodity  produced,  and  the 
o:  the  Advances  nex>eNsary  to  produce  iu  bears  to  the  Value 
aviv.viioei^^.     When  ihe  Value  of  die  product  is  great  compara 
:hc  Value  of  the  advancers*  the  ejccess  being  consadeiablc^  IIm 
o:   IV^n:  will  he  high.     When  the  Value  of  the 
\\\\\c  :he  Value  of  the  advances,  the  didf 
cM   l^rv>r.:  wiU  he  iow. 

"  The  vai>~ir*4:  R,i:es  oa"  l^rofit,  ibei 
the  cau>ic>  >Kb:ici^  3tl\^  "dit:  ^cvy^foitiai 
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<^^'cs  nccessar)'  to  production,  and  the  Value  of  the  product 

*stly.  Mill  sa)-s— "The  Profits  of  Stock  arc  the  surplus  which 

=^ins  to  the  Capitalist  after  replacing  his  Capital ;  and  the  Ratio 

h  the   Nurplus   bears   to  the    Capital    itself,    is    the    Kate    of 

11 

1  he  Rati-  of  l^rofit  is  the  proportion  which  the  lYofit  bears  to 

<  apital In  short,  if  wc  compare  the  price  paid  for 

ur  and  tools  with  what  that  labour  and  those  tools  will  produce, 

I  this  Ratio  wc  may  calculate  the  Rate  of  Itefit 

i'rofits  then  (meaning  not  gross  profits,  but  the  Rate  of  l^fit)« 
rul  (not  u{K>n  the  price  of  lal)our,  tools,  and  material,  but)  upon 
k.itio  iK-twcvn  the  price  of  labour,  tools,  and  material,  and  the 
u«  c  of  thrni    .... 

Thr   whole  of  the  suq)lus,  after  replacing   wages,   is   Profits. 

II  tliiN  it  Ncx'Mis  to  follow  that  the  Ratio  between  the  wages 
riour,  and  the  produce  of  labour,  gives  the  Rate  of  lYofit.     And 

w(-  .im\e  at   Ri(*ardo*s  principle,   that    Profits  depend  upon 

s  .  rising;  ;is  wages  fall,  and  falling  as  wages  rise 

I  hi!k  theory  we  conceive  to  Ix:  the  Uisis  of  the  true  theory 

'otllN It  is,  therefore,  strictly  true  that  the  Rate  of  I^fit 

^  inversely,  as  the  Cost  of  Production  of  wages,  l^ofits 
•  ►t  rise  utik-NS  the  Cost  of  Production  of  wages  falls  exactly  as 
I  .  n<ir  fall  unless  it  rises. 

P.c  variation,  therefore,  in  the  Rate  of  Profits  and  those  in  the 
t'l   Pr«>duc  tion  in  wages,  go  liand  in  hand,  and  are  insefiarable. 
Kirardo's  prinriple,  that  Profits  cannot  rise  unless  wages  fall,  is 
i>  true. 

I'r.c  nnly  expression  of   the   law  of   Profit  which  seems  to  be 
ct   1^.  (h.it  they  (le|)enii  u|H>n  the  (*ost  of  the  Production  of 
V     ThiN  iiiusl  l>e  received  as  the  ultimate  primiple.  .  .  . 
I  he  kale  nt    Profit,  therefore,  lends  to /i// from  the  following 

.  An  in<.rease  ot  Capital  beyond  (Kipulation,  producing  in- 
ed  crompetiiion  for  lalnmr. 

L  An  increase  of  |x)pulation,  <M*casitining  a  demand  fnr  an  in 
of  food,  which  must  Ik*  priHiuii^i  at  a  greater  cost. 
of  PkO&t  tends  to  rise  troin  the  following  <auseN  : 

(  of  population    l>eyond  Capital,  pnMiucing  in- 
■qployment. 

'Qg  increased  cheapness  of  noessaries, 
oed  by  the  laUiurer.** 


560  Fundatnental  Concepts  and  Axioms  [Bl1l|i 

And  he  further  says — "The  Capitalist,  then,  may  he  assumed  to 
make  all  the  advances  and  recenre  all  the  produce.    His  Pnftli 
consists  of  the  excess  of  the  produce  above  the  advances ;  his  Rated  |i 
Profit  is  the  Ratio  which  that  excess  bears  to  the  amount  adnnooi 

''  It  thus  appears  that  the  two  elements  on  which,  and  00  vladk 
alone,  the  gains  of  the  Capitalist  depend,  are  first,  the  magnitndetf 
the  produce  ;  in  other  words,  the  productive  power  of  labour ;  ni 
secondly,  the  proportion  of  that  produce  obtained  by  the  labooRB 
themselves ;  the  Ratio  which  the  remuneration  of  the  laboum 
bears  to  the  amount  they  produce.  These  two  things  form  the  te 
for  determining  the  gross  amount  divided  as  Profit  among  aU  tk 
Capitalists  of  the  country ;  but  the  Rate  of  Profit,  the  percentip 
on  the  Capital,  &c.  .... 

*'  We  thus  arrive  at  the  conclusion  of  Ricardo  and  others,  that  the 
Rate  of  Profit  depends  upon  wages ;  rising  as  wages  fall,  and 
as  wages  rise. 

"  The  cost  of  labour,  then,  is  in  the  language  of  mathematics,  a 
function  of  three  variables :  the  efficiency  of  labour,  the  wages  of 
labour  (meaning  thereby  the  real  reward  of  the  labourer),  and  tk 
greater  or  less  cost  at  which  the  articles  composing  that  real  rewaid 
can  be  produced  or  procured.  It  is  plain  that  the  cost  of  labour  to 
the  Capitalist  must  be  influenced  by  each  of  these  three  circum- 
stances, and  by  no  others.  These,  therefore,  are  also  the  circum- 
stances which  determine  the  Rate  of  Profit,  and  it  cannot  be  in  any 
way  affected  except  through  one  or  other  of  them." 

Thus  all  these  writers,  men  of  distinct  ability,  consider  that  the 
Actual  Profit  is  the  same  thing  as  the  Rate  of  Profit ;  a  mos: 
palpable  arithmetical  blunder,  which  leads  to  most  erroneous  con- 
sequences, we  shall  show. 

Erroneous   Doctrines  deduced  from  the  erroneous  Definition  c;/ 

Rate  of  Profit. 

We  have  laid  these  long  extracts  before  the  reader  in  order  that 
he  may  see  that  what  we  said  is  true.  The  oversight  is  so  manifest 
that  it  is  strange  that  men  of  ability  like  Ricardo,  MacCulloch. 
Mai  thus,  and  Mill  should  have  made  it.  It  is  a  fact  that  no 
Economist  has  seen  that  Time  is  a  necessary  element  in  the 
definition  of  Rate  of  Profit 

There  is  not  a  single  Economist  who  has  seen  that  a  Pxofit  d 
5  per  cent,  made  in  a  day  is  a  different  Rate  of  Profit  from  r 
of  5  per  cent,  made  in  a  week,  a  month,  or  a  yeir  I 
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It  would  be  just  as  absurd  to  say  that  a  sum  of  5  per  cent,  paid 

Interest  is  the  same  Rate  of  Interest,  whether  it  is  paid  for  a  loan 
of  money  for  a  day,  a  week,  a  month,  or  a  year ! 

And  this  palpable  arithmetical  blunder  has  necessarily  and 
logically  led  to  consequences  of  the  deepest  practical  importance. 
For  Ricardo  and  his  copyists  assert  that  Profits  can  only  be  in- 
creased by  a  reduction  of  wages,  and  can  only  be  reduced  by  an 
increase  of  wages. 

Ricardo  says  that  the  Value  of  Commodities  is  divided  into  two 
portions,  one  the  profits  of  stock,  and  the  other  the  wages  of 
labour,  consequently  he  asserts  that  "  nothing  can  affect  profits  but  a 
rise  in  wages  .  .  .  profits  depend  on  high  or  low  wages." 

From  these  doctrines  they  drew  the  necessary  conclusion  that  the 
interests  of  Capitalists  and  Workmen  are  always  antagonistic  to 
each  other,  and  that  the  gain  of  one  must  necessarily  be  the  loss  of 
the  other. 

It  was  apparently  this  hopeless  doctrine  of  Ricardo's,  along 
with  a  similar  error  regarding  Rent,  and  the  absurd  doctrines  of 
Malthus  on  Population,  which  are  also  founded  on  a  palpable 
arithmetical  error,  which  seemed  to  show  that  society  must  neces- 
sarily deteriorate  with  the  increase  of  numbers,  that  led  a  caustic 
philosopher  of  recent  times  to  nickname  Economics  as  the  "-dismal 
science." 


Correction  of  these  Erroneous  Doctrines, 

But  a  very  few  sentences  will  dissipate  these  gloomy  ideas,  and 
a  very  simple  arithmetical  calculation  will  show  that  Profits  and 
Wages  may  very  easily  rise  together,  and  that  consequently  there  is 
no  such  necessary  antagonism  between  the  interests  of  Capitalists 
and  Workmen  as  these  Economists  allege. 

Suppose  that  the  Capital  advanced  is  ;^ioo,  and  the  Profit  is  ;;^2o. 

Then  if  the  Profit  is  made  in  a  Year^  the  Rate  of  Profit  is 
evidently  20  per  cent,  per  annum. 

If  the  Profit  is  made  in  a  Months  the  rate  of  Profit  is  evidently 
240  per  cent,  and  per  annum. 

If  the  Profit  is  made  in  a  Week,  the  Rate  of  Profit  is  evidently 
1,040  per  cent,  and/^r  annum. 

If  the  Profit  is  made  in  a  Day,  the  Rate  of  Profit  is  evidently 
7,300  per  cent  and/^r  annum. 

These  principles  are  so  clear  as  to  be  beyond  dispute,  and  we  can 
test  the  doctrines  of  these  writers  by  them.     They  repeatedly  assert 

2  o 
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that  the  Rate  of  Profit  can  by  no  possibility  be  increased  except  by 
a  diminution  of  wages. 

But  the  simplest  arithmetical  calculation  shows  that,  supposi){ 
the  Capital  and  the  actual  Profits  to  remain  exactly  the  same,  tk 
Rate  of  Profit  may  be  enormously  increased  by  the  accdeiated 
rapidity  with  which  Profits  are  made. 

And  similarly,  if  the  Capital  and  the  actual  Profits  remain  the 
same,  the  Rate  of  Profit  may  be  immensely  diminished  by  \ 
retardation  of  the  periods  in  which  they  are  made. 

So  also  it  is  quite  easy  to  show  that  Wages  may  be  increased 
and  the  actual  Profit  diminished,  and  yet  the  Rate  of  Profit  greatl 
increased. 

Suppose,  as  before,  the  Capital  is  ;£ioo,  and  the  Profit  £1 
made  in  a  year. 

Suppose  that  the  period  of  making  the  Profit  is  reduced  to 
month,  then  the  Rate  of  Profit  is  240  per  cent,  per  annum. 

Suppose  that,  in  consequence  of  making   the   greater  Rate 
Profit,  the  Capitalist  advances  Wages  ;^s.     Then  Cost  of  Prodii 
tion  is  ;^  1 05,  and  the  Profit  is  ;£^i5,  made  in  a  month,  or  neai 
14*3  per  cent,  per  month,  which  is  Profit  at  the  Rate  of  more  th 
167  per  cent,  and/^r  annum. 

Suppose  a  still  more  accelerated  sale,  and  that  the  trader  mal 
the  Profit  of  j[y2o  in  one  day :  then,  as  we  have  seen  above,  that 
a  Profit  at  the  Rate  of  7,300  per  cent,  and/er  annum. 

Suppose  that  in  consequence  of  this  greatly  increased  Rate 
Profit,  the  trader  advances  wages  to  ;£^iio.  Then,  with  an  out' 
of  ;^iio,  he  makes  a  Profit  of  j[^\o  in  one  day:  being  more  th 
9  per  cent,  per  day:  or  at  the  Rate  of  more  than  3,318  per  ce 
and  per  annum. 

Hence,  while  Price  remains  exactly  the  same,  Wages  may 
considerably,  and  Rate  of  Profit  may  be  enormously,  increased 
the  simple  acceleration  of  the  periods  of  return. 

These  cases  may,  of  course,  be  reversed.  The  Price  may  rem; 
the  same,  the  wages  diminished,  the  actual  Profits  increased,  a 
yet  the  Rate  of  Profit  enormously  diminished  by  the  simple  retan 
tion  of  the  periods  of  sale. 

So  also  the  Price  may  be  reduced,  and  wages  increased,  a 
therefore  the  actual  Profit  reduced  both  by  an  increase  of  W24 
and  a  reduction  of  Price,  and  yet  the  Rate  of  Profit  grea 
increased. 

Suppose  that  in  the  last  case  the  trader,  in  consequence 
competition  or  for  any  other  reason,  reduces  prices  by  ^^5,  so  tl 
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tefore,  wages  came  to  £i\\o\  then  actual  profits  are  ^£5 :  this 
^Uld  still  be  Profit  at  the  rate  of  4*545  per  cent,  per  day,  or  more 
^n  1,659  per  cent/^r  annum. 

Thus  it  is  clearly  proved  that  by  the  simple  acceleration  of 
?>idity  of  sale,  Price  may  be  reduced,  wages  may  be  increased, 
tual  Profit  reduced ;  and  yet  the  Rate  of  Profit  increased :  that 

the  Capitalist,  the  Workman,  and  the  Customer  may  all  gain 
^ether :  and  of  course,  ^  conversoy  they  may  all  lose  together  by 
5  reverse  process  of  retarding  the  periods  of  return. 
There  may  therefore  very  well  be,  and  in  most  cases  there  is,  a 
lidarity  of  interests  between  Customer,  Capitalist,  and  Workman : 
d  not  a  necessary  antagonism,  according  to  the  doctrine  of 
cardo  and  his  copyists.  The  evident  error  of  these  writers  arises 
)m  their  having  entirely  omitted  the  most  potent  method  of 
i^reasing  the  Rate  of  Profit:  namely,  accelerating  the  periods  of 
:urn. 

The  current  doctrine  of  Economists  is  that  Rate  of  Profit  varies 
•ectly  as  the  excess  of  the  Profit  above  the  Cost  of  Production : 
lereas  the  true  doctrine  is — 

Rate  of  Profit  varies  Directly  as  the  excess  of  the  Profit  above 
r  Cost  of  Production^  and  Inversely  as  the  Time  in  which  it 
made. 

Economists  have  adopted  this  manifest  error  from  the  usage  of 
ders.  When  a  banker  charges  his  customer  Interest,  or  Dis- 
Lint,  or  an  advance,  the  Rate  per  cent,  and  per  annum  is  agreed 
on,  and  the  customer  pays  a  sum  according  to  the  Time  of  the 
vance.     But  when  a  trader  buys  goods  from  a  wholesale  dealer, 

simply  adds  on  to  the  goods  a  percentage  on  the  wholesale  price, 
d  makes  no  difference  whether  he  sells  the  next  day,  the  next 
ek,  the  next  month,  or  the  next  year:  and  he  erroneously  calls 
It  the  Rate  of  Profit:  thus  throwing  great  obscurity  and  mis- 
nception  over  the  whole  subject.     But  certainly  professed  writers 

Economics  ought  to  have  perceived  this  error  and  rectified  it. 

Examples  of  Trading  Profits. 

To  show  how  an  apparently  very  moderate  actual  Profit  may  be  a 
jh  Rate  of  Profit,  we  may  take  two  simple  examples. 
A  retail  bookseller  is  entitled,  by  the  custom  of  trade,  to  a  reduc- 
n  of  25  per  cent  off  the  published  price  of  the  work.  Many 
ail  booksellers  offer  to  obtain  any  book  for  their  customers  at  a 
icount  of  20  per  cent,  off  the  published  price.     Suppose  the  book 
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that  the  Rate  of  Profit  can  by  no  possibility  be  increased  except  bf  I 
a  diminution  of  wages.  I 

But  the  simplest  arithmetical  calculation  shows  that,  snppoom  I 
the  Capital  and  the  actual  Profits  to  remain  exactly  the  same^tbe  I 
Rate  of  Profit  may  be  enormously  increased  by  the  accekmri  I 
rapidity  with  which  Profits  are  made.  I 

And  similarly,  if  the  Capital  and  the  actual  Profits  remain  Ac  I 
same,  the  Rate  of   Profit  may  be  immensely  diminished  bjr  a 
retardation  of  the  periods  in  which  they  are  made. 

So  also  it  is  quite  easy  to  show  that  Wages  may  be  incxeaoed, 
and  the  actual  Profit  diminished,  and  yet  the  Rate  of  Profit  greal^ 
increased. 

Suppose,  as  before,  the  Capital  is  ;;^ioo,  and  the  Profit  £» 
made  in  a  year. 

Suppose  that  the  period  of  making  the  Profit  is  reduced  to  a 
month,  then  the  Rate  of  Profit  is  240  per  cent,  per  annum. 

Suppose  that,  in  consequence  of  making  the  greater  Rate  of 
Profit,  the  Capitalist  advances  Wages  £^.  Then  Cost  of  Prodoc- 
tion  is  ;^  105,  and  the  Profit  is  ^^15,  made  in  a  month,  or  neiilf 
1 4 '3  per  cent,  per  month,  which  is  Profit  at  the  Rate  of  more  than 
167  per  cent,  and/^r  annum. 

Suppose  a  still  more  accelerated  sale,  and  that  the  trader  makes 
the  Profit  of  ;£  20  in  one  day :  then,  as  we  have  seen  above,  that  is 
a  Profit  at  the  Rate  of  7,300  per  cent.  a,nd  per  annum. 

Suppose  that  in  consequence  of  this  greatly  increased  Rate  of 
Profit,  the  trader  advances  wages  to  ;£^iio.  Then,  with  an  outlay 
of  ;^iio,  he  makes  a  Profit  of  ;^io  in  one  day:  being  more  than 
9  per  cent,  per  day:  or  at  the  Rate  of  more  than  3,318  per  cent 
and  per  annum. 

Hence,  while  Price  remains  exactly  the  same.  Wages  may  be 
considerably,  and  Rate  of  Profit  may  be  enormously,  increased  by 
the  simple  acceleration  of  the  periods  of  return. 

These  cases  may,  of  course,  be  reversed.  The  Price  may  remain 
the  same,  the  wages  diminished,  the  actual  Profits  increased,  and 
yet  the  Rate  of  Profit  enormously  diminished  by  the  simple  retarda- 
tion of  the  periods  of  sale. 

So  also  the  Price  may  be  reduced,  and  wages  increased,  and 
therefore  the  actual  Profit  reduced  both  by  an  increase  of  wages 
and  a  reduction  of  Price,  and  yet  the  Rate  of  Profit  greatly 
increased. 

Suppose  that  in  the  last  case  the  trader,  in  consequence  of 
competition  or  for  arvY  other  reason,  reduces  prices  by  ^^5,  so  to 
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PROPERTY. 

It  is  now  recognised  that  there  are  three  orders  of  Economic,  or 
changeable,  Quantities,  or  Wealth  :  (i)  Material  things  of  all 
ids :  (2)  Personal  Qualities  in  the  forms  of  (a)  and  (b)  Credit : 
(3)  Abstract  Rights  of  a  great  variety  of  kinds.  All  these  things 
capable  of  having  their  Value  measured  in  Money,  or  possess 
Lc  Quality  of  Exchangeability :  they  may  be  bought  and  sold,  or 
"^^accbanged :  and  therefore  they  must  all,  by  the  Laws  of  Natural 
^*liilosophy,  be  included  under  the  term  Wealth. 

The  next  thing  to  be  done  is  to  find  a  General  Term  which  will 
^■:^clude  them  all  :    and  this  general  term  is  found  in  the   term 

And  when  we  understand  the  true  and  original  meaning 
the  word  Property,  it  will  throw  a  blaze  of  light  over  the  whole 
of  Economics,  and  clear  up  all  the  difficulties  which  the  word 
^Vealth  has  given  rise  to.  The  true  meaning  of  the  word  Property 
■3  the  key  to  the  whole  Sciences  of  Jurisprudence  and  Economics. 

Most  persons  when  they  hear  the  word  Property,  think  of  some 
ickiaterial  things,  such  as  lands,  houses,  cattle,  com,  money,  &c.  But 
tills  is  not  the  true  and  original  meaning  of  the  word  Property. 

Property  in  its  true  and  original  meaning  is  not  any  Thing  at  all 
Diaterial  or  otherwise :  but  it  is  the  Ownership,  or  Absolute  Right  to 
Something. 

Savages  have  very  feeble  notions  of  Abstract  Rights.  Their  ideas 
of  Wealth  are  something  they  can  lay  hold  of:  something  which 
they  can  only  acquire  by  violence,  and  which  they  can  only  retain 
V>y  bodily  force.  They  have  no  ideas  of  Abstract  Rights  separated 
t)x>m  anything  material. 

So  in  archaic  jurisprudence  a  person^s  possessions  were  called 
^^andpium:   because  they  were  supposed  to  be  acquired  by  the 
strong  hand  :   and  if  not  held  with  a  very  firm  grasp,  they  would 
probably  be  lost    But  as  civilisation  progressed,  and  firm  government 
Succeeded  barbarism,  men's  ideas  were  transferred  from  the  actual 
rnaterial  things  to  the  Rights  to  them.     Thus  in  course  of  time  the 
'Vrord  Mandpiuniy  which  originaljy  meant  the  material  things  which 
^ere  held  by  the  hand,  came  to  mean  the  Absolute  Right  to  them :  and 
in  early  Roman  Law  Mancipiutn  came  to  mean  Absolute  Ownership. 
Thus  Lucretius  (De  Rerum  Naturd^  iii.  971)  says — 
"  Vitaque  Mancipio  nulli  datur,  omnibus  usu." 
**And  Life  is  given  in  absolute  Ownership  to  none,  but  only  as  a 
.Jjoan  to  all^ 
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is  ordered  one  day  and  paid  for  the  next  The  customer  is  pla 
at  getting  the  book  so  cheap,  and  no  one  gmdges  the  boobeDa 
apparently  very  modest  profit  of  5  per  cent 

Let  us  now  see  what  the  Rate  of  Profit  is.  By  such  an  opent 
he  gains  a  Profit  of  5  per  cent  on  three-fourths  of  the  pfke  of 
book  in  one  day :  which  is  an  actual  Profit  of  6*666  percent 
day :  which  is  at  the  rate  of  more  than  9,433  P^  ^^^  ^ 
annum.  Traders  complain  when  bankers  charge  6  per  ceoL 
annum :  what  would  they  say  if  a  banker  charged  them  6  per  c 
per  day  f 

A  costermonger  buys  baskets  of  strawberries  in  Covent  Ga 
market  at  2}d.,  and  sells  them  the  same  afternoon  at  3d. :  every 
would  say  that  that  is  a  very  moderate  Profit  Yet  it  is  a  Pioi 
one-eleventh  part,  or  more  than  9  per  cent  per  day:  wfaid 
Rate  of  Profit  of  more  than  3,300  per  cent  per  annum. 

It  would  be  too  long  here  to  exhibit  all  the  confiision  and 
apprehension  in  £k:onomics  caused  by  this  patendy  erroi 
definition  of  Rate  of  Profit  by  Economists.  We  may  refer  1 
chapter  on  Profits  in  our  Elements  of  Economics.  It  is  suffid 
sav  that  the  rectification  of  this  arithmetical  definition  of  R 
Profit  has  brought  down  whole  masses  of  Economic  dogma, 
a  barrel  of  dynamite  would  bring  down  the  Monument 


PROMISSORY  NOTE. 

A  Promissor)'  Note  is  one  form  of  Incorporeal  Property 
a  Jus  in  personam. 

An  unconditional  written  Promise  made  by  a  person 
absolutely,  and  at  all  events,  (i)  a  certain  sum  of  Money 
a  certain  person  (3)  at  a  certain  event,  is,  in  modem  la 
termed  a  Promissory  Note,  or  shortly  a  Note. 

The  following  is  the  usual  form  of  a  Promissory  Note : 

";^i25  6s,  St/.  London^  May  ^th^ 

"  Three  months  after  date  I  promise  to  pay  John  Jones^  o 
the  sum  of  one  hundred  and  twenty-five  poutids^  six  shillin 
eightpence.  "  William  Johr 

A  Promissory  Note  is  one  form  of  Credit  All  Notes  i 
of  the  Circulating  Medium  or  Currency.  They  are  ten 
law  Valuable  Securities. 
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Si>  liaron  invariably  uses  the  word  Property  to  mean  a  Right, 
rvi  ni-vcr  a  Thing.  He  says  one  of  the  uses  of  the  I^w  ''is  to 
&<«|m»m:  of  the  Pro|H:rty  of  their  goods  and  chattels.'*  He  explains 
M«  various  methods  by  which  rro{x:rty  in  goods  and  chattels  may  be 
c^iuirt-d.  S«»  he  s|K'aks  of  the  "  rro|)crty,  or  Interest,  in  a  timber  tree." 

In  (%»myns's  great  Digest  of  the  I^w  there  is  not  a 
tnclr  instance  of  the  word  Pro|K*rty  being  applied  to  material 
hingv     He  invariably  uses  it  to  mean  Absolute  Ownership. 

'Ill us  u{i  to  the  middle  of  the  last  (x*ntury  ProiKTty  was  invariably 
Lsed  to  mean  Absolute  Ownership,  and  was  never  applied,  at  least 
n  any  work  of  authority,  to  material  sul»tances. 

Kvery  jurist  knows  that  the  true  meaning  of  Property  is 
k  Kifihi.  and  not  a  Thing.  Thus  Erskine  says,  '*  The  sovereign, 
3r  nul.  Ki^ht  is  that  of  Property,  whieh  is  the  Right  of  using 
ftnil  di^iHtsin^  a  subject  as  our  own,  except  so  far  as  we  are 
v^traintd  l»>  bw  or  |ui-tion." 

I'hi^  fiu-jinmg  uf  Pro|>erty  has  been  understood  by  Economists  as 
Veil  as  by  jurists.  Thus  Men^iere  de  la  Riviere,  one  of  the  moft 
Lfninent  ol  the  French  Economists,  sa)'S,  '*  Pro{K'rty  is  nothing  but 

the  Ripcht  to  enjoy It  is  seen  that  there  is  but  one  Right  of 

prn(H-n\.  (hat  is  a  Ri^ht  in  a  person,  but  whit-h  changes  its  name 
I't  ordin^  !•»  the  nature  of  the  object  to  which  it  is  applied.'* 

I*hc  «Mrii  I*ro|H:rty  is  in  no  way  restricted  to  the  Rights  to  material 
ku'-^t.iTK  IN  ;  it  is  also  applied  to  the  Rights  to  al»stract  Rights. 

ll;u*>  '..iniiL*d  Pro{K:rty  means  Rights  to  Liiuls  .ind  houses :  Real 
Pr  ;•«'::>  means  Rights  tu  realty  :  IVrsotul  Pro|)erty  means  rights  to 
I'',  r-w  fM-iI  •  hatteK. 

^  untied  Pro|)erty  is  the  Right  to  demand  a  series  of  payments 
\z  ':i  t:;r  n.ition  ;  I  jterar)*  Pro(>erty  is  the  Right  to  profits  from 
«  '\s  ••!  literature:  .\rtisti<*  Pro|K-rty  is  the  Right  to  profits  from 
«>rks  III  .-irt  .  I  dramatic  l*roi>erty  is  the  Right  to  rL-<'eive  profits  from 
i:rir:u!:<  frpresi'ntations ;  News|ia|»er  Properly  is  the  Right  to 
the:  ;'ri>:i!s  irmn  publishing  a  neWN(U|>er.  So  there  are  many  other 
k:nd4  f>!  IncoqHireal  Pro|>erty.  such  as  Shares  in  C\>mmerrial 
y  r:  ;an!*  s.  the  (f«M>dwill  of  a  busimss,  a  professional  Practice, 
Patf-?i!s.  I  ]:hes,  Advowsuns,  Shootings,  |-'i>hin;:s,  Marki  t  Rights, 
I'^.'i  nun\  other  kinds  of  Valuable  Ri,:h(s. 

>«i  vkhf-ti  a  {HTSun  has  sold  giMids  on  t  r<  dit  he  ai  juiri-s  a  Right 
»•!  jc ::■■»,  or  Credit,  or  a  l>ebl,  in  e\«  han^i  l<'r  lluni.  and  he 
ha«  a  i*rf»{K:r(>  tn  this  Right  of  a«  tion,  (T^ilit.  ^r  Ik-S:.  and  can  sell 
It  like  any  material  chattel. 

So  a  pcnon  has  the  Pro|K;rty  in  his  oun  i  har.u  tt  r,  his  industrial 
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In  process  of  time  Property  came  to  be  denoted  by  a  word  w 
meant  a  pure  Abstract  Right 

All  the  possessions  of  the  family  belonged  to  the  &mily 
whole  (Domus).  But  the  head  of  the  house  (Dominus,  lers\ 
alone  exercised  all  Rights  over  them.  He  alone  had  the  absi 
ownership  of  his  fanulia^  or  household,  including  his  wife,  chil< 
slaves,  and  all  its  possessions.  Hence  this  right  was  c 
Dominium^  Swiroreia^  and  Dominium  was  always  used  in  Romu 
to  denote  absolute  Ownership. 

So  long  as  the  Patria  Potestas  retained  its  pristine  rigoa 
member  of  the  family  could  have  any  individual  Rights  to  tl 
But  in  the  time  of  the  early  Emperors  this  extreme  rigour  o 
patria  potestas  began  to  be  relaxed.  In  some  cases  indii 
members  of  the  family  were  allowed  to  have  Rights  to  posses 
independently  of  the  head  of  the  house  and  its  other  members 
this  Right  was  termed  Proprietas. 

This  Right  of  holding  possessions  independently  of  the 
members  of  the  family  was  considerably  extended  by  subse 
Emperors,  and  was  always  called  Proprietas, 

Proprietas,  therefore,  in  Roman  Law  meant  the  absolute 
exclusive  Right  which  a  person  had  to  anything,  indepen( 
of  any  one  else,  and  was  synonymous  with  Dominium,  Nerai 
jurist  of  the  time  of  Hadrian,  says,  "  Proprietas  id  est  Domir 
— " Property  that  is  (kvnership" 

So  Gaius  says,  "Non  solum  autem  Proprietas  per  eos  qi 
potestate  habemus  adquiritur  nobis." 

"iV^/  only  then  do  we  acquire  absolute  Property  through  those 
we  have  in  our  power J*^ 

So  also  Justinian,  "  Transfert  Proprietatem  rerum." 

"  Transfers  the  Property  in  the  goods^ 

And  in  other  instances  too  numerous  to  cite. 

Thus  the  word  Proprietas  in  Roman  Law  never  meant  a  m 
thing,  it  invariably  meant  the  exclusive  and  absolute  Kit 
something ;  the  thing  itself  was  Materia, 

Meaning  of  the  word  Property  in  English, 

So  also  in  early  English  the  word  Property  invariably  m< 
Right,  and  not  a  Thing. 

Thus  grand  old  Wycliffe  says,  "  They  will  have  Property  in  § 
goods  where  no  Property  may  be,  and  have  no  Property  in  v 
goods  where  CVvnsUatv  xtvetv  xcia-^  Vv^slN^  "PTo^rty." 
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St>  llaron  invariably  uses  the  m*ord  Property  to  moan  a  Right, 
r>d  nivtr  a  Thing.  He  says  one  of  the  uses  of  the  I^w  '*is  to 
ks|M»sc  (if  the  l*ro|)erty  of  their  goods  and  chattels.'*  He  explains 
rie  various  methods  by  which  rro|)erty  in  goods  and  chattels  may  be 
n|utrixl.  S»  he  s|K*aks  of  the  "  Property,  or  Interest,  in  a  timber  tree." 

In  (^>in\ns*s  great  Digest  of  the  I^w  there  is  not  a 
knglr  instance  of  the  word  Property  being  applied  to  material 
hingv     Hi*  invariably  uses  it  to  mean  Absolute  Ownership. 

'Ilius  ii]i  to  the  middle  of  the  last  centur)*  Pro|ierty  was  invariably 
Lscd  to  iiu-an  Absolute  Ownership,  and  was  never  applied,  at  least 
n  atiy  wnrk  of  authority,  to  material  substances. 

Kviry  jurist  knows  that  the  true  meaning  of  Pro|x*rty  is 
fe  Kif:hi.  and  not  a  Thing.  Thus  Erskine  says,  "The  sovereign, 
sr  real.  Ri^iht  is  that  of  Property,  which  is  the  Ki^ht  of  using 
irnl  diHiNtMn^  a  subject  as  our  own,  except  so  far  as  we  are 
restraint  d  !•>  bw  or  fuction.** 

Hi  IS  fiii-aiun^  of  Pro|>erty  has  bei*n  umlerstiKxi  by  Kconomists  as 
Veil  as  b\  jurists.  Thus  Men*icre  de  la  Ki\icre,  one  of  the  moft 
Lniincnt  k\\  the  French  Economists,  sa)'S,  **  Pro^n-rty  is  nothing  but 

the  Kvht  t<»  enjoy It  is  seen  that  there  is  but  one  Right  C^ 

prti;ic-rt\.  th.it  is  a  Ri^ht  in  a  person,  but  whirh  changes  its  name 
!•  •   irdin^  til  the  nature  (if  the  object  to  which  it  is  applied.'* 

H)'-  «<rii  I'r(i|K:rty  is  in  no  way  restricted  to  the  Rights  to  material 
•.u'-^'..i'i'  I  ^  .  It  15  also  applied  to  the  Rights  to  alistract  Rights. 

IV.->  Limit d  I'ro|terty  means  Rights  to  lands  and  houses:  Real 
I'r  ;»  't\  means  Rights  to  realty  :  IVrsonal  Pro|>erty  means  rights  to 
I  •  r*.  ■:;.i!  .  iiattfl^. 

I.:n>i<tl  rri>}K:rt\  is  the  Right  to  demand  a  series  of  |uyments 
:r  '\\  v.w  ;  Lit  in;  1  -  Literary  Pro(>erty  is  the  Right  to  profits  from 
.»  -fcs  ..:  literature:  .\rtisiii*  ProjK-rty  is  the  Right  to  profits  from 
«  r&H  ii!  .ir:  .  dramatic  Pro|K:rty  iN  the  Right  to  receive  profits  from 
:r.riut:<  reprrsentalKMis :  Newsjia|»er  Property  is  the  Right  to 
t:.e  priiri'N  irom  publiNhing  a  neWN|U(>er.  ."so  there  are  many  other 
k:-ids  n!  Ini-oqnireal  Proj»erty.  such  as  .*^hares  in  ('ommercial 
i  't:.|an!rs.  the  (hkhImiH  of  a  business,  a  professional  Practice, 
Patf-nls,  I  ithes,  Advowsons,  Shootings,  Fi>h:nus,  M.irket  Rights 
x-'A  niari\  lit  her  kinds  of  Valuable  Rights. 

^1  whtti  a  |K  rson  has  sold  goods  on  i  r- dit  he  a«  ;uires  a  Right 
•  j<t:-Ti,  or  Credit,  or  a  Ikbt.  in  e\«  han^-  t-T  l!nni,  and  he 
r  a*  X  Pr«ijNrt>  in  this  Right  i>!  a*  lion,  <'fi.l:t.  i  r  l>e!it.  and  cin  sell 
;!  hkr  an>  nuterial  <  battel. 

So  a  (M-rv>n  has  the  Pro|K;rty  in  his  oun  <  lur.i<  :ir,  his  industrial 
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and  mercantile  capacity.  Smith  says  that  a  man's  Labour  is  bl 
most  sacred  Property.  So  to  a  banker,  a  merchant,  or  a  trader,  lal 
Credit  is  his  most  sacred  Property.  Ii 

This  appears  more  clearly  in  the  law  of  Scotland,  in  which  bndil 
and  houses,  which  are  termed  Real  Property  in  the  law  of  En^tail 
are  termed  Heritable  Rights,  because  the  Rights  to  them  pass  toikl 
heir.  And  what  is  termed  Personal  Property  in  the  law  of  EngM  I 
is  termed  Movable  Rights,  because  the  Rights  to  them  pass  or  moR  I 
to  the  executor;  and  under  the  term  Movable  Rights,  Ri^rfl 
action,  Credits,  or  Debts  are  included.  Hence,  Abstract  Rights  «e  I 
the  subjects  of  Property  exactly  in  the  same  way  as  material  chattds.  I 

When  the  Socialists  and  Communists  wish  to  destroy  Propatj,k  I 
is  not  the  material  things  they  wish  to  destroy,  but  the  exdmiie  I 
Rights  which  private  persons  have  in  them.  I 

There  is  besides  a  whole  class  of  Latin  words,  wludi.  Eke 
Mancipium^  in  early  times  and  in  classical  Latin  meant  mateml  I 
things,  but  which  in  the  progress  of  civilisation  and  jurisprodcDce, 
and  in  modem  mercantile  Law,  have  come  to  mean  mere  Abstna 
Rights  and  Duties;  and  by  a  reverse  process  most  unfortunatdy 
many  words,  which,  like  Property,  really  mean  Abstract  Rights,  have 
been  per\erted  to  mean  material  things — to  the  great  confusion  of 
Jurisprudence  and  Economics. 

The  word  Property  means  Absolute,  Entire,  and  Exclusive  Owner- 
ship. It  is  the  Right  to  deal  with  the  objects — Material,  ImmateiiaL 
and  Incorporeal — in  any  way  in  which  the  owner  pleases,  except  m 
so  far  as  he  is  restrained  by  law  or  {^action. 

The  term  Property  comprehends — 

1.  The  Jus  Possidendi,  or  the  Right  of  Possession  of  the  objecL 

2.  The  Jus  Utendi,  or  the  Right  of  using  it  in  any  way  the 
owner  pleases. 

3.  The  Jus  Fruendi,  or  the  Right  of  appropriating  any  fruits  0: 
profits  from  it. 

4.  The  Jus  Abutendi,  or  the  Right  of  destroying  or  alienating  it 

5.  The  Jus  Vindicandi,  or  the  Right  of  recovering  it,  if  found 
in  the  wrongful  possession  of  anyone. 

Property,  or  Dominion,  therefore,  does  not  mean  any  single  Right 
but  an  aggregate,  or  bundle  of  Rights  :  it  comprehends  the  Totality 
of  Rights  which  can  be  exercised  over  anything. 

Economic  Quantities,  then,  or  Economic  Rights,  are  then  rf 
three  distinct  orders — 

I.  Rights,  or  Property,  in  some  material  thing  which  has  already 
been  acquired. 
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^.   Rights,  or  l*ro|K*rty,  in  labour  or  ser\*iccs. 
J.  Rights,  or  rroperty,  in  something,  which  is  only  to  bt  aicquirud 
tome  piturt  time. 

Now,  wc  ohscnv  that  the  first  and  third  of  the  Economic 
ttintities  or  Rights,  enumerated  above  are  Inverse,  ur  Opposite,  to 
ch  other.  ProiM*rty,  like  Janus,  has  two  faces,  placed  luck  to 
kck.  It  regards  the  Past  and  the  Future.  We  may  buy  and  sell 
c  Right  to  a  thing  which  has  aJready  fiftfi  acquired  in  time  /ai/.- 
id  we  can  also  buy  and  sell  the  Right  to  a  thing  which  is  only 
Ar  a('«}uire4l  in  time  future. 

It  is  one  of  the  innumerable  a|)plication$  of  the  Algebraical 
giu  -^  and  -  ,  that  if  any  point  in  time  be  taken  as  o,  then  Time 
f^>re  this  i|»tH*h  and  Time  after  this  epoch  are  denoteil  by  the 
ifH»^ite  signs  -^  and  -  ;  which  sign  to  denote  either  Time  being 
matter  of  pure  ci>n  vent  ion. 

Ix-t  UN  denote  Time  present  by  o ;  Time  past  by  +  ;  and  Time 
ture  bv 
It  will  Ih  r«-preM.'nled  thus  — 

\e..  •  5.  +  4,  +  3.  +  2,  -♦-  i.o,  -1,-2,-3-4-5-  \x., 
d  tt  in  eviilent  that  the  Totality  of  Time  from  any  year  preceding 
r  given  era  < »  to  any  year  sul>se(]uent  to  the  given  era  will  be  the 
m  uf  the  Positive  \ears  and  the  Negative  years. 
Thus,  if  we  t.ike  the  ( 'hristian  era  as  o,  years  before  it  as  PoNitive, 
ti  \cars  after  ii  as  Negative,  then  the  total  |KTiod  fr<»m  the  founda- 
m  of  kotiu  tn  the  present  time  is  +  753  years,  together  with 
iStj;   vtars;    or  .*,64.S  years  in  all. 

HcTic  e  the  prixluits  i%hieh  have  already  lieen  acijuired  in  the  Past, 
i'tftitive  \ears,  may  l>e  termed  Positive  Products:  and  the  pn>- 
ict»  mhn  h  are  to  lie  ac(]uired  in  the  Future,  or  Negative  years, 
av  \m'  (ernietl  Negative  Products. 

N'lV  in  all  niatheinatical  and  ph)'siral  sciences,  it  is  invariably  the 
,%iun\  to  ill  note  similar  tjuantities,  but  of  opiiusite  t|ualitics,  by  the 
ipa«2tc  M^ns  -^  anil 

Hence  xs  a   matter   of   simple  convenience,  ami  following  the 

tanable    cuMmii    in    all    mathematical   and    physieal    sciences,    if 

:  denote  Pro{)erty  in  a  prixlut  t  which  Atts  a/rrtu/}  /rcw  a(t|uire<l 

PositiTC.  we   may,  as  a  mark  of  distin<'tion,  denote  l*r(»{H!rty 

a    pr>i«iuct   uhiih    is   only  /o   /r   ao)uiri'd    in    time    Future   as 

N'j«  Proj^rty  in  a  thing,  which  has  already  come  into  existence, 
Corpori-al  or  Material  l*ro|K*rty  :  and  as  we  lu\e  .is!»umed  above 
t»e  pakt  as  fiositive.  Corporeal  or  Matenal  Pri>|>erty  may  be  termed 
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a  Positive  Economic  Quantity ;  and  Property  in  a  thing  i 
acquired  at  some  future  time  is  Incorporeal  Property;  and; 
have  above  denoted  time  future  as  negative,  Incorporeal  Pr 
may  be  aptly  designated  as  a  Negative  Economic  Quantity. 

And  as  in  all  mathematical  and  physical  sciences,  the 
science  comprehends  both  Positive  Quantities  and  N> 
Quantities;  so  the  whole  Science  of  Economics  compr 
both  Positive  Economic  Quantities  and  N^;ative  £o 
Quantities :   both  Corporeal  Property  and  Incorporeal  Pre 

By  this  means  we  double  the  field  of  Economics  as 
treated;  and  we  do  in  Economics  what  these  have  done 
various  mathematical  and  physical  sciences,  who  introduc 
made  N^ative  Quantities  an  int^ral  part  of  them. 

By  this  means  we  are  enabled  to  obtain  the  solution  of  pi 
which  have  hitherto  baffled  all  Economists,  and  it  is  by  this 
only  that  the  Theory  of  Credit  can  be  explained. 


Conspectus  of  the  Totality  of  Property. 

As  Labour  and  Services  perish  in  the  very  act  of  being  pei 
we  may  denote  Property  in  them  as  Property  in  the  present. 

The  other  two  kinds  of  Property  are  of  continuous  en( 
and  may  be  transferred  any  number  of  times,  and  > 
denote  them  thus: — 


Property  in  the  Products 
OF  THE  Past 


Property  Consists  of 

Present  j    Property  in  the  Pi 
Time  of  the  Futur 


Lands,  Houses,  &c. 

Money  already  earned  by  a  ■ 
Merchant. 

Premises,   Stock   of  Goods  i 
in  a  Shop. 

Money  already  earned  by  a 
Professional  Man. 

The  Capital  of  a  Company. 


Annual  Income  for « 
His  Credit. 

The  Good^\^ll. 

The  Practice. 

The  Shares. 

Annuities  of  all  soi 
Funds,  Tolls,  I 
Patents,  Ground 
&c. 
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Kow  each  kind  of  Property  may  be  valued  in  money ;  may  be 
ht  and  sold  or  exchanged  ;  and  is  therefore  Wealth,  as  decbred 
^300  years  ago  in  Roman  I^w.  By  including  l>oth  species  of 
•^^icrty  under  the  term  Wealth,  we  double  the  field  of  Economics 
^^  asujlly  treated,  and  give  it  the  same  extension  as  introducing 
Negative  (Quantities  docs  in  Nfathematics  and  Natural  Philosophy. 


RENT. 

The  word  Rent  {Redihts)  means  any  income  or  revenue  derived 
%tNn  any  source.  It  means  an  Annuity,  or  the  Right  to  receive  a 
Series  of  fnyments. 

Thus  Chaucer,   describing  the  welUo-do  citizens  of   London* 

**^^  ••They  had  enough  of  ChallcU  and  of  Rent" 

So.  in  "  The  Monk's  Talc  •'— 

**  And  leyde — 'King,  (sud  to  thy  fiulcf  scnic 
(•loric  and  honrnir,  rcgne,  trei«Hir,  Rente.** 

#^»v  ''When  At  he  with  hU  owcn  hand  tlew  thee. 

Succeeding  in  thy  rcgne,  and  in  thy  Rente. " 

Sir  I  Uvid  Lyndsay  of  the  Mount  sa)^ — 

**\Vh(i  fixed  have  their  hearts  and  whttle  intents 
On  tenMial  luftt,  on  dignity,  and  Rents.** 

Formerly  it  was  also  applied  to  the  interest  paid  for  the  use  of 
nionc>  an  a  {Hrrmanent  loan.  Thus,  when  Charlt-s  II.  shut  up  the 
K\chc«)ucr.  and  amtlscated  the  funds  of  the  liankers  lo<lged  in  it, 
hr  promised  them  a  yearly  Rent  of  6  |X'r  cent. 

So  in  lioswelFs  ** Johnson'*  it  is  said  that  a  lady  left  Mrs. 
Willums  an  "annual  Rent** 

The*  use  of  the  word  Rent,  however,  as  applieil  to  the  interest 
;aiil  for  a  I<»an  of  money  has  been  discontiiiui-d  in  Knglish.  The 
ftnlv  mttance  that  we  are  aware  of  where  it  is  ust'd  to  denote 
>-fvtns  who  acquired  Rights  in  return  for  a  loan  of  Money  are  the 
Renters  of  I>rur>'  I^ne  and  Covent  (larden  Tliratres.  They  are 
fterfton^  and  their  assignees  who  subscnlK^  to  rebuild  the  'Hieaties 
jftcr  they  were  burnt  down,  and  re<x*ived  in  exrhan};r  certain  Rights 
of  adnit*kMon  to  the  |)erformances. 

Thr  word,  however,  is  still  UMtl  in  this  viise  on  the  <*ontinent. 
The  KumU  are  there  still  called  Rentes,  a  fimdh<»Ukr  In  Mill  called 
3  Rentier.  Turgot  s| teaks  of  the  Inter^t  J-^^nner  and  the  InitrH 
Remhtr^  or  the  landed  Interest  and  the  Moneyeil  li\U*tvs\. 
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Tlie  h^kA  Reos  in  FiigpUt  is  now  bqbAt  icstncscd  to  the  Right 
CO  leoave  cDoipeiKatioii  liar  the  use  of  liodi^  hooscs.  pe«s^  tekgnpk 
vices,  oictii  c^es^  copviiglits^  miiriil%  and  otber  prapcrtj  bekl  fcr  a 
period  of  gngar., 

Tbe  sobfect  of  Rem  has  acquiied  an  <njgguated  nocoriecr  a 
Economics^  from  a  contzoversv'  on  die  Rent  of  land  vlikJi  aras 
from  Snuth's  setfcontradii  liuus  on  Rent :  in  one  set  of  i^^^y^ 
Smidi  maint2zns  that  Rent  is  a  canse  of  Price,  Ll.  dnt  it  raises  tk 
price  of  Gom  to  tbe  Consumer ;  in  another  set  he  alleges  that  Rest 
is  die  efiect  of  Price,  ix,  that  it  comes  out  of  Price  and,  tfaerdioR. 
does  not  raise  iL 

Tbe  vhoie  practical  impoftanre  of  the  qoestion  is  redooed  to 
dais — If  the  landlords  veie  to  forego  their  Rents^  would  com  be 
any  die  cheaper  to  die  Consomer? 

Smidi  says  (Book  L  ch.  6) — '^  In  die  price  of  com,  one  port  pajs 
die  rent  of  tbe  landlord,  another  pays  die  irages  or  maintenaDce  of 
tbe  laboorers  and  labonrii^  cattle  employed  in  producing  it,  and  die 
third  pays  the  profit  of  the  former.  These  diree  parts  seem  either 
immediately  or  ultimately  to  make  up  tbe  wbole  price  of  cotil'' 

Again — "Wages,  Profit,  and  Rent  are  tbe  three  ordinal  sources 
of  all  revenue,  as  well  as  of  all  exchar^eable  value  ^ '. 

Again — *'  As  in  a  civilized  country,  there  are  but  few  comniodities 
of  which  the  exchangeable  value  rises  from  labour  only,  rent  and 
profit  contributing  largely  to  that  of  the  far  greater  part  of  them.'' 

In  the  next  chapter  be  says  that  there  is,  in  evay  society  or 
neighbourhood,  an  ordinary  or  average  rate  of  wages,  profit,  and 
also  of  rent :  the  latter  regulated  partly  by  tbe  general  arcamstances 
of  the  society  or  neighbourhood  in  which  the  land  is  situated,  and 
partly  by  the  natural  or  improved  fertility  of  tbe  land. 

"  These  ordinary  or  average  rates  may  be  called  the  natural  rates 
of  wages,  profit,  and  rent,  at  the  time  and  place  at  which  the) 
commonly  prevail. 

**  When  the  price  of  any  commodity  is  neither  more  nor  less  than 
what  is  sufficient  to  pay  the  rent  of  the  land,  tbe  wages  of  the 
labour,  and  the  profits  of  the  stock  employed  in  raising,  preparii^. 
and  bringing  it  to  market,  according  to  their  natural  rates,  the 
commodity  is  then  sold  for  what  may  be  called  its  natural  price. 

'*The  commodity  is  then  sold  precisely  for  what  it  is  worth  (!X  or 
for  what  it  really  costs  the  person  who  brings  it  to  market." 

[The  worth  of  the  commodity  is  what  the  producer  can  obtain  in 
exchange  for  it] 

'*  The  actual  price  at  which  any  commodity  is  commonly  s(^d  is 
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called   its  market  price.      It  may  either  be  above,  or  below,  or 
exactly  the  same  with  its  natural  price. 

"  The  market  price  of  every  particular  commodity  is  regulated  by 
:he  proportion  between  the  quantity  which  is  actually  brought  to 
market,  and  the  demand  of  those  who  are  willing  to  pay  the 
latural  price  of  the  commodity,  or  the  whole  value  of  the 
rent,  labour,  and  profit  which  must  be  paid  in  order  to  bring 
it  thither." 

Now  these  extracts  affirm,  as  clearly  as  can  be,  that  Rent, 
Wages,  and  Profit  enter  into  the  price  of  com  exactly  in  the  same 
way,  so  that  if  one  be  a  cause  of  high  price,  the  others  must 
be  so  too. 

But  in  Bk.  I.  ch.  ii.,  on  the  Rent  of  Land,  Smith  says,  "  Rent,  it 
is  to  be  observed,  enters  into  the  composition  of  the  price  of  com- 
modities in  a  different  way  from  Wages  and  Profit  High  or  low 
wages  and  profit  are  the  causes  of  high  or  low  price;  high  or  low 
rent  is  the  effect  of  it.  It  is  because  high  or  low  wages  and  profit 
must  be  paid  in  order  to  bring  a  particular  commodity  to  market, 
that  its  price  is  high  or  low.  But  it  is  because  its  price  is  high  or 
low,  a  great  deal  more,  a  very  little  more,  or  no  more  than  what  is 
sufficient  to  pay  those  wages  and  profit,  that  it  affords  a  high  rent  or 
a  low  rent,  or  no  rent  at  all." 

Now  these  doctrines  of  Smith,  as  to  Rent,  are  manifestly  self-con- 
tradictory. In  the  first  set  he  manifestly  makes  Rent  enter  into 
price  in  the  same  way  as  Wages  and  Profits,  and  to  be  a  cause 
of  Price;  in  the  second  he  makes  Rent  to  enter  into  Price  in 
the  opposite  way  to  Wages  and  Profit,  and  to  be  the  effect  of 
Price. 

Smith's  work  was  published  in  1776,  a  few  weeks  before  Hume 
died.  The  first  night  that  Hume  read  it,  the  sagacious  philosopher 
immediately  detected  Smith's  error  in  alleging  that  the  payment  of 
Rent  raised  the  price  of  corn,  and  wrote  to  tell  him  of  it. 

It  was  this  manifest  self-contradiction  in  Smith's  doctrine  of  Rent 
that  gave  rise  to  the  long  contest  on  the  Theory  of  Rent  It  was 
commenced  by  a  writer  named  Anderson,  who  was  a  practical 
farmer,  and  also  an  extensive  writer  on  agricultural  subjects.  He 
has  a  title  to  be  remembered  by  posterity  as  the  inventor  of  the  two- 
horse  plough  without  wheels,  to  which  the  immense  progress  of 
Scottish  agriculture  is  mainly  due.  In  1777  a  new  corn  bill  was 
brought  into  Parliament,  and  Anderson  wrote  a  pamphlet  called  An 
Inquiry  into  the  Nature  of  the  Com  Laws^  for  the  purpose  of 
advocating  a  sliding  bounty.      In  the  course  of  this  he  shows  the 
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t  if  all  the  soil  was  of  uniform  fertility  no  such  thing  as  Rent 
^Vild  be  paid. 

however,  such  a  consequence  as  this  is  manifestly  contrary  to 
on   sense,  and  consequently  there   must   be  a  flaw   in  the 
ning. 

On  Rioardo'8  Theory  of  Rent 

Ricardo  begins   by  defining  Rent  to  be  that  portion   of  the 
luce  of  the  earth  which  is  paid  to  the  landlord  for  the  use  of 
le  original  and  indestructible  powers  of  the  soil 
This  definition  is  purely  arbitrary  and  futile :   the  earth  has  no 
iginal  and  indestructible  powers  in  the  sense  Ricardo  means.     The 
»iily  original  and  indestructible  power  that  the  land  has  is  extent. 
lere  is  scarcely  any  land  whatever  which  is  fit  for  cultivation 
^^^ithout  a  very  considerable  expenditure  of  Labour  and  Capital : 
the  powers  of  the  earth  are  so  far  from  being  indestructible 
except  in  a  few  favoured  regions,  they  wear  out  very  fast,  and 
[uire  a  constant  renewal  of  Labour  and  Capital  to  keep  it  in  a  fit 

for  cultivation. 
He   then   says  —  "It  is   often,   however,   confounded  with  the 
Interest  and  Profit  of  Capital,  and  in  popular  language  the  term 
"is  applied  to  whatever  is  annually  paid  by  a  farmer  to  the  landlord. 
3f  of  two  adjoining  farms  of  the  same  extent,  and  of  the  same 
xiatural  fertility,  one  had  all  the  convenience  oi  farming  buildings^ 
and,   besides,   was   properly   drained    and    manured,   and    advan- 
tageously divided  by  hedges,  fences,  and  walls,  while  the  other 
had  none  of  these  advantages,  more  remuneration  would  naturally 
"be  paid  for  the  use  of  one  than  for  the  use  of  the  other:  yet  in 
both  cases  this  remuneration  would  be  called   Rent.      But  it  is 
evident  that  a  portion  only  of  the  money  annually  to   be  paid 
for  the  improved  farm  would  be  given  for  the  original  and   in- 
destructible powers  of  the  soil:   the  other  portion  would  be  paid 
for  the  use  of  the  Capital  which  had  been  employed  in  ameliorat- 
ing the  quality  of  the  land,  and  in  erecting  such  buildings  as  were 
necessary  to  secure  and  preserve  the  produce." 

With  respect  to  this  we  may  say  that  Rent  is  the  word  invariably 
applied  to  remuneration  paid  for  the  use  of  houses  and  buildings, 
and  therefore  nothing  can  be  more  proper  than  to  include  the  sum 
paid  for  them  in  Rent.  With  respect  to  the  other  things  which  are 
necessary  for  the  due  cultivation  of  the  farm,  to  deny  the  name  of 
Rent  to  the  remuneration  paid  for  them  is  as  frivolous  as  to  say, 
speaking  of  a  house,  that  the  word  Rent  is  to  be  restricted  to  the 
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sum  paid  for  the  use  of  the  bare  walls,  but  that  the  remunecatiao 
paid  for  the  painting,  papering,  fitting-up,  and  all  the  decorations  is 
to  be  called  Interest  for  Capital. 

Ricardo  then  says — "  Adam  Smith  sometimes  speaks  of  Rent  in 
the  strict  sense  to  which  I  am  desirous  of  confining  it,  but  more 
often  in  the  popular  sense  in  which  the  term  is  usually  employed 
He  tells  us  that  the  demand  for  timber,  and  its  consequent  h^ 
price  in  the  more  southern  countries  of  Europe,  caused  a  Rent  to 
be  paid  for  forests  in  Norway  which  could  before  afford  no  Rent 
It  is  not,  however,  evident  that  the  person  who  paid  what  he  caQs 
Rent  paid  it  in  consideration  of  the  valuable  commodity  which  was 
then  standing  on  the  land,  and  that  he  actually  repaid  himself  with 
a  profit,  by  the  sale  of  the  timber.     If,  indeed,  after  the  timber  was 
removed,  any  compensation  were  paid  to  the  landlord  for  the  use 
of  the  land,  for  the  purpose  of   growing  timber,    or  any  other 
produce,  with  a  view  to  future  demand,  such  compensation  mi^- 
justly  be  called  Rent,  because  it  would  be  paid  for  the  productive 
powers  of  the  land ;  but  in  the  case  stated  by  Adam  Smith,  the 
compensation  was  paid  for  the  liberty  of  removing  and  selling  the 
timber,  and  not  for  the  liberty  of  growing  it." 

This  objection  of  Ricardo's  is  manifestly  of  no  weight,  because 
Rent  is  in  all  such  cases  part  of  the  profits  of  the  produce  of  the 
soil,  and  the  distinction  made  between  the  remuneration  paid  for 
the  right  of  cutting  that  timber  and  the  right  of  growing  future 
timber  is  manifestly  futile,  because,  though  the  sum  paid  for  that 
single  crop  is  limited,  it  is  manifestly  paid  for  the  use  of  the  produc- 
tive powers  of  the  earth,  so  far  as  regards  that  crop,  just  as  much  as 
the  future  produce  of  the  productive  powers  of  the  earth. 

Ricardo  then  goes  on,  "  He  speaks  also  of  the  rent  of  coal  mines 
and  of  stone  quarries,  to  which  the  same  observation  applies — that 
the  compensation  given  for  the  mine  or  quarry  is  paid  for  the  value 
of  the  coal  or  stone  which  can  be  removed  from  them,  and  has  no 
connection  with  the  original  and  indestructible  powers  of  the  land 
This  is  a  distinction  of  great  importance  in  an  inquiry  concemii^ 
Rent  and  Profits,  for  it  is  found  that  the  laws  which  regulate  the 
progress  of  Rent  are  widely  different  from  those  which  regulate  the 
progress  of  Profits,  and  seldom  operate  in  the  same  direction." 

The  objection  taken  by  Ricardo  to  Adam  Smith  has  no  force 
whatever.  The  fact  is,  that  his  own  definition  of  Rent  is  purely 
arbitrary  and  futile.  It  is  a  matter  of  utter  impossibility  to 
distinguish  the  portion  of  the  remuneration  which  is  paid  for  the 
use  of  the  origitial  and  indestructible  powers  of  the  soil,  and  the 
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portion  which  is  paid  as  interest  of  Capital  expended  upon  it.     To 

do  that   strictly,  all  the  labour  which  has  been  expended  upon 

bringing  it  from  a  state  of  nature  must  be  called  Capital  expended 

upon  it,  and  the  remuneration  paid  for  that  must  be  subtracted 

from  the  Rent.     And  then  what  will  remain  for  Rent  ?    The  fact  is 

that  the  separation  of  Rent  and  Profit,  as  proposed  by  Ricardo,  is  a 

thing  that  cannot  be  effected,  and  is  nothing  more  than  a  play  upon 

words. 

Having  thus  proposed  a  definition   of   Rent  which   is  highly 

incorrect,  Ricardo  then  goes  on  to  explain  how  Rent  arises.     He 

says  that  on  the  first  settling  of  a  country  in  which  there  is  an 

abundance  of  rich  and  fertile  land,  a  very  small  proportion  of  which 

is  required  to  be  cultivated  for  the  support  of  the  actual  population, 

or  indeed  can  be  cultivated  with  the  Capital  which  the  population 

can  command,  there  will  be  no  Rent.     For  no  one  would  p>ay  for 

tte  use  of  land,  when  there  was  an  abundant  quantity  not  yet 

appropriated,  and  therefore  at  the  disposal  of  whosoever  might 

choose  to  cultivate  it,  any  more  than  he  would  pay  Rent  for  the 

use  of  air,  and  water,  or  any  other  of  the  gifts  of  Nature,  which  exist 

in    boundless  quantities.      It   is  only,  then,  because  land   is  not 

unlimited  in  quantity,  and  uniform  in  quality,  and  because  in  the 

progress    of    population,   land    of    an    inferior    quality    or    less 

advantageously  situated,  is    called    into    cultivation,  that    Rent    is 

ever  paid  for  the  use  of  it.      "When,  in  the  progress  of  society, 

land  of  the  second  degree  of  fertility  is  taken  into  cultivation.  Rent 

immediately  commences  on  that  of  the  first  quality,  and  the  amount 

of  that  Rent  will  depend  on  the  difference  of  these  two  portions  of 

land.     When  land  of  the  third  quality  is  taken  into  cultivation.  Rent 

immediately  commences  on  the  second,  and  it  is  regulated  as  before 

by  the  difference  of  their  productive  powers.     At  the  same  time  the 

Rent  of  the  first  quality  will  rise,  for  that  must  always  be  above  the 

Rent  of  the  second,  by  the  difference  between  the  produce  which 

they  yield,  with  a  given  quantity  of  Capital  and  Labour.      With 

every  step  in  the  progress  of   population  which   shall   oblige  a 

country  to  have  recourse  to  land  of  a  worse  quality  to  enable  it 

to   raise  its  supply  of  food.  Rent  on  all  the  more  fertile  land 

will  rise." 

Ricardo  proceeds: — "Rent  is  always  the  difference  between  the 
produce  obtained  by  the  employment  of  two  equal  quantities  of 
Capital  and  Labour." — "Rent  invariably  proceeds  from  the  em- 
ployment of  an  additional  quantity  of  Labour  with  a  proportionally 
less  return";  and  he  then  immediately  proceeds  to  say,  "When 

2    P 
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sum  paid  for  the  use  of  the  bare  walls,  but  that  the  remunetatioD 
paid  for  the  painting,  papering,  fitting-up,  and  all  the  decorations  is 
to  be  called  Interest  for  Capital. 

Ricardo  then  says — "  Adam  Smith  sometimes  speaks  of  Rent  in  |. 
the  strict  sense  to  which  I  am  desirous  of  confining  it,  but  moR 
often  in  the  popular  sense  in  which  the  term  is  usually  emplo]fcd 
He  tells  us  that  the  demand  for  timber,  and  its  consequent  h^ 
price  in  the  more  southern  countries  of  Europe,  caused  a  Rent  Id 
be  paid  for  forests  in  Norway  which  could  before  afford  no  RcflL 
It  is  not,  however,  evident  that  the  person  who  paid  what  he  alk 
Rent  paid  it  in  consideration  of  the  valuable  commodity  which  was 
then  standing  on  the  land,  and  that  he  actually  repaid  himself,  with 
a  profit,  by  the  sale  of  the  timber.  If,  indeed,  after  the  timber  ins 
removed,  any  compensation  were  paid  to  the  landlord  for  the  use 
of  the  land,  for  the  purpose  of  growing  timber,  or  any  otbff 
produce,  with  a  view  to  future  demand,  such  compensation  mi^ 
justly  be  called  Rent,  because  it  would  be  paid  for  the  productive 
powers  of  the  land ;  but  in  the  case  stated  by  Adam  Smith,  Ac 
compensation  was  paid  for  the  liberty  of  removing  and  selling  the 
timber,  and  not  for  the  liberty  of  growing  it." 

This  objection  of  Ricardo's  is  manifestly  of  no  weight,  because 
Rent  is  in  all  such  cases  part  of  the  profits  of  the  produce  of  tbe 
soil,  and  the  distinction  made  between  the  remuneration  paid  for 
the  right  of  cutting  that  timber  and  the  right  of  growing  futuie 
timber  is  manifestly  futile,  because,  though  the  sum  paid  for  tint 
single  crop  is  limited,  it  is  manifestly  paid  for  the  use  of  the  produc- 
tive powers  of  the  earth,  so  far  as  regards  that  crop,  just  as  much  i$ 
the  future  produce  of  the  productive  powers  of  the  earth. 

Ricardo  then  goes  on,  "  He  speaks  also  of  the  rent  of  coal  mines 
and  of  stone  quarries,  to  which  the  same  observation  appUes — thit 
the  compensation  given  for  the  mine  or  quarry  is  paid  for  the  value 
of  the  coal  or  stone  which  can  be  removed  from  them,  and  has  no 
connection  with  the  original  and  indestructible  powers  of  the  land 
This  is  a  distinction  of  great  importance  in  an  inquiry  concerning 
Rent  and  Profits,  for  it  is  found  that  the  laws  which  regulate  ^ 
progress  of  Rent  are  widely  different  from  those  which  regulate  the 
progress  of  Profits,  and  seldom  operate  in  the  same  direction." 

The  objection  taken  by  Ricardo  to  Adam  Smith  has  no  foicc 
whatever.  The  fact  is,  that  his  own  definition  of  Rent  is  purely 
arbitrary  and  futile.  It  is  a  matter  of  utter  impossibility  to 
distinguish  the  portion  of  the  remuneration  which  is  paid  for  the 
use  of  the  original  and  indestructible  powers  of  the  soil,  and  tf*  \ 
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t  .ill  thi-  >(>il  was  of  uniform  fertility  no  such  thing  as  Rent 
U-  |uiil. 

mr\vr,  suth  a  ( onset |uence  as  this  b  manifestly  amtrary  to 
tfin   Miisc.  and   consc<]uently  there  must   be  a  flaw   in   the 

On  Ricardo'8  Theory  of  Rent 

arilo  U-^ins  hy  defining  Rent  to  be  that  portion  of  the 
< «.  (if  th«-  r.irth  which  is  paid  to  the  landlord  for  the  use  of 
.V«»i/  tin  J  tnJistruitiNe  patvers  of  the  soil, 
s  (letiniti«in  is  purely  arbitrar)'  and  futile:  the  earth  has  no 
M  iinJ  inJc\tn4^iit'U  fHni*tr$  in  the  sense  Ricardo  means.  The 
•n^:iial  a  ml  indotructible  |x>wer  that  the  land  has  is  txttnL 

IS  M  an  t  K  any  land  whatever  which  is  fit  for  cultivation 
i:  a  very  « onsuli-rable  ex|)enditure  of  lalnmr  and  Capital: 
lie  iKiwers  «i!  tht:  earth  are  so  far  from  being  indestructible 
\itpt  in  a  f('\v  favoured  regions,  they  wear  out  ver>'  fast,  and 
L-  a  <  «>n^;.int  renewal  of  labour  and  (*apital  to  keep  it  in  a  fit 
Iff  4  i:!t:v.it:<>n. 

iL.  n  v.i\-  "It  is  often,  however,  confounded  with  the 
%:  a:ui  I'riitit  nf  ( 'apital,  and  in  (Mipular  langiuge  the  tc*rm 
iit-d  tti  ul  .it^ver  IN  annually  {taid  by  a  farmer  to  the  Lindlord. 
twi  adjoiiuii^  farms  of  the  same  extent,  and  of  the  same 

*  t«rT:':ty.  »»ne  had  all  the  convenience  of /<*rw//fjf  buildings^ 
^•«^:d<N.  u.is  pro|Krly  drained  and  nianureii,  and  advan* 
.-.:.    d;\:.;.  d    \i\   lu-dges,   fences,  and   walls   while    the  other 

•:\K  •:  li.' Mr  advantages,  more  remuneration  would  naturally 
;d  :i»r  :!.«  um  of  one  than  for  the  use  of  the  other:  vet  in 
ra^^  :;.:>  r*  nuiiu  ration  would  be  called  Rent.  Hut  it  is 
.!   th.i:   a  }x»rti<>n  only  of    the    money  annually  to   be   paid 

•  :ri>pri>\<d  t.irni  vioukl  be  given  for  the  original  and  in- 
<  :iMt  ■>.i.^.:x  «>f  thf  soil:  the  other  portion  would  l>e  paid 
L'  UM-  o*  I!;.  \  .ipital  whii'h  had  Inxn  employetl  in  amehorat- 
c  ((uality  of  the  land,  and  in  ereeting  such  buildings  as  were 
lary  to  s*n  ure  anil  preser>e  the  produ<  e,"' 

th  icspcct  to  this  wc:  may  say  that  Rent  is  the  word  invariably 
d  to  rcmuneratiot)  paid  for  the  use  of  houses  and  huildings, 
nothing  ean  be  more  pro{K-r  than  to  int  lude  the  sum 
■n  Kent  With  reNj»ect  to  tlie  other  thin^^  whH  h  are 
*IC  cultivation  of  the  farm,  to  deny  thr  name  of 
XI  paid  for  them  is  as  !ri\ol««\iN  .i^  to  s;i), 
t  word  Rent  is  to  Ik:  re^tri<  trd  to  the 
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sum  paid  for  the  use  of  the  bare  walls,  but  that  the  remunentioB  I 
paid  for  the  painting,  papering,  fitting-up,  and  all  the  decorations  ii 
to  be  called  Interest  for  Capital.  ! 

Ricardo  then  says — "Adam  Smith  sometimes  speaks  of  Rent! 
the  strict  sense  to  which  I  am  desirous  of  confining  it,  but  moR 
often  in  the  popular  sense  in  which  the  term  is  usually  employd. 
He  tells  us  that  the  demand  for  timber,  and  its  consequent  \a^ 
price  in  the  more  southern  countries  of  Europe,  caused  a  Rent  to 
be  paid  for  forests  in  Norway  which  could  before  afford  no  Rent 
It  is  not,  however,  evident  that  the  person  who  paid  what  he  cab 
Rent  paid  it  in  consideration  of  the  valuable  commodity  which 
then  standing  on  the  land,  and  that  he  actually  repaid  himsdi^ 
a  profit,  by  the  sale  of  the  timber.     If,  indeed,  after  the  timber 
removed,  any  compensation  were  paid  to  the  landlord  for  the  use  I 
of  the  land,  for  the  purpose  of   growing  timber,   or  any  odiei 
produce,  with  a  view  to  future  demand,  such  compensation  nu^J 
justly  be  called  Rent,  because  it  would  be  paid  for  the  producdie 
powers  of  the  land ;  but  in  the  case  stated  by  Adam  Smith,  the  | 
compensation  was  paid  for  the  liberty  of  removing  and  selling  die 
timber,  and  not  for  the  liberty  of  growing  it." 

This  objection  of  Ricardo's  is  manifestly  of  no  weight,  because 
Rent  is  in  all  such  cases  part  of  the  profits  of  the  produce  of  tbe 
soil,  and  the  distinction  made  between  the  remuneration  paid  for 
the  right  of  cutting  that  timber  and  the  right  of  growing  future 
timber  is  manifestly  futile,  because,  though  the  sum  paid  for  that 
single  crop  is  limited,  it  is  manifestly  paid  for  the  use  of  the  produc- 
tive powers  of  the  earth,  so  far  as  regards  that  crop,  just  as  much  as 
the  future  produce  of  the  productive  powers  of  the  earth, 

Ricardo  then  goes  on,  "  He  speaks  also  of  the  rent  of  coal  mines 
and  of  stone  quarries,  to  which  the  same  observation  applies — thai 
the  compensation  given  for  the  mine  or  quarry  is  paid  for  the  value 
of  the  coal  or  stone  which  can  be  removed  from  them,  and  has  no 
connection  with  the  original  and  indestructible  powers  of  the  land 
This  is  a  distinction  of  great  importance  in  an  inquiry  concerning 
Rent  and  Profits,  for  it  is  found  that  the  laws  which  r^ulate  the 
progress  of  Rent  are  widely  different  from  those  which  regulate  Ac 
progress  of  Profits,  and  seldom  operate  in  the  same  direction." 

The  objection  taken  by  Ricardo  to  Adam  Smith  has  no  force 
whatever.  The  fact  is,  that  his  own  definition  of  Rent  is  purdy 
arbitrary  and  futile.  It  is  a  matter  of  utter  impossibility  to 
distinguish  the  portion  of  the  remuneration  which  is  paid  for  the 
use  of  the  origitial  and  indestructible  powers  of  the  soil,  and  tbe 
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rtion  wliich  is  |Kii<l  as  interest  of  Capital  expended  upon  it.  To 
that  strictly,  all  the  labour  which  has  heen  expended  upon 
n|sin^  it  (mm  a  state  of  nature  must  be  called  (*apital  expended 
r^n  it.  nn«l  thr  remuneration  \md  for  that  must  be  subtracted 
tn  the  Kent.  Ami  then  what  will  remain  for  Rent?  'Ilie  fact  is 
kt  the  reparation  of  Krnt  and  l^)fit,  as  proposes!  by  Kicardo,  is  a 
ng  th.it  cannot  Ik-  effected,  and  is  nothing  more  than  a  play  upon 

Having  til  Us  pro|)osed  a  defmition  of  Kent  which  is  highly 
Cfwn'^-t.  Kir.irdo  then  goes  on  to  explain  how  Rent  arisen  He 
htx  that  im  the  first  settling  of  a  country  in  which  there  is  an 
KumLince  of  rich  and  fertile  land,  a  ver>'  small  pro|)ortion  of  which 
k  n^]uirt^i  to  Ik'  cultivated  for  the  sup|)ort  of  the  actual  population, 
f  indeed  rail  Ik-  cultivated  with  the  (\ipitnl  which  the  population 
in  comni.in«l.  there  will  be  no  Kent.  For  no  one  would  pay  for 
It  uw  ot  l.uul.  when  there  was  an  abuncbnt  ({uantity  not  yet 
-ipropriate<I.  nn<l  therefore  at  the  dis)Hisa]  of  whosoever  might 
icMiM*  to  « ultiv.iie  it,  any  more  than  he  would  pay  Rent  for  the 
<r  of  air.  an«l  water,  <ir  any  irther  of  the  gifts  of  Nature,  which  exist 

UiUTullfss  ([uantities.  It  is  only,  then,  lK*c*ause  land  is  not 
iliniiteii  in  ijuantity,  and  uniform  in  f]uality.  and  liecausc  in  the 
■ogTi-ss  nf  |»iipulation,  /ttnd  of  an  inferior  qu^ility  or  less 
h\tnt<tcf-mily  situated^  is  called  into  cultivatiftn,  that  Rent  is 
rf  junl  fnr  thr  use  of  it.  "When,  in  the  pn)gTess  of  society, 
ml  ««f  thr  sM'ond  di'gree  of  fertility  is  taken  into  cuhivation,  Rent 
smc^iati  ly  commences  on  that  of  the  first  quality,  and  the  amount 

chat  k<  nt  will  tlejK'nd  on  the  difference  of  thesi*  two  |x>rtions  of 
■^<1  When  land  4if  the  third  quality  is  taken  into  culti\*ation,  Rent 
imi"<!ulfly  <  ommencf^  on  the  second,  an<i  it  is  r«.-gulate<i  as  before 

the  di!'f»T*'iice  of  their  imxluciive  |»owerv  At  the  same  time  the 
r'^t  of  the  firM  quality  will  rise,  for  that  must  always  Ik*  alK>ve  the 
t  nt  of  ihi-  M*<*onil,  by  the  difference  In'twetrn  the  ]>roduce  which 
i*y  yirlf!.  with  a  ^iven  (]uantity  (»f  (\ipita]  and  l«il>our.  With 
rTK  slip  in  the  prc^gress  of  fxipuLition  which  shall  oblige  a 
•untry   ti»  have  n-^oiirse  to  land  of  a  worse  'juality  ti»  enable  it 

raiv'  Its  supply  of  fixxl.  Kent  on  all  the  more  fertile  land 
11  riv.** 

Kicardo  (iriN-eefls-     "Rent  is  always  thi-  difTen'nci-  U-twcvn  the 
ndurr  obtained   by  the  employment  of  two  c^iual  quantities  of 
ifntAl  an^i    l^abour.'*— **  Rent    invariably  prtNccds  from  the  em 
aymcnt  of  an  additionai  (]uantity  of  Uil^our  with  a  pro|)ortionally 
y  fctnm";  and  he  then  immediately  proceeds  to  say,  **  WKctv 

2    F 
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land  of  an  inferior  quality  is  taken  into  cultivation,  the  exdumgaUe 
value  of  raw  produce  will  rise,  because  more  Labour  is  reqoinl 
to  produce  it*' 

Eicardo's  doctrine  is — *'  that  com  which  is  produced  by  tk 
greatest  quantity  of  Labour  is  the  regulator  of  the  price  of  Goni' 
And,  again — "The  reason,  then,  why  raw  produce  rises  in  cq» 
parative  value,  is  because  more  Labour  is  employed  in  the  prodac6m 
of  the  last  portion  obtained^  and  not  because  a  Rent  is  paid  n 
the  landlord.  The  value  of  com  is  regulated  by  the  ^uantiif  4 
Labour  bestowed  on  its  production  on  that  quality  of  land,  or  ii& 
that  portion  of  capital,  which  pays  no  Rent.  Com  is  not  hi^ 
because  a  Rent  is  paid,  but  a  Rent  is  paid  because  com  is  \tt^\ 
and  it  has  been  justly  observed  that  no  reduction  would  take  pbce 
in  the  price  of  com,  although  landlords  should  for^o  the  wbole 
of  their  Rent.  Such  a  measure  would  only  enable  some  fannes 
to  live  like  gentlemen,  but  would  not  diminbh  the  quantity  i 
Labour  necessary  to  raise  raw  produce  on  the  least  productive  hod 
in  cultivation. 

It  is  often  said  that  Anderson  was  the  originator  of  the  Theory 
of  Rent,  which  Ricardo  afterwards  adopted  and  developed.  But 
on  comparing  the  two  theories,  it  will  be  seen  that  though  they 
have  one  part  in  common,  namely,  considering  that  Rent  arises 
from  differences  in  the  fertility  of  soils,  yet  they  are  fundamentaDy 
different.  Anderson,  as  a  practical  farmer,  makes  the  high  pricr 
of  corn  to  proceed  exclusively  from  the  great  Demand  for  it  This 
increased  price  causes  it  to  be  profitable  to  bring  lands  of  decreasing 
fertility  into  cultivation,  and  consequently  the  lands  which  can 
produce  corn  at  a  cheaper  rate  can  afford  to  pay  a  Rent  Be 
Ricardo  makes  the  whole  price  of  com  to  be  regulated  by  the 
**  Quantity  of  I-abour "  bestowed  in  obtaining  the  last  quantin 
produced.  Therefore,  of  course,  all  the  corn  produced  at  a  cheaper 
rate  can  afford  to  pay  a  Rent.  Now  it  so  happens  that  the  practical 
result  of  both  theories  is  identical,  and  it  is  true.  It  is  perfectly 
clear  that  the  payment  of  Rent  does  not  in  any  way  influence 
the  price  of  corn,  and  consequently  if  the  landlords  were  to  forego 
their  Rents,  it  would  not  make  com  any  the  cheaper,  but  the  Reni5 
would  go  into  the  pockets  of  the  farmers.  But  as  a  question  o: 
Science,  the  Theories  are  fundamentally  distinct :  for  Anderson's 
theor)^  makes  the  \alue  of  corn  to  be  governed  solely  by  Demand 
and  supply;  Ricardo's  theory  by  "Quantity  of  I-abour,"  or  "Cost 
of  Production." 

In  both  theories,  however,  differences  of  the  fertility  of  soils  are 
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made  the  necessary  condition  of  Rent  arising,  which  we  shall  show 
iiereafter  is  an  error. 

All  believers  in  Ricardo's  theory  of  Rent  make  Rent  to  arise  from 
the  differences  in  the  fertility  of  soils :  thus  McCulloch  says : — "  The 
fundamental  position  laid  down  by  Dr.  Smith,  that  there  are  certain 
species  of  produce  that  always  yield  Rent,  is  contradicted  by  the 
ipridest  and  most  comprehensive  experience.    Were  such  the  case. 
Rents  would  always  exist,  whereas   they  are  uniformly  unknown 
in  the  earlier  stages  of  society.     The  truth  is  that  Rent  is  entirely 
a  consequence  of  the  decreasing  productiveness  of  the  soils  succes- 
sively brought  under  cultivation  as  society  advances,  or  rather  of 
the  decreasing  productiveness  of  the  Capitals  successively  applied 
to  them.     It  is  never  heard  of  in  newly-settled  countries,  such  as 
New  Holland,  Illinois,  or  Indiana,  nor  in  any  country  where  none 
but  the  best  of  the  good  soils  are  cultivated.     It  only  begins  to 
app>ear  when  cultivation  has  been  extended  to  inferior  lands ;  and 
it  increases  according  to  the  extent  to  which  they  are  brought  under 
tillage,  and  diminishes  according  as  their  culture  is  relinquished." 
McCulloch  has  a  long  note  at  the  end  of  his  edition  of  Smith, 
but  as  it  contains  nothing  different  from  Ricardo,  it  is  superfluous 
to  quote  it.      McCulloch's  observation  that  Rent  does  not  arise 
in  new  countries  where  there  is  abundance  of  fertile  land  would 
be  easily  answered  if  it  were  true,  because  Rent  cannot  arise  until 
the  relation  of  Landlord  and  Tenant  is  established ;  Rent  being 
the  sum  paid  to  a  landlord  for  the  use  of  land ;  and  of  course  where 
there  is  abundance  of  land,  every  one  would  rather  have  land  of 
his  own  than  pay  Rent  to  a  landlord.     And  in  the  next  place,  it 
is  not  true  that  Rent  does  not  exist  in  these  new  settled  countries ; 
because  the  land  in  them  belongs  to  the  Government,  and  it  is  quite 
usual  for  the  Government  to  demand  a  Rent  for  tracts  of  land. 
It  is  true,  some  colonies,  for  the  sake  of  encouraging  immigration, 
do  give  a  certain  amount  of  land  free  to  desirable  settlers;   but 
McCulloch's  assertion   that    Rent   is    never   paid    in   new   settled 
countries  is  wholly  contrary  to  fact. 

Mill  goes  so  far  as  to  call  Ricardo's  Theory  of  Rent  the  pons 
asinorum  of  Economics.  He  adopts  Ricardo's  division  of  the 
classes  of  commodities,  and  says — "The  value,  therefore,  of  an 
arricle  is  determined  by  the  cost  of  that  portion  of  the  supply  which 
is  produced  and  brought  to  market  at  the  greatest  expense.  This  is 
the  Law  of  Value  of  the  third  of  the  three  classes  into  which  all 
commodities  are  divided."  Again  he  says — "  Rent,  we  again  see,  is 
the  difference  between  the  unequal  returns  to  different  parts  of  the 
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capital  employed  on  the  soil." — "  Thus  Rent  is,  as  we  have  alit 
seen,  no  cause  of  Value,  but  the  price  of  the  privilege  wbid 
inequality  of  the  returns  to  different  portions  of  agricultural  pn 
confers  on  all  except  the  least  favoured  portions."  Again—' 
cultural  productions  are  not  the  only  commodities  which 
several  different  costs  of  production  at  once,  and  which  in  com 
of  that  difference,  and  in  proportion  to  it,  afford  a  Rent" 

Thus  Mill  distinctly  makes  differences  of  Cost  of  Product 
necessary  condition  of  Rent  arising.  We  shall  see  afterward 
ever,  that  he  is  quite  inconsistent  with  himself  as  to  the  rq 
law  of  price,  and  that  in  some  passages  he  leans  to  \ 
and  in  others  to  Anderson. 


Carey  *8  Theory  of  Rent 

This  Theory  of  Rent  was  vaunted  as  a  most  wonderful  di 
soon  after  it  was  published.  But  it  met  with  a  stout  an 
in  Carey,  the  American  Economist.  In  his  first  works  he  d 
from  the  Theory,  but  he  admitted  men  began  by  cultivating 
land  first.  Afterwards,  however,  he  took  up  a  new 
altogether.  He  maintains  that  the  first  settlers  in  a  countr 
begin  by  cultivating  the  inferior  soils.  He  says  that  the  b 
are  always  covered  with  immense  trees  that  they  cannot  fell, 
are  swamps  that  they  cannot  drain.  These,  he  says,  cai 
brought  into  cultivation  till  men  and  Capital  increase.  Bi 
are  always  spots  of  an  inferior  degree  of  fertility,  on  the  hill 
instance,  where  the  thin  soil  has  prevented  the  growth  of  tr 
shrubs,  which  are  always  brought  into  cultivation  first,  becai 
afford  the  readiest  return  for  Labour. 

Carey  then  attacks  the  Ricardo  Theory  of  Rent,  and 
"  Nearly  40  years  have  elapsed  since  Mr.  Ricardo  communis 
the  world  his  discovery  of  the  nature  and  causes  of  Rent, 
law  of  its  progress.     The  work  by  means  of  which  it  was  fir 
known  has  since  been  the  text  work  of  that  portion  of  the 
community  who  style  themselves,  par  excellence,  political  ecoi 
and  anything  short  of  absolute  faith  in  its  contents  is  r^s 
heresy,  worthy  of  excommunication,  or  as  evidence  of  an  in 
to  comprehend   them,  worthy   only   of    contempt.      Neve 
imitating  in  this  the  action  of  the  followers  of  Mahomet,  in  rt 
the  Koran,  the  professors,  one  and  all,  who  have  undert 
teach  this  doctrine,  insist  upon  construing  it  after  their  own 
and  modifying  it  to  suit  their  own  views  and  the  apparent  ne 
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^     ^ue  case ;   the  consequence  of  which  is,  that  the  inquirer  is  at  a 

^^  to  determine  what  it  is  that  he  is  required  to  believe.     Having 

^died  carefully  the  works  of  the  most  eminent  of  the  recent  writers 

^  ^  the  subject,  and  having  found  no  two  of  them  to  agree,  he  turns 

^  despair  to  Mr.  Ricardo  himself,  and  there  he  finds  in  the  celebra- 

^^  chapter  on  Rent,  contradictions  that  cannot  be  reconciled,  and  a 

^^es  of  complications  such  as  never  before,  we  believe,  was  found 

^^  the  same  number  of  lines.     The  more  he  studies,  the  more  he  is 

^t^uzzled,  and  the  less  difficulty  does  he  find  in  accounting  for  the 

"Variety  of  doctrines  taught  by  men  who  profess  to  belong  to  the 

^ame  school,  and  who  all  agree,  if  in  little  else,  in  regarding  the  new 

theory  of  Rent  as  the  great  discovery  of  the  age 

"  At  first  sight,  it  looks  to  be  exceedingly  simple.     Rent  is  said  to 

l>e  paid  for  land  of  the  first  quality,  yielding  one  hundred  quarters  in 

xetum  to  a  given  quantity  of  labour,  when  it  becomes  necessary,  with 

the  increase  of  population,  to  cultivate  land  of  the  second  quality, 

capable  of  yielding  but  90  quarters  in  return  to  the  same  quantity  of 

.  labour ;  and  the  amount  of  Rent  then  paid  for  No.  i  is  equal  to  the 

difference  between  their  respective  products.     No  proposition  could 

be  calculated  to  command  more  universal  assent.     Every  man  who 

hears  it  sees  around  him  land  that  pays  rent.     He  sees  that  that 

which  yields  forty  bushels  to  the  acre  pays  more  rent  than  that 

which  yields  but  thirty,  and  that  the  difference  is  nearly  equal  to  the 

difference  of  product.      He  becomes  at  once  a  disciple  of  Mr. 

Ricardo,  admitting  that  the  reason  why  prices  are  paid  for  the  use 

of  land  is  that  soils  are  different  in  their  qualities,  when  he  would  at 

the  same  moment^  regard  it  as  in  the  highest  degree  absurd^  if  any  one 

were  to  undertake  to  prove  that  prices  were  paid  for  oxen  because  one  ox 

is  heavier  than  another ;  that  rents  are  paid  for  houses  because  some 

wUl  accommodate  twenty  persons  and  others  only  ten  ;  or  that  all  ships 

command  freights  because   some  ships  differ  from  others  in   their 

capacity  r^ 

"  It  will  be  perceived  that  the  whole  system  is  based  upon  the 
assertion  of  the  existence  of  a  single  fact,  viz.,  that  in  the  commence- 
ment of  cultivation,  when  population  is  small,  and  land  consequently 
abundant,  the  soils  capable  of  yielding  the  largest  return  to  any 
given  quantity  of  labour  alone  are  cultivated.  The  fact  exists,  or  it 
does  not  If  it  has  no  existence,  the  system  falls  to  the  ground. 
That  it  does  not  exist;  that  it  never  has  existed  in  any  country 
whatsoever;  and  that  it  is  contrary  to  the  nature  of  things  that 
it  should  have  existed,  or  can  exist,  we  propose  now  to  show." 
ThiSy  then,  is  the  main  purpose  of  his  work.     Carey^  from.  %. 


.-.▼/:'•  tT!::-*  r.T.-r.v  JK.i  Ax::ms 


'K.Z 


^  '   * - 


l.'-l  f^r. .    "ij 


.    .?.    JJ  A>*-  'T   17 


I_"'I.'   1.7-    i-^i'  ? 


**..-■.—  5 


-    _  . .  • 


zilir.rjins  :hat  m^n  alwsp 

rnrrii  culuvauon  on  infem 

±:i5ed  have  then  progressed  t? 

The  reason  for  this  geneal 

flcs^itd^  because  the  best  rd 

ith  roretjt  or  swairp.  and  ihe 

cctlers  begin  with  tho:^  lindj 

:v  :  f  this  law  Corey  attemps 

5  :he-:r>-  of  Rent,  and  as  seen 

:rji:  of  Ricardo.    Heaia 

crtase,  and  better  lands  ait 

i  roDuIation  becomes  betia 
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-.  -.'.*.  ::u-:r.-<  ::*  :hr  w::'i.  ::  rrove  its  trjih. 

N;—  -ra-fv  >a.i  ur.irurrec'.v  so  far  succeeded  as  this.    Helffi 

.r-L.r:".;.    ::z:''.-ZzW   -vrr.hr:wn  the  baiis  of  Ricardo's  Theory  •:*! 

Rr-.:.  ■s'h.r  irT^r.  is  :r.  :hr  universalitv  of  men  occupy:  n::  the  ft;.* 

.:.-  L  -.:<:.     I:   f  ■ri:":::^.'"*-  rr^e  :h.in  in  a  great  ntany  case?  men  co 

,-■ -.v   *  ~     ""-       ■. -   .— -     i.--   i     —-«•  A*^!"*      •"»<     -c    1      *■'".  ".> 

'■:    li'-:  [    ■■■  '-.j  '.?.-^-?'  r'  I:!::::vj  L-:^::.     But  :o  assen  as  a  ne^e<- 
-^..  ■•   .  ......  .-.    r,   .-...*   -  .  '-.vj..   ..•.■«■.  ...a.  .::.cn  v-o  anc  n.i->i  .".  -• 
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■    -  C       ■■'-.--     "-*.:_-*     -   :—  '-\--..-^     -.v*"^  T*      ■;      <-  — T    t}V^     for      -'l"^t%"*      '  T'l'i     '^'^r-    '^^"•j 

■  •■  a  •■•« 

■•«        wv«  w         ip«wm  ••         »^.        a^B    •«     «  .  »        ^  ^^      •        m^    -     •  m  «  w^  .-4   « 

\:"  i:"  V-  ■:.■  :.:,  a':\:"i.-:::o  of  cases,  as  there  und^^ub:cdA  r:. 
:"  ■■'■.■.:':■.  •:.:.-"  '.  v«.i::  :y  :u!::va::n^  thv  best  lands,  th^:  is  f-tn'  :c  -^ 

w  — ......  '_....■   ^     ......»,     ■  ~^k    .tj     k*i-^     iti>k^ili_C^     »*  Hi'. ..    i.~    — ^ 
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Fr:r:  -.v.rv  ^vv. ■_■:.'.'  theory  .ill  accidental  and  particular  circu::. 
-: .in -:■_•-  r/.::<  b-.-  v'.::r.::::;:-j.i.  The  i?articular  state  of  the  case  as 
.L-'jer: .  i  '..y  Ri.:;rd;'  :<  sonic::n:es  true,  and  the  particular  state  of '^bc 
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'..•:ir  :'.:■:  .:  :h  r  :-  :ruc  as  a  LTt-neral  theon*.  A  true  general  theoi] 
::.-:<t  :r.-'.id-:  ihon^  both. 

^'^^'•.r=  a^  »,  wh- n  y>\:  read  Ricardo's  Theory  of  Rent  for  A 
tirn':.  wr;  WTO*.; — "'  \t\o\.''av:x  \^ci>.\.  ^b>mdax&t  aomos 
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^^     phenomena  are  related  to  each  other,  to  mistake  the  cause  for 
T*^  effect      No  more  striking  instance  of  this  can  be  selected  than 
*^c  Theory  of  Rent  propounded  by  Mr.  Ricardo.     In  a  few  words, 
^\t.  Ricardo's  axiom  is  that  the  expense  of  raising  com  on  the 
^"orst  land  in  cultivation  will  determine  the  average  price  of  wheat, 
^nd  afford  and  measure  the  rent  of  lands  of  a  superior  quality  .... 
^Notwithstanding  these  authorities,  we  have  no  hesitation  whatever  in 
s^^ying  that  the  Ricardo  Theory  of  Rent  is  a  mere  delusion ;  and 
'^hat  it  is  fundamentally  erroneous,  inasmuch  as  it  inverts  the  relation 
of  cause  and  effect.     From  an  intimate  knowledge  and  observation 
of  the  action  of  prices  in  an  agricultural  district,  and  the  views  of 
Carmers  in  taking  farms,  we  have  no  hesitation  in  saying  that  it  is  not 
the  cost  of  cultivating  the  worst  lands  which  determines  price,  but 
the  precise  reverse,  and  that  it  is  the  average  value  or  price  of  com 
'which  determines  the  worst  quality^  and  most  ill-situated  land  that  can 
if€  cultivated  with  a  profit^  and  also  decides  whether  there  can  be  any 
Rent  for  it,  ...  It  is  evident  that  this  is  no  mere  piece  of  vain 
logomachy,  but  is  the  very  root  of  the  matter ;  we  have  no  hesita- 
tion in  saying  that  Ricardo  has  inverted  cause  and  effect,  and  that 
the  whole  Theory  of  Rent  based  upon  this  erroneous  axiom  is  a 
delusion  and  a  chimera,  and  that  any  course  of  action  based  upon 
so  fellacious  an  axiom  would  infallibly  lead  to  results  precisely  the 
reverse  of  what  was  intended  and  expected." 

This  we  wrote  from  our  own  practical  knowledge  of  the  subject. 
Since  that  work  was  published,  we  have  found  that  J.  B.  Say  has 
urged  exactly  the  same  objection  against  Ricardo's  Theory  of  Rent. 
Say  says — "We  shall  see  further  that  it  is  the  same  false  conception 
of  the  origin  of  value  which  is  the  basis  of  Ricardo*s  Theory  of 
Rent  He  pretends  that  it  is  the  cost  which  is  obliged  to  be  made 
to  cultivate  the  worst  lands  which  makes  a  rent  to  be  paid  for  the 
better  ones,  whereas  it  is  the  wants  of  society  which  give  rise  to  the 
demand  for  agricultural  products,  and  raises  the  price  of  them 
sufficiently  high  for  the  farmer  to  make  a  profit  to  pay  the  owner  of 
the  land  for  the  right  of  cultivating  it." 

And  this  view,  which  is  exactly  the  same  as  ours,  he  enforces 
further  on. 

So  also  Dr.  Chalmers  points  out  exactly  the  same  fallacy.  "  It  is 
a  signal  error  in  a  recent  Theory  of  Rent  that  the  difference  of 
quality  in  soils  is  the  efficient  cause  of  it.  .  .  .  In  affirming  that  it  is 
the  existence  of  this  inferior  land  which  originates  the  Rent,  there  is 
a  total  misapprehension  of  what  may  be  termed  the  real  Dynamics 
of  the  subject."     And  he  says — "The  error  of  the  Ricardo  a^^^*^^^ 
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of  Political  Economy  on  the  subject  of  rent  has  bem  wdl  done- 1 
terised  by  CoL  T.  Perronet  Thompson  as  the  fallacy  of  mveniaL  I 
It  confounds  the  effect  with  the  cause.  It  is  not  because  of  tht  I 
existence  of  inferior  soils  that  the  superior  pay  a  rent,  but  it  1 1 
because  the  superior  pay  a  rent  that  the  inferior  are  taken  ioi  1 
occupation."  I 

Lastly,  we  may  cite  the  opinion  of  the  learned  Judge,  Mr.  Jottix  I 
Byles,  who  wrote  to  us — "  I  observe  that  in  your  economical  viinqp 
you  have  assailed  Ricardo's  Theory  of  Rent  Fifty  years  ago  1 001 
only  read  Ricardo's  book,  but  actually  abridged  it  Subseqaedt 
reflection  and  observation  have  convinced  me  that  that  tbeofj  ii  | 
unsound,  as  indeed  is  most  of  his  book."  We  are  happy  to  OR 
these  testimonies,  all  agreeing  with  our  judgment 

We  have  seen  that  Anderson  and  Ricardo,  with  his  foUoves 
McCulloch  and  Mill,  all  make  Rent  to  arise  from  differtnas  in  te 
returns  to  Capital,  either  from  difference  of  fertility,  situation,  oi 
differences  of  Capital  applied  to  the  same  soil.  And  unless  that 
were  these  differences  of  retiuns,  it  is  manifest  from  the  eitacs 
given  from  these  writers,  that,  according  to  their  theory,  there  oooU 
be  no  such  thing  as  Rent  Now,  let  us  suppose  some  vast  plains  of 
illimitable  extent  on  the  earth's  surface;  all  of  uniform  fertOity: 
with  markets  thickly  distributed  over  them  so  that  their  situatioo  is 
uniform ;  and  also  equal  amounts  of  Capital  exf>ended  on  the  soil ; 
such  as  the  plains  of  Bengal,  or  Lombardy,  or  such  as  the  plains  d 
South  America  along  the  Amazons  might  be.  Now,  in  sudi  1 
country  as  this,  could  not  there  be  such  a  thing  as  Rent  ?  Accord- 
ing to  the  doctrine  of  Ricardo,  McCulloch,  and  Mill,  there  couid 
not  be  such  a  thing  as  Rent  in  such  a  country  !  The  very  statemed 
of  such  doctrine  is  enough  to  call  forth  the  amazement  and  ridiciilc 
of  any  practical  man  of  business. 

The  Theory  of  Rent 

We  have  now  to  develop  the  Theor)'  of  Rent  which  is  incr 
pendent  of  differences  of  fertility,  or  differences  of  situation,  or  or 
differences  of  return  to  Capital. 

F'irst :  WTiat  is  the  first  thing  necessary  in  order  that  Rent  shoulc 
arise? 

It  is  that  the  relation  of  Landlord  and  Tenant  should  exist :  Retf 
is  the  sum  paid  by  one  person  to  another  for  the  use  of  land ;  hence, 
unless  the  land  is  owned  by  one  person  and  let  to  another,  tbert 
can  be  no  such  lUmg  as  Rent 
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Secondly :    From  what  docs  the  possibility  of  Rent  being  paid 

? 

It  arises  from  this,  that  a  few  persons,  especially  with  the  assist- 

of  horses,  cattle,  and  agricultural  implements,  can  raise  from 

earth  a  very  much  larger  amount  of  produce  than  is  necessary 

their  own  subsistence. 

Thirdly :    Ix't  us  consider  when,  or  under  what  circumstances, 

will  arise. 
Let  us  sup|)ose  that  there  is  a  large  tract  of  country  belonging  to 
landlord,  either  the  State,  or  a  private  person,  and  comprising 
f  different  kinds  of  soil  of  varying  fertility. 

,  sup()ose  that  any  portion  of  this  soil  is  parcelled  out  among 
funilies  m  such  a  way  that  each  family  has  got  only  just  exactly 
^MMtgh  for  its  own  subsistence.  'I*hose  placed  on  the  better  lands 
will  of  ( (lurse  re<{uire  a  smaller  amount  of  land  than  those  placed  on 
ior  lands. 
Now,  if  the  land  were  |iarcelled  out  in  this  way,  it  is  manifest 
these  lamilics  could  |)ay  no  Kent  for  the  land,  because  they 
no  suq>lus  pnnluce  to  pay  as  Kent 
Again,  let  us  suppose  the  same  land  |iarcelled  out  among  a 
ln-r  of  families,  each  with  a  ver>*  much  lar);er  portion  of  land  in 
possession  than  is  necessary  for  their  subsistence,  llicn,  as 
family  wi luld  tie  able  to  maintain  itself  entirely  on  its  own  land, 
it  IS  evitk-nt  they  could  |>ay  no  Kent,  as  there  would  be  noliody  to 
porchase  any  produce  they  mif^ht  raise  al»ove  their  own  wants. 
(Supposing  that  they  did  not  export  it  to  foreign  markets.) 

SupiMising,  while  the  land  is  larcelled  out  in  this  way,  a  town 
^wings  u|i.  Then,  of  rourse,  the  inhabitants  of  the  town  cannot 
mac  fcxxl  fur  themselves,  and  the  tenants  in  the  country  would  find 
H  prolitabic  to  gniw  ftMxl  to  sell  to  the  dwi-Ucrs  in  the  town. 

irt  luurv-,  when  the  town  was  very  small  the  demand  would  be 
tvry  %mall,  and  therefore  the  prire  low  :  and  therefore  it  would  only 
pfty  to  ttring  in  corn  troin  the  land  nearest  the  town.  Hut  as  the 
MnDljers  m  the  town  increased,  the  denund  uould  increase  :  the  |irii*e 
Qif  the  c**rn  would  im  rexsi* :  the  Rent  of  the  land  nearest  the  town 
voukl  increase  :  .ind  thrn  it  would  |iay  to  bring  com  from  the  si-cond 
of  UncL  As  the  town  ctmtinued  to  increav,  the  demand 
Id  still  more  increaM- :  the  pri<  e  would  go  higher  still :  thi-  Kent 
in  the  tipht  and  setond  /oiu-s  wtiuld  irif  u-ase :  and  then  it  would  [ay 
to  Icing  thi  « nm  from  tlu-  third  /om-.  and  sti  mil 

It  IS  alv>  t icar  tlut  if  there  wirr  tmly  .'«<  cmtrr  ol  |M>pulation, 
the  pncc  of  the  corn  arising  from  the  denund  would  indicate  the 
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greatest  cost  that  could  be  incurred  in  bringing  the  com  to  maibl 
And  as  this  cost  increased,  there  would  be  a  zone  from  whiAt 
would  just  pay  with  ordinary  profits  to  bring  the  com  to  market,  bat 
which  could  pay  no  Rent. 

Now  Ricardo  says  that  it  is  the  cost  of  producing  the  com  fioa 
this  outmost  zone  which  regulates  the  price  of  all  the  com  soM  in 
the  market. 

We  say  it  is  manifestly  exactly  the  reverse.     It  is  the  price  of  the 
corn  in  the  market  which  indicates  the  position  of  this  zone. 

Ricardo  says — "  When  in  the  progress  of  society  land  of  the 
second  degree  of  fertility  is  taken  into  cultivation,  Rent  immediatdT 
commences  on  that  of  the  first  quality." 

We  say  it  is  exactly  the  reverse,  and  that  it  is — When  Rert 
commences  on  land  of  the  first  degree,  land  of  the  second  degree 
will  be  taken  into  cultivation. 

Ricardo  says — "  When  land  of  the  third  quality  is  taken  into 
cultivation,  Rent  immediately  commences  on  the  second-  At  the 
same  time  the  Rent  of  the  first  quality  will  rise." 

We  say  it  is  exactly  the  reverse,  and  that  it  is — When  in  the 
progress  of  society  the  price  of  corn  rises,  the  Rents  on  the  first  and 
second  qualities  will  rise,  and  then  the  third  quality  will  be  taken 
into  cultivation. 

Ricardo  says — "When  land  of  an  inferior  quality  is  taken  into 
cultivation,  the  exchangeable  value  of  raw  produce  will  rise,  because 
more  labour  is  required  to  produce  it." 

We  say  that  the  sentence  should  have  been  written  thus — "  Wlier 
the  exchangeable  value  of  raw  produce  rises,  land  of  an  inferior 
quality  will  be  taken  into  cultivation,  because  more  labour  may  be 
profitably  employed  to  produce  it." 

Ricardo  says — "The  value  of  corn  is  regulated  by  the  Quantit}ol 
Labour  bestowed  on  its  production,  or  that  quality  of  land,  or  with 
that  portion  of  capital,  which  pays  no  Rent." 

We  say  it  is  exactly  the  reverse,  and  that — The  value  of  corr. 
indicates  the  worst  quality  of  land  upon  which  labour  may  be 
bestowed  without  paying  Rent. 

Ricardo  says — "  That  corn  which  is  produced  by  the  greatest 
quantity  of  labour  is  the  regulator  of  the  price  of  com." 

We  say  it  is  exactly  the  reverse,  and — That  the  price  of  com 
indicates  the  greatest  cost  which  will  be  employed  in  produdM 
corn. 

Now  we  have  supposed  only  one  centre  of  town  population :  and 
under   such   c'\TC\irc\?>\.2Lnee^  ^^w\.^  >«oMld  no   doubt    prpgressivd|f 
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c5iininish  till  they  vanished.  But  what  need  of  supposing  only  one 
czentre  of  town  population?  Let  us  suppose  that  there  are  any 
number  of  towns  and  markets  spread  all  over  the  country.  Then 
of  course  these  numerous  towns  will  tend  to  equalise  Rents  all  over 
"^he  country;  and  like  as  in  Lombardy,  we  may  suppose  them  so 
■learly  equally  spread  over  the  country  that  differences  of  situation 
sure  practically  annihilated.  We  may  also  suppose  that  equal  portions 
^f  Capital  have  been  applied  to  the  land :  so  that  the  circumstances 
of  an  indefinite  extent  of  country  are  absolutely  equal.     Now  as 

long  as  the  circumstances  of  the  different  parts  of  the  country  are 

<iifferent,  Ricardo,  McCuUoch,  and  Mill  allow  that  Rents  may  exist ; 

but  as  soon  as  the  circumstances  are  absolutely  equal  all  over  the 

country— the  possibility  of  there  being  such  a  thing  as  Rent  ceases 

to  exist  i ! 

Now  such  is  the  logical  conclusion  of  the  Ricardo  Theory  of 

Rent !  and  we  simply  ask,  can  such  a  doctrine  be  received  by  any 

sane  man? 

We  thus,  by  this  means,  eliminate  differences  of  fertility,  situation, 

or  application  of  Capital,  from  the  Theory  of  Rent. 

What,  then,  are  the  circumstances  under  which   Rent  arises? 

They  are  these : — 

1.  That  the  land  must  belong  to  a  landlord,  and  be  let  to  a 
tenant 

2.  That  the  tenant  shall  have  in  his  possession  a  larger  amount  of 
land  than  is  necessary  for  his  own  maintenance. 

3.  That  the  population  in  some  parts  of  the  country  be  collected 
in  such  dense  masses,  that  they  cannot  grow  corn  for  their  own  sub- 
sistence on  the  land  they  occupy. 

4.  That  the  population  in  other  parts  of  the  country  be  scattered 
so  widely,  that  they  cannot  consume  the  produce  of  the  soil,  but 
they  may  sell  some  of  it  to  the  town  population. 

Under  such  circumstances  the  tenants  in  the  country  can  give 
their  landlords  a  share  of  the  profits  made  by  selling  the  corn  to  the 
townspeople,  and  that  share  is  called  Rent. 

The  Payment  of  Rent  does  Not  influence  the  Price  of  Corn. 

Moreover,  the  payment  of  Rent  has  no  influence  on  the  price  of 
com,  because  it  is  not  part  of  the  Cost  of  Production^  but  it  is  a 
Share  of  the  Profits, 

The  proof  of  this  will  be  an  excellent  example  of  the  truth  of  the 
General  Equation  of  Economics  we  established  elsewhere  (Value). 
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It  will  also  well  exemplify  a  principle  of  great  importance  in  tbe  I 
Theory  of  Taxation.  I 

In  many  foreign  towns  an  octroi^  or  custom  house,  is  placed  at  tbe  I 
gates,  at  which  duties  are  levied  on  all  articles  of  food  broi^ht  into  I 
the  town.  I 

Now  suppose  A  keeps  a  farm  outside  the  town,  and  brings  his  I 
produce  to  the  market  He  is  charged  an  octroi  duty  at  the  gites.  I 
This  duty  is  part  of  the  Cost  of  Production,  i.e.  of  placing  the  pro-  I 
duce  in  the  market  for  sale.  Hence  he  will  add  the  duty  to  the  I 
price  of  the  article,  and  the  townsmen  must  pay  it  Hence,  of  I 
course,  a  tax  on  the  product  will  raise  its  price.  I 

Now  if  A  is  the  possessor  of  the  farm  by  himself,  he  will  reap  all  I 
the  profits  made  by  it.     If  he  has  a  partner  B,  the  same  quantity  of 
produce  is  brought  into  the  market ;  but  A  and  B  will  share  the  { 
profits  between  them.     A,  no  doubt,  will  have  a  less  profit  than  if  ' 
he  was  sole  owner  of  the  farm.     But  it  is  quite  evident  that  because 
A  has  a  partner  B,  and  must  share  the  profits  with  him,  that  can 
have  no  effect  on  the  price  of  the  produce.     For  this  reason — ^ 
same  Quantity  is  raised  from  the  farm,  and  offered  in  the  market, 
and  there  is  the  same  Demand  for  it.     Hence  it  is  clear  that  a  tax 
on  the  product  raises  the  price  of  the  product^  but  a  share  of  the  promts 
will  not. 

Now  suppose  A  and  B  are  landlord  and  tenant.  Then  the 
produce  is  raised,  and  brought  to  market ;  and  the  tenant  pays  the 
landlord  a  stipulated  share  of  the  profits.  That  cannot  have  any 
effect  on  the  price  of  the  produce,  because  it  neither  alters  the 
Demand  nor  the  Supply.  Hence  the  price  of  com  cannot  be 
affected,  whether  a  single  person  produces  it,  or  whether  two  do  so 
in  partnership.  That  is  to  say,  it  has  no  effect  on  the  price  of  com, 
whether  one  person  produces  it,  or  whether  two  produce  in  partner- 
ship. Hence,  in  strict  accordance  with  the  theories  of  Anderson 
and  Ricardo,  it  is  perfectly  proved  that  if  the  landlords  were  to  fore- 
go their  Rents,  it  would  have  no  effect  on  the  price  of  com,  but 
the  price  would  simply  go  into  the  pockets  of  the  farmers. 

Error  of  Ricardo  on  Tithes. 

It  is  very  strange  that  Ricardo,  who  agreed  that  Rent  does  not 
influence  the  price  of  corn,  maintains  that  Tithes  do.  He  says— 
"  Tithes  are  a  tax  on  the  gross  produce  of  the  land,  and  like  taxes 
on  raw  produce,  fall  wholly  on  the  consumer.'*  Now  it  is  quite 
manifest  that  Tithes  are  a  share  of  the  produce,  just  as  Rent  is.    If 


;  AV/i/  5S9 

farnuT  hns  to  \\a\  Titlus  as  wt-ll  as  Ki-nt|  it  is  qiiiti*  dear  that  tht- 
Kiutr  (»f  thr  farm  is  divided  into  thri*c  ]»arts  instead  of  two.  Hut 
■till  the  sanu*  Su]ii)ly  is  Itrought  to  market,  and  there  is  the  same 
Xlefnand  f«>r  it.  'I'hirefi>re  its  I*rice  ran  not  U*  altered.  The  pro- 
duce IN  shared  In-tueen  the  landlord,  ttic  'tenant,  and  the  l*arson, 
%ut  that  ran  have  no  effi^et  on   l*rire.     Therefore  the  distinction 

siade  Itv  Rirardo  )K*twei'n   Kent  and  Tithes  is  entirelv  crrtmeous. 

TTh"  «listin«'tion  U-lween  a  Tax  on  the  rriKiure  and  a  Share  of  the 

lYoduri".  or  the  Profits,  will  Ik*  found  to  Ik-  of  the  greatest  im]>or- 

tarKe  in  the  The«irv  of  Taxation. 


^(f- Contra Jiitii»n  of  Kicardo  on  RtnL 

The  slij»hlest  consideration  will  show  that  Rent  and  Tithes  stand 
rvictlv  iin  the  sanu-  footinjj,  and  are  exactly  of  the  same  nature. 
Rent  Is  the  share  of  the  TrtKluie  which  is  given  to  the  landlord: 
Ttiht-*  arr  the  share  of  the  IVinluce  which  is  given  to  the  Parson. 
Tht  whitlf*  Produce  is  dividtMl  into  three  ]urts  ;  hut  as  this  I>ivision 
erf  the  IViniuce  neither  alters  the  (^>«antity  hrought  inti»  the  market, 
ihjl  is  the  Sui»ply,  nor  the  IVinand,  it  is  evident  that  neither  of 
thrni  alters  lYii «-.  Thev  in  no  wav  aiM  to  the  I'rice  of  the  I'rotiucc: 
n'»r  Hiiuld  the  !V<xince  l»e  any  chea|HT  if  Rent  and  Tithes  wen* 
a^olishetl.  The  only  thing  wnuld  Ik:  that  the  whole  l*rofits  would 
p..  !o  «»ne  |»<TsOM  instead  of  to  three. 

Ri<  ardi».  howeier,  considers  Tithes  to  Im'  a  tax  on  the  gross 
|>ri«i;ii  e  of  the  l.iiid,  nntl,  like  taxes  on  the  rau  priNJuce,  fall  who!l\ 
i.fi  the  Tonsumer,  and  he  says  they  raise  the  !*rice  of  the  Prinluce. 

Kifanl'i's  d(M'trine  4in  Tithes  therefore  is  i;uite  contradictor)-  to 
\\K  d'"  trine  4tn  Rent.  Kul  he  itjually  contradii  ts  himself  on  Rent. 
\  «*r  h«-  vavs    ■ 

••  R«  rit.  then,  it  a|»|H-ars,  alwa\s  /.i//j  on  thr  C'Hsuffirr,  ami  ne\er 
on  the  !armiT." 

••The  Farnur,  then,  iilthou^h  he  j»a\s  no  }mrt  of  his  landlord's 
Kent,  that  liemg  alwa\s  re^ul.iteil  hy  the  Prii  e  of  the  I'rmluie,  and 
im9mrta/*h  Jallin ^  on  tht   Co^wumer  " 

*lt  roust  be  admitted,  then.  \\\,\\  M.  S'smondi  :intl  Mr   |lii<  hanan, 

their  opinions  are  snlist.mtialK  tht  vnin  .  ui-re  corrn  1  when 

Rent  as  a  X'alue  purrl)  tioMini.i!.  .iml  .is  turmi:)^  no 

»  nationa!  wealth,  Init  mi-reK  .i«  a  transti  r  of   Naliie, 

the  landlord**,  and  f^rof.'rh  *v,r  h  nrun  us  /.« 

^  passages  sa\s  that  Rem  *' f.i.Vv  \nv\ 
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the  Consumer,"  and  is  "  injurious  to  the  Consumer,"  what  can  be 
mean  except  that  the  payment  of  Rent  raises  the  Price  of  ^ 
produce  to  the  Consumer?  Thus  he  exactly  contradicts  his 
previous  Theory.  Thus  he  is  shown  to  be  in  plain  contradiction  to 
himself  on  the  only  part  of  his  Theory  which  is  of  any  pradkal 
utility. 

Self- Contradiction  of  Mill  on  Rent. 

The  absurdities  and  self-contradictions  of  the  Ricardo  Theory  o( 
Rent  are  strikingly  exhibited  in  Mill. 

He  says — "Agricultural  productions  are  not  the  only  commodities 
which  have  several  different  Costs  of  Production  at  once^  and  wkick  » 
consequence  of  that  difference^  and  in  proportion  to  it^  afford  a  RtnL 
Mines  are  also  an  instance.  Almost  all  kinds  of  raw  material 
extracted  from  the  interior  of  the  earth — metals,  coals,  predoos 
stones,  &c. — are  obtained  from  mines  differing  considerably  in 
fertility ;  that  is,  yielding  very  different  quantities  of  the  product  to 
the  same  quantity  of  Labour  and  Capital'* 

Now  let  us  observe  the  necessary  consequences  of  such  doctrines. 
If  the  rent  of  mines  arises  solely  from  differences  in  the  fertility  of 
mines,  and  is  only  paid  in  consequence  of  that  difference^  it  manifestly 
follows  that  if  all  the  mines  were  of  equal  fertility  there  could  be  no 
such  thing  as  Rent,  a  doctrine  too  absurd  to  require  a  moment's 
refutation.  It  would  manifestly  be  just  as  absurd  to  say  that  Rent 
is  paid  for  houses  because  houses  are  of  different  sizes,  and  that  if 
all  the  houses  in  a  great  city,  like  London  or  Paris,  were  of  the 
same  size  there  could  not  be  any  such  thing  as  Rent;  or  that 
Freights  are  paid  for  ships  because  ships  are  of  different  sizes,  and 
that  if  all  ships  were  of  the  same  size,  there  could  be  no  such  thing 
as  freights ;  or  that  wages  or  salaries  are  paid  to  men  because  men 
differ  in  capacity,  and  that  if  all  men  were  of  equal  capacity  there 
could  be  no  such  thing  as  wages  or  salary ;  and  so  on  in  innumerable 
similar  cases  ;  in  short,  if  the  Ricardo-Mill  theory  be  true,  prices  are 
only  paid  for  anything  because  things  differ  in  quality  or  degree. 

If  the  Ricardo-Mill  Theory  be  true,  that  Rent  only  arises  from 
differences  of  fertility  between  different  Lands,  Mines,  or  Houses,  it 
would  follow  that  if  there  were  only  a  single  piece  of  Land,  or 
Mine,  or  House,  no  Rent  could  be  paid  for  it !  Nor  is  this  by  any 
means  an  imaginary  case.  There  is  but  one  mine  of  Plumbago  in 
England,  and  according  to  the  doctrine  of  Ricardo  and  Mill  no 
Rent  can  be  paid  for  it ;  a  doctrine  at  which  the  owner  of  the  mine 
would  doubtless  smile.    Nor  could  any  Rent  be  paid  for  the  quarries 
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of  Tartis,  larrara,  or  Pentelicus ;  a  doctrine  so  manifestly  absurd  as 
lo  mjuirc  no  rffutation. 

But,  in  fart.  Mill  himself  has  entirely  overthrown  this  Theory  of 
Rcnu 

He  Ha\*s — **  Whatever  Ik:  the  causes,  it  is  a  fact  that  mines  of 
diflert-nt  dcgrLVs  4)f  richness  are  in  o|)eration  :  and  since  the  Value 
of  the  produce  must  lie  |>ro|X3rtional  to  the  Cost  of  Production  at 
the  Wdi^t  nunc  (fertility  and  situation  taken  together),  it  is  more 
llttn  |>rii{>«irtional  to  that  of  the  best.  Ail  mints  superior  in  produce 
$0  the  u\*rs/  atr/ujiiv  nutrkeJ  wiii  yidJ^  there/ore^  a  Rent  equal  to  the 
txerss.  They  may  yieiJ  more^  and  the  worst  mine  may  itself  yield  a 
Memt: 

Si  I  alNO  he  says — **  If  the  whole  land  of  a  countr)-  were  re(|uircd 
far  cultnatinn.  n/Zof  it  might  yield  a  Kent.** 

Nuw  It  this  be  true,  as  it  undoubtedly  is,  what  becomes  of  the 
doctrmc  that  I^nds.  and  Mines,  and  all  other  things  only  yield  a 
Rent  in  ioiisci]ucnce  of  their  being  (if  different  degrees  of  fertility ; 
and  that  Rent  is  the  excess  of  the  more  fertile  mines  or  lands  above 
the  least  fertile  one  ? 

It  aU  l«ind>  and  Mines  can  |>ay  Kent  how  can  Rent  be  **tlu! 
diferrme  tietwcen  the  unequal  returns  to  different  parts  of  the 
Capital  en)pli»>cd  on  the  soil" :  or  **the  price  of  the  privilege  which 
the  ine«)uali(y  of  the  returns  to  different  |Hirtions  of  agricultural 
produci'  rofik-r'*  i»n  all  except  the  least  faxsmred  portion  V^ 

rhu>  \\\  i>iu-  place  he  defines  Kent  to  t>e  the  excess  of  the  returns 
of  oil  |»iirti(>ii%  alxive  the  worst:  thereby  expressly  excluding  the 
worst  pttftiun  from  the  ca|)acity  of  |u\ing  Kent :  and  then  he  says 
in  irfher  pun  es  that  <i//  iHirtions,  even  the  worst,  may  |>ay  Kent! 
Can  oiu thing  lie  more  coniradit  tor>*  4ir  absuril  ? 

It  Is  i»ti\ious  from  thesi*  ]Kissages  of  Mill  that  he  {n^nvives  that 
ihc  Vaiue  ol  the  pnxluce  is  due  to  the  Intensity  of  Ptmand  and 
the  Limitatton  of  the  Suppiy  \  and  that  the  difl'erence  of  degrees  of 
icrtiiitv  in  the  mines  is  a  mere  accident.  If  ail  l^inds  and  Mines 
|idd  a  Kent,  how  can  it  Ik*  essential  to  Kent  that  they  shtiuld  ditTer 
■I  iemltty?     As  M.   H.   I^xssy  truly  oi>si*rveN  this  in  to   take   the 

which  nuke  a  dilTerencc  in  the  Rate  (*t  Kent  tor 
which  produces  Rent.     In  all  tluse  i.imn  «!itTtrences  of 

the  mere  Accident  of  Kent,  ami  n>i  t:s  Essence.     It 

tp  tell  us  that   l..ands  and   Mines  Mhnh   {1(»smsh 
~  fcftility  and  situation  Mill  |u>  a  higher  Kent 

ijiaki  for  a  farm  purely  de^xituU 
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upon  the  question  whether  the  Value  of  the  produce  of  the  to  I 
leaves  sufficient  Profits  after  defraying  the  Cost  of  Produdioi^l 
farmer's  necessary  profits,  &c.,  to  pay  Rent.  The  capacity  of  1 1 
Farm  to  pay  Rent  depends  purely  on  its  own  particular  drcoi*  1 
stances,  and  has  nothing  to  do  with  the  consideration  whedxi  1 
other  farms  are  more  or  less  fertile  than  itself.  And  the  Value  of  | 
the  produce  depends  purely  on  the  Intensity  of  Demand  and  Ae  ' 
Limitation  of  the  Supply  of  the  produce  in  the  market ;  and  Ae 
whole  question  is  thus  brought  under  the  dominion  of  the  Genenl 
Equation  of  Economics. 

It  has  already  been  shown  that  Anderson's  Theory  of  Rent  b 
radically  different  from  Ricardo's :  though  they  are  often  thoo^ 
to  be  the  same.  Anderson  makes  the  Value  of  com  to  spring  from 
the  Demand,  and  he  shows  that  it  is  the  Price  of  Com  whid 
indicates  the  worst  land  which  can  be  brought  into  cultivation. 

Ricardo  makes  the  increase  of  Price  to  proceed  from  tlje 
increased  Labour  in  obtaining  the  com ;  and  it  is  quite  clear  tint 
Ricardo's  doctrine  is,  that  bringing  worse  lands  into  cultivation  must 
precede,  and  is  the  cause  of,  the  increase  of  Price ;  and  this  is  the 
sense  which  both  his  opponents.  Say,  Chalmers,  Thompson,  and 
ourselves,  as  well  as  his  admirer,  McCulloch,  attribute  to  him. 

But  Mill,  in  accordance  with  Anderson,  says — "  The  higher  the 
market  value  of  produce,  the  lower  are  the  soils  to  which  cultivation 
can  descend,  consistently  with  affording  to  the  Capital  employed  the 
ordinary  Rate  of  Profit." 

Now  this  is  no  doubt  true ;  but  it  is  diametrically  the  reverse  of 
Ricardo's  Theory  of  Rent,  which  Mill  declares  to  be  the  poni 
asinorum  of  Economics. 

The  only  case  in  which  Ricardo's  Theory  would  have  a  semblance 
of  truth  would  be  this,  where  a  country  had  a  regularly  decreasing 
gradation  of  lands,  stretching  out  to  an  unlimited  distance :  then  in 
such  a  case  the  Rent  which  might  be  paid  for  the  superior  farms 
would  be  indicated  by  the  difference  in  the  Value  of  their  produce 
and  the  Value  of  the  produce  of  the  last  quantity  of  land  in  cultiva- 
tion. But  then  it  is  a  pure  accident  that  there  should  be  such  an 
unlimited  series.  For  the  Ricardo  Theory  to  be  true  it  would 
necessarily  require  that  there  should  actually  be  such  a  series. 

On  the  Rent  of  Shops. 

We  thus  see  that  the  doctrine  first  positively  announced  by 
Anderson,  and  adopted  by  all  Economists  since,  that  Rent  does 
not  influence  the  price  of  agricultural  products,  such  as  com,  is 
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tiTue.  Such  a  product  is  brought  into  a  common  market  which  no 
single  producer  can  influence,  and  therefore  he  must  conform 
himself  to  its  conditions.  A  certain  general  price  is  necessary  to 
sittract  a  certain  supply ;  and  the  differences  in  the  cost  of  produc- 
tion of  each  particular  parcel  can  have  no  influence  on  its  price. 
The  supply  will  be  produced  so  long  as  its  value  affords  the  cost  of 
labour  and  ordinary  profits.  No  one  created  the  land  itself,  and 
therefore  remuneration  for  the  use  of  it  is  not  part  of  the  necessary 
cost  of  production :  and  if  any  particular  parcel  of  its  produce  will 
not  afford  both  ordinary  profits  and  Rent,  Rent,  of  course,  will 
vanish  first  The  producers  of  com  are  far  too  numerous  to  com- 
bine to  limit  the  supply.  For  a  considerable  time  it  was  attempted 
to  limit  the  supply  of  foreign  com  by  prohibitive  or  protective 
l^slation,  but  all  such  laws  have  been  for  ever  rendered  impossible 
in  this  country ;  and  consequently  com  will  come  in  from  foreign 
countries  so  long  as  the  value  of  it  here  will  yield  the  ordinary 
profits  of  trade. 

But  where  the  producers  are  fewer  in  number  the  case  is  different. 
The  owners  of  mines  of  different  sorts  are  comparatively  few,  and 
they  can  without  any  great  difficulty  come  to  an  agreement  to  limit 
the  supply.  It  has  been  alleged  that  the  owners  of  coal  mines  have 
on  several  occasions  agreed  to  limit  the  supply  in  order  to  maintain 
it  at  a  certain  level  in  order  to  preserve  their  rents ;  though  the  same 
rule  would  evidently  apply  to  minerals  as  to  com,  if  the  producers 
were  too  numerous  to  combine.  Minerals  of  all  sorts  are  the  free  gift 
of  nature,  and  not  the  creation  of  man,  and  therefore  a  remunera- 
tion for  them  is  not  a  part  of  the  necessary  cost  of  production : 
and  if  there  were  no  arbitrary  limitation  of  supply  they  would 
continue  to  be  produced  so  long  as  the  producers  obtained  ordinary 
profits. 

But  the  case  is  different  with  shops.  In  these  Rent  does  un- 
doubtedly enter  into  price,  because  in  such  cases  it  is  part  of  the 
necessary  cost  of  production.  No  man  created  the  land  or  the 
minerals ;  but  shops  are  not  the  gift  of  Nature.  They  are  created 
by  the  expenditure  of  capital,  which  is  part  of  the  necessary  cost  of 
production,  and  it  must  be  replaced  in  the  price  of  the  articles. 
Moreover,  each  shop  is  a  little  market  in  itself,  over  which  the 
producer  has  complete  command,  only  controlled  by  other  pro- 
ducers who  are  all  in  a  similar  position.  A  retail  shopkeeper  buys 
his  goods  at  a  certain  price  from  the  wholesale  dealer,  and  he  has 
a  certain  price  to  pay  for  rent ;  or  if  he  built  the  shop  himself  he 
must  have  laid  out  a  certain  capital  on  it,  and  must  have  a  certain 

2  Q 
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interest  on  that  expenditure.     He  must  also  provide  for  his  own  I 
maintenance.     He  expects  to  have  a  certain  amount  of  custom ;  be  I 
therefore  fixes  such  a  price  upon  his  articles  as  he  estimates  vil  I 
provide  for  all  these  things.     If  he  cannot  obtain  these  returns  he 
must  give  up  his  business.     All  his  competitors  are  in  exactly  tbe 
same  condition,  and  thus  the  producers  have  the  command  of  tbe 
market     The  prices  which  each  may  fix  are  only  controlled  bf  { 
what  he  thinks  his  customers  will  give,  and  his  fellow-competiton 
will  enforce  as  well  as  himself.     None  of  these  competitors,  how- 
ever, can  afford  to  sell  below  that  amount  any  more  than  he  can: 
consequently,  in  such  cases  rent  is  a  part  of  the  necessary  cost  of 
production,  as  being  only  the  interest  on  capital  expended:  and 
production  must  cease  unless  such  interest  is  afforded :  and  there- 
fore in  such  cases  it  necessarily  and  justly  forms  a  part  of  price. 

It  is  easily  seen  that  this  is  true  by  any  one  who  considers  the 
difference  between  the  prices  of  fish,  fruit,  and  v^etables  as  sold  in 
shops  where  the  shop  is  the  fixed  capital,  and  the  same  articles  sold 
by  costermongers  in  the  street,  whose  only  fixed  capital  is  a  bairov. 

Conclusion  of  the  Ricardo  Theory  of  Rent, 

Although  we  have  arrived  at  exactly  the  same  practical  resxilt  as 
Ricardo,  yet  this  is  no  immaterial  dispute  about  words ;  it  is  not 
mere  logomachy;  but  it  is  a  fundamental  difference  of  principle 
between  two  distinct  systems  of  Economics.  Ricardo  has  plainly 
inverted  cause  and  effect  His  views  and  principles  are  as  entirely 
fallacious  as  if  he  had  composed  a  treatise  on  heat,  and  laid  it  down 
as  a  fundamental  principle  that  it  is  the  rise  of  the  mercury  in  tho 
thermometer  that  regulates  the  heat  of  the  atmosphere,  or  that  the 
rise  of  the  mercury  in  the  barometer  causes  fine  weather.  And 
those  who  admire  Ricardo's  principles  ought  in  consistency  to  main- 
tain the  two  latter  propositions.  The  schoolboy  who  screwed  up 
his  barometer  to  "  Set  fair,"  to  ensure  fine  weather  for  his  holiday, 
was  a  true  disciple  of  Ricardo. 

It  is  so  extremely  important  to  understand  the  natiue  of  the 
fallacy  which  runs  through  the  whole  of  the  Ricardian  system,  that 
we  may  give  another  illustration.     It  is  well  known  that  the  cultiva- 
tion  of  certain   agricultural   products,  and   the  climate   they  can 
flourish  in,  are  intimately  connected.     At  certain  points  the  cultiva- 
tion of  maize,  the  vine,  olives,  the  palm,  ceases,  and  it  is  possible 
to  ascertain  by  experience  the  average  temperature  of  the  country  in 
which  these  things  occur.     Now,  reasoning  exactly  as  Ricardo  does, 
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we  ought  to  say  that  the  boundaries  of  the  cultivation  of  these  pro- 
-ducts  regulate  the  climate  of  that  place  j  when  it  is  manifestly  the 
feverse,  it  is  the  climate  that  regulates  their  production.  The 
"cultivation  of  a  certain  vegetable  may  indicate  the  climate,  but  it 
does  not  regulate  it,  any  more  than  the  speed  of  the  paddle-wheels 
regulates  the  motion  of  the  engines.  The  whole  of  Ricardo% 
palpable  fallacy  is  based  upon  a  misconception  of  the  meaning  of 
So  regulate. 

Or  again,  there  is  a  certain  kind  of  letter-weight  which  indicates 
the  weight  of  the  letter  by  raising  a  series  of  weights  in  succession ; 
now  it  is  quite  clear  that  it  is  not  the  last  weight  raised  which 
regulates  the  weight  of  the  letter;  but  the  weight  of  the  letter 
which  regulates  which  is  the  last  weight  which  will  be  raised. 

Exactly  in  the  same  way,  it  is  not  the  cost  of  raising  corn  on  the 
worst  land  which  regulates  the  Price  of  com ;  but  it  is  the  Price  of 
com  which  r^ulates  the  cost  which  can  be  afforded  for  it,  and 
which  indicates  the  worst  land  which  can  be  cultivated;  and  the 
Price  of  com  is  exclusively  governed  by  the  great  Law  of  Supply 
and  Demand. 

We  have  now  shown  the  entire  fallacy  of  the  Ricardo  Theory 
of  Rent :  and  brought  the  class  of  commodities  it  relates  to  under 
the  dominion  of  the  General  Equation  of  Economics.  That  the 
Ricardo  Theory  should  be  true  was  contrary  to  the  whole  analogy  of 
Physical  Science.  But  the  Principle  of  the  Continuity  of  Science 
is  completely  vindicated,  and  there  is  seen  the  beautiful  conformity 
between  the  Principles  of  Natural  Philosophy  and  Reality,  and  a 
great  triumph  for  the  prophetic  genius  of  Bacon. 

Smith  on  Rents  in  Shetland, 

Smith  notices  the  high  rent  paid  for  land  in  some  parts  of  Shet- 
land— "  The  sea  in  the  neighbourhood  of  Shetland  is  more  than 
commonly  abundant  in  fish,  which  make  a  great  part  of  the 
subsistence  of  their  inhabitants.  But  in  order  to  profit  by  the 
produce  of  the  water  they  must  have  a  habitation  upon  the  land. 
The  rent  of  the  land  is  in  proportion,  not  to  what  the  farmer  can 
make  by  the  land,  but  to  what  he  can  make  both  by  the  land  and 
the  water.  It  is  partly  paid  in  sea-fish;  and  one  of  the  very  few 
instances  in  which  rent  makes  a  part  of  the  price  of  that  commodity 
is  to  be  found  in  that  country." 

It  is  quite  clear  that  it  is  exactly  the  reverse,  and  that  rents  in 
■Shetland  are  paid  out  of  the  bountiful  supply  offish.    It  is  surprising 
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that  Smith  did  not  see  that  fishermen  everywhere  dsc  hb^  m^;  ^ 
have  a  dwelling  on  land,  as  well  as  in  Shetland,  for  which  thq  wA  M  ^^ 
pay  rent.  And  rent  must  bear  the  same  relation  to  price  emy-  Wi 
where  else  as  it  does  in  Shetland.  Why  should  rent  form  a  paittf  H' 
the  price  of  fish  in  Shetland  and  not  elsewhere  ?  How  is  it  posabk  V 
that  the  Laws  of  Value  can  be  fundamentally  different  in  Shedud  ■ 
to  all  the  rest  of  the  world?  This  is  just  one  of  those  exampb  I; 
which  has  brought  the  Science  of  Economics  into  such  disrqxite,  I: 
because  Economists,  from  want  of  a  scientific  education,  make  tbe  I . 
whole  subject  a  mass  of  contradictions  and  peculiarities,  witfaoot  1; 
any  great  fundamental  principles.  But  the  fault  is  evidently  not  in  I; 
the  subject,  but  in  the  manner  of  treating  it  I 

A  dwelling  near  the  sea  is  necessary  for  the  fishermen.  The  I 
sea  is  part  of  their  domain  out  of  which  they  make  their  profits;  I 
and  it  is  the  abundance  of  the  fish  which  enables  them  to  ptj  I 
a  high  rent  for  the  land.  And  the  rent  no  more  enters  into  tbe  I 
price  of  the  fish  than  the  rent  of  corn  land  enters  into  the  price  I 
of  com.  I 

Rent  in  this  case,  as  in  all  other  cases  of  trading  rents,  arises  out  I 
of  the  competition  for  a  position  by  means  of  which  profits  may  I 
be  made.  I 

De  Fontenay  on  Rent, 

A  French  writer,  M.  de  Fontenay,  has  seen  this  truth  very  cleariy. 
He  says :  "It  may  be  as  well  to  say  something  here  of  one 
of  the  most  striking  instances  of  the  advantages  of  position.  1 
mean  the  high  price  paid  for  buying  or  hiring  spaces  in  a  great  dty. 
Some  Economists  have  thought  they  see  in  that  the  rent  of  land: 
they  have  let  themselves  be  duped  by  a  word,  as  Montaigne 
would  say.  To  think  that  it  is  really  for  a  piece  of  land  that  one  pa)*s 
in  Paris  two  or  three  hundred  francs  the  metre,  is  as  if  one  were  to 
think  that  in  buying  the  number  of  a  hackney  coach  it  is  for 
three  yellow  numbers  that  he  pays  six  to  eight  thousand  francs,  and 
that  when  a  notary  sells  his  practice,  it  is  a  double  knob  of  gilt 
copper,  twenty  paper  cases  or  so,  five  or  six  shabby  tables,  and 
a  bad  earthenware  stove,  that  he  sells  for  500,000  francs.  The 
space  of  ground,  like  the  number,  the  practice,  is  only  a  repre- 
sentative sign  of  the  acquired  rights,  a  title  to  advantages  and  profits 
which  may  be  discounted.  What  one  pays  for  in  the  price  of 
the  space  of  ground  is  a  share  in  the  enjoyment  of  innumerable 
improvements  of  an  advanced  civilisation :  it  is  an  immense 
opportunity  to  exert  onself  and  to  shine,  to  know  and  to  be  known. 
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a  powerful  agglomeration  of  rich  consumers  if  one  is  a 
ucer :  of  producers  and  products  of  all  kinds  if  one  is  more 
ially  a  consumer.  It  is  a  multitude  of  free  enjoyments 
pavement,  the  trottoirs^  gas,  water,  fftes^  theatres,  palaces^ 
museums  sho]>s,  libraries,  marts  of  all  kinds  of  wealth, 
ial  and  intellectual.  'I*hc  inhabitant  of  Paris  who  gives  up  to 
^lianger  his  share  in  these  advantages  has  the  i>erfect  right  to  sell 
to  him  at  a  good  price.  For  it  is  he,  or  they  whose  right 
represents,  the  citizens  of  a  great  city,  who  have  gradually  made 
^  what  it  is.  It  is  they  who,  by  their  labours,  their  sacrifices,  their 
tRiuggles  of  ever)-  kind,  by  their  gold  or  by  thtir  blood,  have 
•cquiretl  and  |>aid  for  these  rights  this  security,  this  progress 
this  public  luxur)-,  these  works  of  general  utility,  these  refinements 
of  civilisation,  this  immense  develofiment  of  intellectual  and 
Material  life.'* 

And  IH-  Fcmtenay  most  justly  says  in  other  |iarts  of  the  same 
work  — "Wherever  there  is  a  revenue  you  peri'eive  capital** --"'ITie 
thcor>  of  revenue  must  Ik*  the  same  for  all  classes  of  human 
prod  urt  Kin. 

^  L'ntortunately  this  simple  and  sensible  idea  has  Inx'n  falsified  by 
the  spirit  of  system.  Ask  an  H<'onomist  who  knows  the  masters  by 
bi-art  what  rrvrnue  is  :  and  he  will  answer:  that  industrial  revenues 
the  net  profits  of  the  forge,  of  manufactures,  of  tanking  and 
Comnu-n-e,  iVc,  are  the  profits  of  capital ;  but  that  the  income  from 
land  the  n<-t  profit  of  the  farm  or  the  vineyaril—  is  tjuite  another 
thing:  that  that  is  the  prire  of  a  mon4>]M>ly,  a  ]ia\ment  for  the 
productive  |M)wers  of  the  earth,  a  continued  ini  rcasi*  of  the  price  of 
produits  of  interests  o]>i>osed  to  the  general  interest ;  in  short, 
of  fundamental  laws  and  essential  phenomena  so  radically  different 
to  the  b«s  and  phenomena  of  production  generally  thai  it  has  lieen 
nccessar)*  to  make  a  se|iarate  division  in  the  Stii-nce,  and  an 
entirely  cxrepti(»nal  theory  for  the  inrome  from  land  ;  or,  as  it 
ii  called,  the  rent  of  land. 

**  Wc  propose  here  to  aliolish  these  false  distinctions  incom|Kitible 
the  character  of   harmony  and  simplicity  uhiih  the  laws  of 
ought  to  have,  and  to  prove  that  thert-  is  oiu',  and  only 
of  Value,  Income,  and  Capital  under  all  its  tornis." 

It  is  known  that  Kconomi%ts  who  h.i%e  atiribiitetl  one 

*■  of  products  to  the  a<  tion  ot  n.itur.il  .i^rnts  havr 

cation    of    their    theory    to    .i    sinf:li-    rbss    of 

the  ap|)ropri.ition  and  cult  i\  at  ion  nf  the  mhI. 

*  that  the  human   mi  ml   thus  priM'eeds  by 
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particular  cases.     It  is  quite  natiual  that  the  analysis  of  prodacdon  1 
should  begin  by  the  first  of  human  products. 

*'  Of  all  the  instruments  of  labour,  in  fact,  the  most  indispensabfer  I 
the  most  universally  and  the  earliest  employed,  and  consequendytht 
most  obvious,  is  unquestionably  that  most  complicated  instrument 
called  the  earth.  Divided  in  its  extent,  varying  in  its  powers,  and  iti 
aptitudes  so  rigorously  limited,  so  unequally  divided  among  nations, 
families,  and  persons,  that  the  possession  or  the  desire  for  a  greater 
part  has  in  all  ages  been  the  principal  object  of  wars  and  humiD 
discord,  the  earth  everywhere,  and  at  all  times,  has  presented  the 
phenomenon  of  profit  under  its  most  visible — and  I  will  say  also  its 
most  obnoxious — form;  because  from  the  earliest  antiquity  entiie 
castes  have  lived  upon  the  rent  of  land,  freed  from  all  labour  by  diis 
excess  of  the  labour  of  their  fellow-men.  Not  only  is  agricultuial 
labour  the  most  ancient  and  the  most  important  of  all,  but  among 
many  people  it  has  been,  and  still  is  among  some,  the  only  industry, 
properly  speaking.  Not  only  is  landed  property  the  most  visible 
form  of  capital,  but  it  has  long  been,  and  still  is  in  backward 
countries,  the  only  capital — including,  of  course,  landed  capital, 
cattle  capital,  and  slave  capital,  which  are  attached  to  it.  The 
elevation  of  other  branches  of  human  industry  to  the  rank  of 
property  is  a  fact  so  recent  in  the  history  of  the  world,  that  it  is 
quite  natural  that  the  property  and  income  of  land  have  been 
studied,  regulated  by  legislators,  discussed  by  philosophers  and 
statesmen,  long  before  any  other  form  of  property  and  income. 

"  When  Economic  Science  was  founded,  it  was  therefore  to 
agriculture  and  extractive  production  that  it  first  gave  its  attention. 
When  it  entered  upon  a  wrong  path  in  attributing  production  and 
value  to  Nature,  all  the  errors  and  dangers  of  this  system  fell 
exclusively  with  all  their  weight  on  the  property  in  land.  It  is  some- 
what strange,  but  if  this  error  had  been  generalised  it  would  perhaps 
have  been  less  fatal  and  less  tenacious :  applied  only  to  a  particular 
case,  as  it  has  been,  it  has  placed  property  in  land  in  an  exceptional 
and  truly  proscribed  position.  .  .  . 

"  That  truly  is  an  unpleasant  position  for  the  possessors  of  the 
soil,  and  it  seems  dif!icult  from  such  premises  to  draw  conclusions 
favourable  to  property  in  land.  In  fact,  it  is  somewhat  badly  treated 
by  this  school.  It  is,  according  to  J.  B.  Say,  the  least  reputable  of 
all  property — in  fact,  it  has  for  its  origin  conquest,  a  purely  conven- 
tional right — it  is  a  tolerated  monoply — a  legal  fiction,  according 
to  J.  Gamier — a  restriction  on  the  laws  of  God,  according  to  Scrope 
— a  usurped  privilege,  according  to  J.  B.  Say — its  useful  purpose  is 


IL].  Rent  599 

limited,  according  to  Senior,  to  stretching  out  its  hand  to  receive  the 
offerings  of  the  community — the  class  of  proprietors'  profits  at  the 
expense  of  the  others,  according  to  Buchanan — its  interests  are 
constantly  opposed  to  those  of  the  rest  of  Society,  according  to 
Ricardo — &c.  &c.  As  for  the  rent  of  land,  it  seems  that  the  delenda 
Carthago  has  been  pronounced  against  it:  one  of  the  wittiest 
disciples  of  Ricardo  calls  it  the  product  of  a  series  of  outrages 
against  property  from  the  earliest  antiquity  :  many  Economists 
flatter  themselves  that  they  can  make  it  disappear  by  means  of 
Free  Trade : — Ricardo,  Mill,  &c.,  to  make  sure  of  this,  have  pro- 
posed to  confiscate  it  legally  by  taxation  :  one  of  our  official 
Economists  has  even  written,  *We  are  coming  to  the  time  when 
all  proprietors  will  be  forced  to  cultivate  or  to  sell,  if  they  wish 
to  have  a  revenue.*" 

Again — "I  certainly  need  not  remark  how  nearly  the  passages  I 
have  just  quoted  approach  the  most  aggressive  eccentricities  of 
Socialism.  The  diflference  here  between  the  mortal  enemy  of 
property  and  its  pretended  defenders  is,  that  they  treat  it  as  a 
parasite,  a  usurper,  and  a  mendicant,  while  he  bluntly  calls  it 
robbery — that  M.  Proudhon  wishes  to  make  all  revenue  disappear, 
and  the  others  only  suppress  renty  which  is,  in  their  definition,  only 
a  part  of  revenue. 

"Undoubtedly,  then,  this  doctrine  openly  attacks  property  in 
land.  Will  the  abolition  stop  there?  The  Economists  of  this 
school  have  thought  that  in  limiting  the  application  of  their 
principle  to  one  case  they  could  say  to  logic — You  shall  not  go 
further  than  we  do.  But  logic  laughs  at  their  impotent  authority; 
and  it  is  easy  to  see  that  all  property,  both  movable  and  immovable, 
is  brought  into  question  by  the  same  attack. 

"Since,  then,  in  fact,  it  is  necessary  to  distinguish  two  indepen- 
dent agents  in  production,  man  and  Nature,  two  associates  of  whom 
one  appropriates  the  wages  of  the  other ;  instead  of  recognising  only 
one  agent,  one  voluntary  and  responsible  active  power — man ;  and 
an  instrument  inert,  passive,  indifferent  to  the  good  or  evil  of  the 
result,  and  consequently  unpaid — Nature.  Immediately  that  the 
merit  and  the  value  of  the  work  is  attributed  to  the  means  of  action, 
and  not  to  the  actual  cause — to  the  force  which  obeys,  and  not  to 
the  will  which  commands — to  unconscious  matter,  and  not  to  the 
intelligence  which  foresees  and  directs ;  this  principle,  good  or  bad, 
must  be  followed  out  to  the  end.  We  must  see  in  all  classes  of  pro- 
duction that  which  emanates  from  the  thinking  producer,  and  that 
which  is  the  work  of  the  unintelligent  producer — in  short,  we  must 


distinguish  in  the  collective  result  the  share  of  man  and 
of  the  natural  agenL  For  it  is  not  in  agriculture  only 
naiura]  agents  appear ;  they  most  clearly  act  everywhere 
man,  because  everywhere  man  can  only  act  by  means  of  tl 
everywhere  they  act  in  the  same  way.  Human  industry 
aids  light  and  heat,  wind  and  waterfalls,  the  properties 
ponderable  fluids,  mechanical  and  chemical  action,  innui 
combinations — in  short,  laws,  movements,  affinities,  and  throt 
the  infinite  variety  of  physical  phenomena,  the  forces  of  Nl 
present  themselves  with  the  same  Economical  characters  as  i 
agriculture.  They  are  indispensable  to  production ;  they 
be  utilised  without  being  appropriated;  they  are  limited  in  ^ 
use  and  extent ;  unequal  in  power,  etc.  The  profit  of  the  muB- 
facturer,  like  that  of  the  agriculturist,  results  from  their  assasiano, 
and  is  proportional  to  the  extent  and  energy  of  their  action.  Fn 
if  one  manufacturer  produces  more,  that  is,  at  less  cost  than  b 
neighbours— all  personal  rjualities  being  the  same — il  is  ai»»p 
because  there  they  employ  a  man  whom  they  must  pay;  he  emplop 
a  natural  agent,  whom  he  does  not  pay.  And  since  this  econanj 
in  the  cost  of  production  only  benefiis  him,  as  he,  of  course,  sdb 
exactly  at  the  same  price  as  his  competitors  with  inferior  processes 
it  is  clear  that  he  intercepts  and  appropriates  the  wages  of  his  inani- 
mate worker,  and  this  interception  exactly  constitutes  his  supeiic* 

"  Hence  in  manufactures  the  differences  of  power  among  the 
^ents  employed  are  enormous,  and  so  are  the  differences  of  prt^i 
which  result  from  them. 

"In  the  transport  of  merchandise,  for  instance,  what  a  shocking 
inequality  of  power  between  the  shoulders  of  a  porter,  horses  and 
waggons,  and  a  railroad  !  In  spinning,  what  manual  skill  can  turn 
the  spindles  or  the  wheel  with  the  speed  of  mechanism?  Be 
honest  then — in  maimfaciures,  perhaps  even  more  than  in  agri- 
culture, it  is  the  instrument  which  causes  production.  If  therefore 
you  attribute  the  power  of  the  instrument  to  Nature,  the  share  whidi 
Nature  can  claim  in  these  profits  is  greater  than  in  any  others :  and 
the  greater  profits  of  manufactures  and  commerce  ought  to  be 
called  rent,  and  the  monopoly  of  natural  agrnts,  just  as  much  as 
the  moderaie  profits  of  3  or  4  per  cent,  in  agriculture.  In  short, 
in  every  kind  of  production  you  have  the  same  mechanism,  the 
same  combination  of  the  action  of  men  with  the  action  of  Nature, 
the  same  differences  in  the  rate  of  profit,  the  same  influence  of  the 
instrument  and  capital  over  the  result.     More  than  that-  you  haw 
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%  Mmc  form  in  the  division  of  the  profit,  you  have  the  sale, 
I  ft  loan,  and  the  lease ;  the  proprietor  and  the  farmer,  the  capitalist 
d  the  worker,  he  who  furnishes  the  instrument  and  he  who  uses  it ; 
t  who  firoduccs  and  he  who  only  '  stretches  out  his  hand  to  receive 
^oftL*  Mithi-r  it  must  l>e  licarly  said  that  one  has  two  weights  and 
KD  measures ;  that  one  is  determined  to  6nd  (]uite  right  in  one  case 
bat  is  atiominable  in  another,  or  we  must  apply  strictly  to  the  profits 
manufactures  the  si-vere  analysis  applied  to  the  profits  from  land  : 
fr  roust  extend  to  profits  and  interest  (which  only  |)roceeds  from 
icm )  and  to  capital  this  accusation  of  monopoly,  of  usurpation,  of 
Uaaiti%ni.  which  we  have  just  seen  so  (Nearly  expressed  against  rent 
%d  pro|Krty  in  the  soil. 

**  'Pius  We  sei*  all  pr(>|)erty,  movable  and  immovable,  destroyed, 
rurk  with  the  same  1  har^e  of  original  injustic*e,  and  all  reduced  for 
t>Cc^  titii)  t(i  some  artiiie  in  the  Code.  It  is  not  only  xs  is  now 
Of  Kh<nl  that  all  rent  must  lie  confiscated  by  taxation :  it  is  profits 
Mil  manufacturers,  an  interest  which  must  lie  attacked  by  a  radical 
form.** 

Again-  **  liut,  simple  as  it  is,  this  way  of  looking  at  fri^duit-net^ 
otit.  re\t-nue,  and  their  consoiiuences,  must  ne<*evsarily  esca|ie  all 
OS*:  who,  like  Kicanlo,  Rossi,  Sism<mdi,  Proudhon,  iVc,  define 
iiuc   a^   the    ^luantity  of  l^lx)ur,'  and  measure  it   by  cost   of 

oclu*  tl«lI1. 

'*  In  ta«  t.  profu  is  pre<*iscly  the  e\(x*^s  of  si*lling  \-alue,  or  actual 
Jur,  aiNi\e  the  cnxt  of  produ*  tion  or  theoretical  value.  They  then 
«i filler  It  a^  xt\  anomaly,  a  robbery,  an  iniquity.  Hence  these  div 
rtH»ns  and  rontrailii  tions  iniii  Mhich  they  ha%'e  all  more  or  lc»s 
Lien.  Kicanlo  fntiiself  has  fallen  into  it  headlong  with  a  curiously 
md  '^iir.iilb  ity.  Mie  f^rttjuitnft  has  as  is  well  known,  three  prin- 
pal  nuniffstaitions,  rent  of  bnd,  profits  of  manufacturer,  and 
tcre^t  I'f  lapital.  Kiiardo,  in  n/i/,  explains  it  by  niono|X)ly  and 
M-  pr:<  e  of  natural  agents  :  in  profits  by  a  detluctum  by  the  employer 
ocn  the  wages  i>f  l.ilMiur;  in  tnUrfst^  he  newr  sus|>e(*ted  that  it  is 
i(-  \anic-  problem  ;  he  admits  mtefrst  as  indisputable  eilu«  ati*ii  and 
rtjUp:Kt  ui»  on  the  London  Iai  hange,  from  }^  to  5  ikt  «ent.  was 
r«>^iabl\  l«ir  Knartlo  an  artn  K-  of  laitb.  Proudhon.  a  mu«  h  stronger 
ryA  m'ln-  (Lirin^  lo^u  ian,  did  not  dt-i  eive  hiiiisrlf  as  to  thi-  idi  ntity  of 
K-  thrtt  Mordv,  ftnt^  /'"''^A  ami  tnUrt^t ,  \\v  has  ijuiti-  <  orret  tlv 
ia«  i"«i  tl.' m  in  the  '»anic-  1  I.i^n  ^'>%  fr  *Jutt  nft  a  ser\icr  nr  pfiMiuct 
•i«!  a'HAi  \u  (  uh(  ill  pr«>du«  lion.  And  ^in<  e,  a<iiirdin^  to  him, 
Li*  ardo.  K'l^si,  Msnioiuh.  «\<  ,  the  i  i>st  tif  prixhit  tion  is  the  thei>- 
.t«*al  niiosure  of  \alut\  and  is  the  just  \alue,  naturally  ^\\  froJmt  net 
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appeared  to  him  an  iniquitous  deduction,  and  he  says  that  ni&^ph  1*      ,o 
and  interest  are  robbery — and  I  do  not  know  how  to  reply  loPww^'"  ,  ^ 
hon,  if  you  admit  that  Value  is  defined  by  the  quantity  of  wSsssk 
labour,  and  measured  in  each  particular  case  by  the  cost  cC  pro*  *^ 
duction." 

Now,  without  finding  it  necessary  to  agree  with  all  that  M.  fc 
Fontenay  has  said  in  his  remarkable  volume  on  Rent,  he  has  at  Wet 
pointed  out  the  fundamental  fallacy  of  breaking  up  Economic  fbe- 
nomena  into  separate  classes,  and  finding  a  separate  law  of  value  for 
each:   and  he  has  shown  most  irrefragably  that  rent,   profit,  and 
interest  all  proceed  from  the  same  cause — the  excess  of  the  Value 
above  the  cost  of  production,  which  can  only  be  effected  by  the 
Intensity  of  the  Demand  and  the  Limitation  of  the  Supply. 

They  all  stand  or  fall  together,  and  if  the  State  has  the  right  to 
confiscate  the  one,  it  has  the  right  to  confiscate  the  others ;  and  we 
earnestly  commend  M.  de  Fontenay's  volume  to  the  attention  of 
those  who  believe  in  MilFs  scheme  of  confiscating  the  rent  of  land 

The  Rent  of  land  is  an  excellent  example  of  the  general  Equatioii 
of  Economics.  Rent  is  the  money  paid  by  the  farmer  to  the  land- 
lord for  the  use  of  the  land.  The  first  indispensable  conditioo  of 
rent  arising  is,  that  one  person  is  the  owner  of  more  land  than  he 
can  conveniently  cultivate  himself.  A  landlord  is  a  capitalist  whose 
capital  consists  of  land;  and,  like  all  other  capitalists,  he  either 
trades  with  it  himself  or  lets  part  of  it  out  to  others  to  trade  with, 
and  of  course  he  is  entitled  to  receive  interest  for  the  use  of  his 
capital  like  any  other  capitalist.  The  difference  between  a  landlord 
who  cultivates  his  own  land  and  a  farmer,  is  just  the  difference 
between  the  man  who  trades  with  his  own  or  on  borrowed  capital. 
A  man  who  has  a  large  amount  of  capital  in  land  is  in  a  very  different 
position  to  one  who  has  his  capital  in  money,  because  no  single  man 
can  trade  with  any  very  large  amount  in  land.  It  is  very  rarely  a 
man  farms  more  than  a  thousand  acres  of  land,  but  many  a  merchant 
trades  with  half  a  million  of  money.  Now,  unless  a  man  can  trade 
with  his  land  himself,  or  get  someone  else  to  do  so,  it  is  of  no  value 
to  him ;  but  if  the  merchant  cannot  trade  profitably  with  half  a 
million  of  money,  it  will  still  be  useful  to  him — he  can  always  get 
some  interest  for  its  use,  however  small.  It  is,  therefore,  a  positive 
necessity  to  a  man  who  possesses  a  large  estate  to  let  part  of  it  out 
to  farmers.  No  misfortune  to  a  large  landed  proprietor  could  be  worse 
than  to  have  a  considerable  extent  of  his  estate  thrown  upon  bis 
hands  at  once.  Now,  this  circumstance  increases  the  power  of  the 
person  who  wants  to  borrow  the  capital  over  the  one  who  wants  to 
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^^ ;  it  is  a  greater  service  done  to  a  landlord  to  take  a  farm, 


JVi 


,  is  to  a  tenant  to^  let  it  to  him.     In  this  case,  like  as  in  other 

^^^^  of  capital,  we  must  consider  the  farmer  as  the  purchaser  of  the 


j^^'^ce;  but  when  the  capital  to  be  borrowed  is  land,  the  power  of 

>^^  purchaser  over  the  seller  is  much  greater  than  when  it  is  money. 

J^ence,  we  must  expect  that  the  price  of  it  should  necessarily  be 

^^Hrer ;  and  this  is  what  we  actually  find  to  be  the  case.     The  rent 

K)f  land,  or  the  money  paid  for  the  use  of  that  species  of  capital,  is 

%uch  less  than  in  the  safest  mercantile  operation.     There  are,  no 

<ioubt,  other  causes  which  also  tend  to  produce  a  similar  effect, 

operating  simultaneously  to  increase  the  difference:  but  the  cause 

we  first  assigned  is  a  true  cause  of  a  certain  amount  of  that  effect, 

though  not  of  the  whole  of  it.     The  rent  of  land  rarely  exceeds  2\ 

to  3  per  cent,  of  the  value  of  the  land,  and  is  often  less  than  that. 

During  the  great  revolutionary  war,  a  succession  of  bad  harvests, 

joined  to  other  causes,  produced  an  enormous  rise  in  the  price  of 

com,  so  that  in    181 2   it  reached  the  price  of  150s.   a  quarter. 

Owing  to  this  extraordinary  rise  of  price,  an  immense  quantity  of 

inferior  land  was  taken   into  cultivation  at  an  extravagant  cost, 

because  the  farmers  expected  that  high  prices  would  be  permanent. 

Now,  let  us  suppose  that  the  old  lands  in  cultivation  had  produced 

no  more  than  they  had  done  during  the  years  of  scarcity,  what 

would  have  been  the  necessary  consequence  of  this  additional 

quantity  of  corn  added  to  the  market  ?    As  the  quantity  of  land 

taken  into  cultivation  could  only  be  increased  gradually,  the  first 

quantity  added  to  the  existing  supply  would  not  have  added  much 

to   it      The  proportion   between  the  increment  and  the  existing 

supply  would  not  have  been  great,  consequently  it  would  only  lower 

prices  a  little,  and  would  leave  a  laige  profit  to  the  producer.     But 

the  more  land  that  was  brought  into  cultivation,  the  more  would 

the  quantity  of  corn  brought  to  market  be,  and  the  more  would 

prices  be  lowered.     And  this  might  go  on  until  the  constantly 

increasing  quantities  of  com  lowered  the  price  so  much,  that  it 

would  only  just  leave  a  profit,  and  further  production  would  cease. 

And  it  is  perfectly  evident  that  it  would  always  be  the  market  price 

ivhich  would  indicate  how  great  an  expense  could  be  afforded  as 

cost  of  production.     Hence,  we  see  that  it  was  the  increased  price 

of  com  that  called  inferior  land  into  cultivation,  and  it  was  the 

increased  quantity  of  com  produced  that  lowered  the  market  price, 

until  the  cost  of  production  and  the  market  price  might  possibly 

tneet.     But  whether  they  did  so  or  not  would  entirely  depend  upon 

the  quantity  produced. 
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So,  in  the  Highlands  of  Scotland,  the  rent  of  a  sheep4» 
depends  upon  the  price  of  wool  and  sheep^  and  not  the  revent 
A  Highland  farmer  would  smile  if  he  were  told  that  the  rentk 
paid  raised  the  price  of  wool  and  sheep ;  when  he  knew  vdl 
enough  that  the  rent  he  could  afford  to  pay  depended  upon  the 
price  of  the  produce. 

Hence,  also,  we  see  the  utter  fallacy  of  Ricardo's  rule,  that  it  b 
the  cost  of  production  under  the  most  unfavourable  circumstancs 
that  regulates  price.  The  truth  is  that  it  is  the  exact  reverse.  Tbe 
price  regulates  the  greatest  cost  of  production  that  can  be  afforded, 
or  the  most  unfavourable  circumstances  under  which  productkn 
can  take  place. 

From  these  observations  we  gather  that  the  farmer  is -just  in  the 
same  position  as  the  manufacturer;  neither  of  them  can  command 
the  price  he  pleases  for  the  articles  he  has  to  sell;  consequendy 
they  must  each  consider  what  will  be  the  probable  value  of  it  when 
sold,  and  then  they  must  devote  the  whole  of  their  skill  and  eneigr 
in  diminishing  the  cost  of  production.  In  order  to  do  this  eadi 
of  them  calls  in  the  aid  of  science;  the  manufacturer  in  the 
mechanical  form  of  machinery,  the  farmer  in  the  chemical  form 
of  manures  and  draining,  and  every  other  means  that  science  or 
skill  can  suggest  to  develop  the  productive  powers  of  the  eartL 
Neither  of  them  can  ^yi  absolutely  what  the  cost  of  production  is, 
until  every  improvement  in  science  has  been  adopted,  and  every 
resource  exhausted.  It  is  undoubtedly  true  that  the  cost  of  pro- 
duction and  the  value  of  the  produce  must  have  a  relation  to  each 
other,  but  the  question  which  is  to  govern  the  other  is  the  whok 
difference  between  protection  and  free  trade.  Under  the  former 
system,  the  cost  of  production  might  be  as  extravagant  and  wasteful 
as  possible ;  the  land  might  be  undrained  and  badly  cultivated,  and 
the  object  was  to  secure  by  law  a  price  which  should  under  all 
circumstances  cover  every  conceivable  piece  of  waste  and  bad 
management,  which  was,  with  somewhat  of  a  mauvaise  plaisanitrie, 
called  the  natural  price  of  corn.  While  the  one  system  held  out  a 
direct  reward  for  every  species  of  mismanagement  and  ignorance, 
and  stinted  production,  the  other,  on  the  contrary,  encourages  skill 
and  energy,  and  stimulates  production,  and  so  confers  upon  the 
community  at  large  the  blessings  of  as  great  abundance  and  cheap- 
ness as  circumstances  permit. 

Our  formula  at  once  explains  a  fact  which  is  well  known  to  ts^ 
one  who  has  a  practical  acquaintance  with  the  management  d 
estates,  that  it  is  far  more  advantageous  for  a  landlord  to  have  his 
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divided  into  farms  of  moderate  size  than  very  large  ones, 
Luse  so  many  more  persons  have  a  moderate  than  a  large 
^^oantity  of  capital,  and  consequently  so  many  more  are  able  to 
compete  for  a  moderate-sized  farm  than  a  large  one.  The  landlord 
l)eing  the  seller  of  the  service,  his  power  over  each  competitor 
increases  according  to  their  number,  and  he  can  demand  a  higher 
price  for  it.  But  if  a  farm  is  very  large,  so  few  can  compete  for  it, 
that  the  landlord's  power  over  each  diminishes,  and  he  will  usually 
be  obliged  to  let  it  low.  The  same  remark  holds  good  in  houses, 
and  for  the  same  reason ;  houses  of  a  moderate  size  let  much  better 
than  those  of  a  large  one. 

Malthua  on  Rent 

The  fundamental  objection  to  Smith's  work  is  its  total  want  of 
uniformity  of  principle.  Each  class  of  cases  is  explained  by  different 
principles,  which  is  manifestly  contrary  to  the  fundamental  nature  of 
Natural  Philosophy. 

Colonel  Perronet  Thompson,  who  was  a  good  mathematician, 
published  a  pamphlet  entitled  "  The  True  Theory  of  Rent,  in  opposi- 
tion to  Mr.  Ricardo  and  others,^^  in  which  he  maintained  that  the 
simple  cause  of  rent  is  everywhere  the  same  as  that  which  gives  rise 
to  the  rent  of  the  vineyard  which  produces  Tokay.  That  this  must 
be  true  is  manifest  to  any  one  who  has  the  slightest  notion  of  a 
Physical  Science.  But  it  is  very  surprising  that  Malthus,  who  was 
also  a  good  mathematician,  should  dispute  this.  He  says — "  First : 
That  the  price  of  Tokay  is  not  a  necessary  price,  the  same  quantity 
would  be  produced  although  the  price  were  considerably  lower. 

"Secondly  :  That  neither  the  purchasers  of  Tokay,  nor  the 
cultivators  of  it,  live  upon  the  produce. 

"  Thirdly :  That  there  is  no  limit  to  the  price  of  Tokay  but  the 
tastes  and  fortunes  of  a  few  opulent  individuals. 

"How,  then,  can  it  possibly  be  said  with  truth  that  the  simple 
cause  of  Rent  is  everywhere  the  same  as  that  which  gives  rise  to  the 
rent  of  the  vineyard  which  produces  Tokay?  and  how  entirely 
inapplicable  is  a  reference  to  Tokay  as  an  illustration  of  the  true 
theory  of  Rent ! " 

It  is  amazing  that  so  able  a  man  as  Malthus  should  bring  so 
flimsy  an  objection  against  the  manifest  truth  of  Thompson's 
doctrine.  Malthus's  knowledge  of  mathematics  should  have  shown 
him  that  it  could  by  no  possibility  be  anything  else  than  true. 

He  says  that  neither  the  purchasers  nor  the  cultivators  of  Tokay 
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live  exclusively  upon  the  produce.  But  neither  do  the  prodi 
nor  the  purchasers  of  any  other  article  whatever  live  exdusi 
upon  it.  The  cultivators  and  purchasers  of  com  do  not 
exclusively  upon  com.  The  purchasers  and  cultivators  of  kd] 
not  live  upon  kelp.  The  producers  and  purchasers  of  stones ; 
quarries  do  not  live  upon  the  stones.  The  produceis 
purchasers  of  shoes,  cloth,  or  any  other  manufactures,  do  not 
upon  cloth  or  shoes.  The  growers  and  purchasers  of  cattle  dc 
live  exclusively  on  meat;  and  so  on,  of  all  other  products 
person  can  live  upon  any  single  product  The  producers 
purchasers  of  all  these  things  do  not  live  upon  them  <£rm^ 
upon  them  indirectly y  />.,  upon  their  Value,  that  is  upon  the  v: 
things  which  they  can  get  in  exchange  for  them. 

The  cultivators  of  com  must  have  meat  and  clothing  and 
other  things  besides  bread,  which  they  obtain  by  exchang 
certain  portion  of  their  com  for  these  things;  and  the  s 
Value  of  the  com  which  remains  beyond  that  maintenance  i 
gives  Profit  and  Rent. 

So  it  is  with  shoes  or  any  other  product.  Persons  do  n 
upon  them  directly ;  but  indirectly,  by  obtaining  what  they  ^ 
exchange  for  them,  and  the  surplus  value  which  remain 
providing  for  their  maintenance  is  profit. 

It  is  manifestly  precisely  the  same  with  Tokay.  The  pn 
of  it  must  exchange  away  a  certain  portion  of  it  to  provide  f 
maintenance;  and  its  surplus  value  above  that  gives  Pro 
Rent. 

Now  it  is  manifest  that  the  whole  Value  of  the  product  is 
the  Intensity  of  Demand  and  the  Limitation  of  Supply :   a 
greater  the  Demand  and  the  greater  the  Limitation  of  Supply 
greater  will  be  the  Value,  the  greater  the  surplus,  and  the 
the  Profit  and  Rent. 

Hence  it  is  precisely  the  same  principle  in  all  products  whi 
in  Tokay,  in  corn,  in  kelp,  in  quarries,  in  cattle,  in  shoes,  in 
factures  of  all  sorts ;  it  is  the  ratio  of  Demand  and  Supply 
which  determines  Value ;  and  the  greater  the  Demand  and  tl 
the  Supply,  the  greater  will  be  the  surplus  abovj 
cases  only  a  difference  of  degree,  and  not  a 

If  the  Supply  were  greatly  increased  t' 
diminish,  that  not  only  there  might  be  no 
sufficient   to   defray   the   cost,   and    then 
Formerly  the  preparation  of  kelp  was  pro 
on  barilla  and  salt.     In  consequence  of  th 
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ufacturcil  in  the  Western  Islands  and  Highlands  of  Scot- 
brouglu  great  rcvenueti  to  the  proprietors.  The  kelp*shoffcs 
and.  North  Uist,  let  for  ^7»ooo  a  year;  and  about  30,000 

made  in  Scotland,  which  sold  for  about  JQ20  a  ton.  After 
u  duties  on  l>arilla  and  salt  were  repealed.  Barilla  was  so 
-a|Krr  ami  of  such  su|>enor  quality,  that  the  Value  of  kelp 
A)  diminished  ;  at  last  it  ceased  to  be  produced,  and  most 
fortunate  pri»prietors  whose  incomes  came  principally  from 
L  totally  ruined.  Now,  the  cost  and  the  qualities  of  the 
lined  exai  tly  the  same  as  before ;  but  its  Value  was  dimin- 

the  greater  cheapness  and  superior  qualities  of  barilla, 
r  then  barilla  itself  has,  in  its  turn,  been  almost  entirely 
d  ti>  the  superior  (juality  and  cheapness  of  artificial  soda. 
ry  same  principle  ap|)ears  from  Ricardo*s  theory  of  Rent. 
a)  i{uantity  of  com  necx*ssar)'  to  support  the  producers 
\j<  tl\  tlu-  ^ame.  wliatever  its  Value  mav  be.  But  as  the 
h.ae\er  cost  produceii,  sells  for  the  same  price  in  the  same 
It-  )M>rtion  of  it  produced  with  the  least  cost  leaves  the 
lur^u)  betwix-n  Cost  and  Value,  out  of  which  all  Profit 

(OURS ;  and  this  excess  of  Value  is  entirely  due  to  the 
«•!  the  iHrmand  and  the  Limitation  of  the  Supply. 
:!if  same  pnn<  iple  governs  all  cases  whate\'er,  in  strict 
V  with  thi-  principles  of  Natural  Philosophy:  and  the 
i\try  pro<iuc  t.  unariaMy  and  at  all  times,  depends  cxclu- 
n  I  K  riund  anil  Supply. 

:.is  It  toIlo\%s  tliat  if  all  bndlords  were  swept  away  the 
N  uiiuld  rcitivc  no  l>encfit.  The  products  of  the  earth 
t  U*  M»Ki  the  k-ast  cheaper.  There  would  be  exactly  the 
i.atid  and  exactly  the  same  Supply,  and  therefore  the  Value 
luin  the  same.  It  can  make  no  manner  of  diflcrence  to 
iner  ulutlier  the  \^holt  profits  go  to  the  farmer  alone,  or 
{ie\  are  divided  iKtween  IandU»rd  and  farmer. 
;««  iM'ly  the  same  with  a  capitalist  and  a  trader  or  manu 

These   latter  almost   in\anably  carr>    on   their  trade   by 

money  Intrroweil  at   interest.     Hut  the  mtere^t  is  not  a 
price,  but  must  tome  out  of  Profits.     If  the  trader  traded 
money,  he  .iiul  tuhers  would  endea%t»ur   to  limit   the 
the  \  alue  «»l   the  pr<Niu(t  wtmld  afford  an  interest  fur 
id  whether  he  taiw^  that  intcn-st  himsili,  or  i!i\ides 

di!:«'ri  nee  to  the  coMNUiner. 
*  giw**  i|uanttties  and  <{ualities,  but 
cr  .\grH  ulture,  ( 'onimer*  e,  and 
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Labour  are  productive,  ue.  produce  a  Profit,  or  not,  depends 
exactly  the  same  principle,  that  is,  whether  the  Intensitj  of 
Demand  and  the  Limitation  of  the  Supply  of  the  product  or  tk| 
labour  are  so  great  that  their  Value  exceeds  the  Cost  of  Prodoctioi^ 
or  the  maintenance  of  the  Labourers. 


Res  is  one  of  that  class  of  words  which,  in  early  Latin  aal 
archaic  Roman  Jurisprudence,  meant  exclusively  material  things. 

Thus  Cicero  says  (De  Rep.,  IL  9-14),  ''Erat  Res  in  pecocett 
locorum  possessionibus,  ex  quo  pecuniosi  et  locupletes  vocabantoc,* 
in  the  time  of  Romulus. 

''  Wealth  then  consisted  in  cattle  and  land,  whence  they  wen  coBd 
cattied  men  a  fid  landed  men.^^ 

But  in  the  progress  of  civilisation,  commerce,  and  jurisprudeoce, 
men  began  to  perceive  that  they  might  have  property  in,  and  bay 
and  sell,  or  exchange,  other  things  besides  material  ones ;  and  tbe 
word  Res  was  extended  to  include  everything  which  men  had  1 
right  to,  or  had  property  in,  or  anything  whatever  which  could  be 
the  subject  of  a  Right. 

Thus  material  things  are  the  subjects  of  Rights  or  Property* 
and  they  were  termed  Res  Corporales,  because  they  are  Rights 
clothed  with  a  Corpus, 

But  also  a  person  may  have  a  Right  to  receive  a  Profit  or 
Payment  at  a  future  time. 

The  future  payment  or  profit  may  not  even  have  come  into 
existence ;  but  yet  the  Right  to  receive  it  has  a  present  existence, 
and  it  may  be  bought  and  sold,  or  exchanged,  like  any  material 
chattel. 

These  abstract  Rights  to  receive  future  payments  or  profits  are 
termed  Res  Incorporales  in  Roman  I^aw,  because  they  are  Rigbts: 
but  they  are  not  clothed  with  any  material  Corpus, 

In  recent  times,  these  Incorporeal  Rights  have  increased  in  mag- 
nitude and  multiplied  in  kind  to  a"  enormous  extent  in  our  present 
state  of  civilisation,  and  incn  Bhl  much  greater  ratio  dm 
Corporeal  or  Material  Propei 

But  persons  have  a  Righi 
material  things,  and  Rights  tc 

A  man  has  a  Right  in  hi 
labour,  and  he  can  buy  the 
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I  other  pcopk'.  Hence  labour  and  services  are  the  subjects 
lights  and  therefore  they  are  expressly  included  under  Rts 
loman  I^w. 

oreover,  .1  |HTson  has  the  Right  to  enjoy  his  own  character 
jun.-tl  Ileive  Personal  Character  is  9l  Jus  in  rem;  and  a 
[in  whosi*  (hnrarter  is  attacked  has  an  Actio  in  rem, 

banker's  or  a  merchant's  Credit  is  part  of  his  Purchasing 
er.  or  Wealth,  just  as  the  labour  of  the  working  man  is  part 
is  l^inluNing  l*ower,  or  Wealth ;  and  it  is  just  as  great  a  crime 
>b  a  kinker  or  nien^hant  of  his  Personal  Crredit,  as  to  rob  him 
\s  Montv.     Hence  IVrsonal  Credit  is  a  Res.     And  a  banker 

m«'rc'hant  whose  Credit  is  wrongfully  attacked,  has  an  Aetio 
rm. 

RIGHT& 

hi:  ancients  unanimously  held  that   EzclUUlgeability  is  the 
essence  and  principle  of  Wealth,  and  that  e\'erything  whatever 
h  can  Ik:  l»ought  and  sold,  or  exchanged,  is  Wealth,  no  matter 
ixs  form  or  its  nature  may  be. 

lus,  Itesicies  material  things  of  all  sorts,  which  everyone  admits 
c  Wealth,  an  ancient  writer  showed,  in  a  dblogue  termed  the 
r/i2j,  that  I^l>our  is  Wealth,  because  it  can  be  bought  and  sold, 
I  ya/nr  41  in  ^f  measured  in  money. 

jt  l»eNidi-s  thtsi*  two  orders  of  (^>uantity,  there  is  yet  a  Third 
h  (an  l»e  Itou^ht  and  sold,  or  exchanged,  and  whose  Value  ean 
taiurtJ  in  Money :  and  these  are  Alntract  Rights  of  various 

Rights,  and  Rights  of  ActioiL 
(p|>ose  that  a  {K-rson  iKi)^  in  a  sum  of  mone}*  to  his  account 
s  lanker'N—what  Inrcomes  of  that  Money?  It  liecomes  the 
lute  Prt»|K:rty  c»f  the  lianker  The  customer  cedes  the  absolute 
rrty  in  the  Money  to  the  lanker,  but  he  docs  not  make  him 
sent  of  it.  He  gets  soniething  in  exchange  for  it.  And  what 
at  something?  In  exchange  for  the  Money  the  banker  gives 
rvMomcr  a  Credit  in  his  l)ooks,  which  is  a  Right  of  Action 
BBHttld  back  an  ojuivalent  sum  of  Mone>'  whenever  he  pleases, 
k  b  not  a  title  to  any  specific  sum  of  money  in  the  lunker^s 
;  it  is  a*mcre  Abstract  Right  of  Action  against  the  {K-rson 
to  demand  a  sum  of  money  from  him.  'I*he  trans- 
n  Exchange.  The  banker  buys  the  m«iney  from 
ig  to  him  in  exchange  for  it  a  Right  Of 
er  bu)-s  this  Right  of  Action  with  t  k>ld. 

2    K 
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Furthermore,  the  banker  agrees  that  his  customer  may  \swk 
this  Right  of  Action  to  anyone  else  he  pleases,  by  means  of  i 
Bank-note  or  Cheque. 

So  this  Right  of  Action  may  pass  through  any  number  of  hanK 
and  effect  any  number  of  exchanges,  exactly  like  an  equal  amoot 
of  money,  until  the  holder  demands  payment  of  it,  and  it  is 
extinguished. 

When  the  holder  of  the  Cheque  demands  payment  of  it  from  the 
banker,  the  banker  buys  up  the  Right  of  Action  against  himsdf  lilk 
Gold,  and  the  holder  of  the  Cheque  sells  his  Right  of  ActioD  b 
Gold. 

The  transaction  is  therefore  a  Sale  or  an  Exchange,  and  an  la 
of  commerce. 

Hence  the  whole  series  of  these  transactions  are  Sales  or 
Exchanges.  When  the  customer  pays  in  money  to  his  account  ii 
is  an  Exchange;  when  he  pays  away  his  Cheque  in  commerce  it 
is  an  Exchange ;  every  time  the  Cheque  is  transferred  it  is  a 
Exchange ;  and  finally  when  payment  is  demanded  from  the  bankff 
it  is  an  Exchange.     All  these  translations  are  acts  of  commerce. 

This  Right  of  Action  is  termed  a  Credit,  because  anyone  fbc 
chooses  to  take  it  in  Exchange  for  goods  or  services  knows  that  its 
not  a  Title  to  any  specific  sum  of  money  in  the  banker's  possessks 
but  it  is  only  an  Abstract  Right  to  demand  a  sum  of  money  froc 
him,  and  the  person  who  takes  it  only  does  so  because  he  has  tb 
Belief  or  Confidence  that  the  banker  can  pay  if  required. 

It  will  be  convenient  to  state  here  that  this  Right  of  action 
also  termed  a  Debt,  and  that  both  in  Law  and  common  usage  tl 
words  Credit  and  Debt  are  used  quite  indiscriminately  to  mes 
a  Creditor's  right  of  Action  against  his  Debtor.     The  reason  of  tt 
is  explained  under  Debt. 

Similarly  when  a  merchant  sells  goods  "  on  Credit,"  as  it 
termed,  to  a  trader,  he  cedes  the  Property  in  the  goods  to  t 
trader,  exactly  as  if  he  had  sold  them  for  Money ;  and  in  exchan 
for  the  goods  the  trader  gives  the  merchant  his  Promise  to  p 
or  a  Right  of  Action  to  demand  Money  at  a  future  time — say  thi 
months — after  date.  This  Right  of  Action  is  also  termed  a  Cre< 
or  a  Debt.  It  is  the  Price  the  trader  pays  for  the  goods.  A 
if  it  be  recorded  on  paper,  in  the  form  of  a  Bril  of  Exchange, 
may  be  exchanged  against  other  goods,  and  circulate  in  commert 
exactly  like  an  equal  sum  of  money,  any  number  of  times,  un 
it  is  paid  off  and  extinguished. 

Again,  suppose  that  the  State  wants  to  borrow  money  for  ai 
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Uc  pur|x>M->  such  as  a  war,  or  for  some  great  public  work — it 

I  money  from  those  who  are  willing  to  sell  it ;  and  in  exchange 
the  money,  it  gives  them  the  Right  to  Denumd  a  series  of 
BHrnts  from  the  Sute,  either  for  ever,  or  for  a  certain  limited 
:.  This  Right  to  demand  a  series  of  future  |>ayments  is  termed 
Asinuity»  and  is  the  Trice  the  Sute  pays  for  the  Money. 
po|>ular  language  they  are  termed  the  FundSi  and  the  owners 
these  Rights  may  sell  them  again  to  anyone  they  please.  They 
Saleable  (Commodities,  just  like  any  material  goods. 

»up|K>sc,  again,  that  a  ixrrson  subscribes  to  the  Capital  of  a  Joint 
ck  (*om[iany     Banking,  Railway,  Insurance,  Canal,  Dock,  or 

ucher  he  [ays  the  money  to  the  Company,  which  is  a  distinct 
M»n,  '{utte  sejurate  from  any  individual  shareholders,  and  receives 
LAchange  for  it  the  Right  to  share  in  the  future  profits  of  the 
n(an\.  These  Rights  are  termed  Shares,  and  they  are  also 
able  I  ommudities ;  they  may  be  bought  and  sold  like  any 
enal  chattels. 

i>  when  a  trader  lus  established  a  successful  btisiness,  he  has 
Right  to  receive  the  future  profits  to  be  made  by  the  business, 
k  Right  to  re<reive  the  future  profits  is  a  K*ropcrty  quite  distinct 
sr)iarate  from  the  houM:,  or  shop,  and  the  acttial  goods  in  them. 

addttiunal  to  them.     It  is  the  product  of  I jibour,  skill,  thought, 

care,  as  much  as  any  material  chattels,  and  is  a  part  of  the 
L-r  ^  asM*t%.  It  is  termed  the  Goodwill  of  the  business,  and  is 
Icatile  (  ummodity. 

hrali'.  I  he  great  brewer,  ap|>ointeil  Johnson  one  of  his  executors. 
^t  «a(uri(y  it  became  his  duty  to  sell  the  business.  When  the 
«as  j^oing  on,  says  lioswell--**  Johnson  ap|ieared  busthng  alwut. 

an  ink  horn  and  |ien  in  liis  buttonhole,  like  an  exciseman,  aiul 
««:ing  xsked  what  he  really  considered  to  l)e  the  value  of  the 
iert\  which  was  to  Ix*  disposed  of,  answered--' We  are  not  heft- 

II  a  [larcel  of  vats  and  Ixiilers,  but  the  Potentiality  of  growing 
beyond  the  dreams  of  avarice.*"  This  Litter  phrase  was  nierel) 
ivonese  ttir  the  Goodwill  of  the  business.      The  price  realised 

we  are  fold  elsewhere,  /^'iJS.ooo. 

hen   the   tanking  house  of    Jones,    Llo)d.   ^V   <'o.    Nold   their 

KT'^s  to  tht    Ijondon  and  Westminster  llank,  it  uas  said  in  thc- 

r^  ifut  ihr  |irice  |>aid  was  jt'5 00,000. 

;nilarl\  every  suet  essful  business  has  a  Goodwill  attac  hed  to  it. 

:\  IS  a  Saleable  ( 'omnuKlity,  and  an  a.sset  of  the  trader's. 

)  «hi-n  an  author  lus  pulilished  a  successful  work,  the  Right  tt» 

ve  the  profits  to  be  made  by  niultipl)ing  <  opies  of  it  is  a  valuable 
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Right,  which  may  be  bought  and  sold  like  any  material  diattdiqilt] 
separate  from  the  printed  copies  of  the  work.  This  Ri^  is  teneij 
Copyright,  and  is  a  Saleable  Commodity. 

So  when  a  Professional  man  has  established  a  successful  basDO^ 
the  Right  to  receive  the  future  profits  of  the  business  is  a  nhnUe^ 
Property,  which  may  be  bought  and  sold.     This  Property  is  tenei 
a  Practice ;  it  is  a  Saleable  Commodity.   It  is  very  usual  for7oa|i 
professional  men  to  establish  themselves  by  buying  a  Practice^  lU 
then  becomes  Capital  to  them. 

So  there  are  many  other  kinds  of  Property  which  consist  odi' 
sively  in  Abstract  Rights,  such  as  Patents,  Tithes,  ToDs,  FoDOk 
Shootings,  &c.,  which  we  need  not  enumerate  further,  because  as 
object  is  to  describe  a  certain  Order  of  Quantities,  and  ootH 
enumerate  them  all. 

Now  these  Abstract  Rights  cannot  be  seen,  nor  handled, 
touched.  But  they  can  be  bought  or  sold,  or  exchanged.  Tlv 
Value  can  be  measured  in  Money.  They  can  be  transferred  from  ok 
person  to  another  as  easily  as  any  material  chattels.  Therefore  tkf 
satisfy  Aristotle's  definition  of  Wealth.  They  all  possess  that  Qmlilf 
of  Exchangeability  which  ancient  writers  unanimously,  and 
modern  Economists  now  at  last,  agree,  is  the  sole  essence  ami 
principle  of  Wealth.  And  therefore,  by  the  fundamental  lairs  of 
Natural  Philosophy,  these  Abstract  Rights  are  all  Wealth. 

Getieral  Rule  of  Roman  Law  that  Rights  are  Wealth. 

Now  in  the  Pandects  of  Justinian,  which  are  the  great  Code,  or 
I  )igest,  of  Roman  Law,  it  is  laid  down  as  a  fundamental  Gendal 
Rule 

'^  Pecuniae  nomine  non  solum  numerata  pecunia,  sed  omnes  Ra 
tam  soli  quam  mobiles,  et  tam  corpora  quam  Jura  continentur." 

"  C//ider  the  term  Wealth,  not  only  ready  Money ^  but  all  thit^ 
both  immovable  and  movable^  both  corporeal  things  and  Rights  sf* 
included  J* 

So  the  eminent  Roman  Jurist,  Ulpian,  says  * — 

"  Nomina  eorum  qui  sub  conditione  vel  in  diem  debent,  et  emdt 
et  vendere  solemus.     Ea  enim  Res  est  quae  emi  et  venire  potest' 

**  IVe  are  accustomed  to  buy  and  sell  Debts  payadle  at  a  certain  cifl* 
or  on  a  certain  day.   For  that  is  Wealth  which  can  be  bought  andscii' 

So  it  is  also  said  ^ — "ifilque  Bonis  adnumerabitur  si  quid  est  io 
Actionibus." 

^  Liher  xxidv.  ad  Edict,  •  Digest ,  50,  16,  49. 
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*  RtghtS  of  Action  art  properly  reckoned  as  Goods.** 
10  also* — **  Rei  appcllatiunc  ct  Causae  ct  Jura  continentur." 
'  UmJer  ike  term  Property  Mk  Rights  and  Rii^kts  of  Action  are 
ludcd." 

k>  Sir  Patrick  Col<|uhoun  says' — *''llie  first  requisite  of  the 
Mcnsual  contract  of  emptio  et  veniiitio  is  a  MerX|  or  object  to  be 
ttfcrrcd  from  the  buyer  to  the  seller :  and  the  first  requirement  is 
I  it  should  be  in  commerdo:  that  is  capable  of  lieing  freely 
ight  and  sold.  Supposing  such  to  be  the  case,  it  matters  not 
ether  it  is  an  immo\'able  or  a  movable :  corporeal  or  incorporeal : 
itcnt  or  non-existent :  certain  or  uncertain :  the  property  of  the 
dor  or  another  :  thus  a  Horse  or  a  Right  of  Action :  ser\-itude 
thmg  to  be  accjuired :  or  the  acquisition  whereof  depends  on 
ncc 

'  A  purchaser  may  buy  of  a  farmer  the  future  crop  of  a  certain 
i,  wine  which  may  grow  next  year  on  a  certain  vineyard  may  be 
Ight  and  sold  at  so  much  a  pipe :  or  a  certain  price  may  be  paid 
ftpcxlive  of  (|uantity  or  (juality,  and  the  price  would  be  due 
ugh  nothing  grew,  or  for  whatever  did  grow.  In  the  second 
r  the  liargain  is  termed  emptio  $pei^  and  in  the  first  and  la&t  emftio 
gferata^  which  all  such  bargains  are  presumed  to  be  in  cases  of 
ibL 

The  cession  of  a  Right  of  Action  being  legal  in  the  Roman 
t  .    Ihc  Right  of  A  to  receive  a  I >ebt  due  by  li  may  be  sold  to 

TtkMs  It  is  ( Icarly  seen  that  Abstract  Rights  of  many  various  sorts, 
uding  Rights  of  Action^  which  in  Ijiw,  Commerce  and 
jooniK  s  arc  termed  Credits,  or  Debts,  are  e\pri*s>ly  included 

Urr  the  terms  Pecunia  (W'taltk) .  Res  (/Vi/«r/i):  Bona 

HWJ  cr  Chattels) :  and  Merx  (Merckanatse)  in  Ronan  law. 

i^ener^il  Huie  1/  Qrwh  Law  that  Rights  itre  Wealth. 

i/f  nearly  500  >cars  after  (*onstantinc  reni(»\<.-d  the  seat  of 
%t.-mnient  from  Rome  to  < 'oiistantinople,  the  Linguaf^c  of  the 
art  «a%  l^tm,  but  the  |>eoplr  uere  (irci-k.  < 'onNc*|Ucntl\  as  the 
'  ul  bn^'uoge  was  I^tiii,  it  was  unintcHi^iMc  to  the  iiuss  of  tht- 
•pU- 
Ru    ^Trat    i'txlv   of    Roman    Ijw,    tcriiii-il    the    I\\ndtiti^    was 

! :»h««l  iM  A.i».  530.  l)Ul  all  the  iilcaclings  in  the  Courts  were 
'.x\\  on  in  (ffeik.     The  I^itin  Pandects  S4Hin  fdl  into  desuetudr 
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they  were  superseded  by  Greek  treatises,  translations  and  com- 
pilations. The  Latin  Institutes  of  Justinian  did  not  hold  their 
place  in  the  curriculum  of  legal  education  for  more  than  ten  yeais. 
They  were  superseded  by  the  paraphrase  of  Theophilus,  one  of  the 
Professors  of  Law  who  were  charged  with  the  compilation  of  the 
Institutes ;  and  this  paraphrase  became  the  text  book  for  the  edua- 
tion  of  law  students  throughout  the  Eastern  Empire. 

At  last,  in  the  ninth  and  tenth  centuries,  under  the  Basfin 
dynasty,  all  the  Pandects,  Institutes,  and  Legislation  of  Justiniao 
were  set  aside  as  obsolete.  A  reformed  Digest  or  Code  was  pub- 
lished in  Greek,  which  was  called  the  Basilica — which  may  mean 
either  the  Imperial  Constitutions,  or  the  Code  of  the  Baaliaa 
dynasty,  like  the  Code  Napolhn — and  this  henceforth  became  the 
Law  of  the  Eastern  Empire,  and  has  remained  to  the  present  time 
as  the  Common  Law  of  all  the  Greek  population  in  the  East,  and 
is  the  Common  Law  of  the  modem  Kingdom  of  Hellas. 

And  the  Roman  definition  of  Wealth  is  adopted  and  confirmed. 

Thus  it  is  said^ — "ri^J  dvo/ian  twv  X-prj/mrtav  ov  /wvov  to  xFOI"'^ 
aA,A,a    Trdvra   ra    Kivrfra   kol   aKivrjra^    Koi   ra   (rtafuiTiKa    Koi.   Aim(M 

"  Under  the  term  xpw^ra,  or  Wealth  .  .  .  Rig'htS  ate  indtutd" 

Also^ — "  Tj;  rov  TrpdyfAaTos  TrpocrqyopLtjL  koI  Afrcai  koi  ra  ^Uata 
ir€pu\€rai.^' 

"  Under  the  term  Trpay/xara,  Goods  and  Chattels ,  both  Rights  of 
action  and  Rights  are  included'* 

Thus  it  is  seen  that  by  express  enactment  in  Greek  Law,  the  words 
Xprriiiara  and  Tr/oay/xara  include  Rights  and  Rights  of  Actioa 

These  Rights  and  Rights  of  Action  are  also  included  under  the 
terms  'AyaOd  (Goods):  Trc/oiowta  (Estate):  'A<f>opfjL7J  (Capital): 
Ovo-ta  and  OTkos  (Wealth) :  and  other  similar  words :  they  are  also 
called  ova-La  a<^av7y9,  Invisible  Wealth.  And  these  words  include  all 
the  three  orders  of  Economic  Quantities. 

Gaieral  Ride  of  English  Law  that  Rights  are  Wealth. 

It  is  exactly  the  same  in  English,  and  every  other  system  of 
Law — Abstract  Rights  or  Property  are  included  under  the  term 
"Goods,"  "Goods  and  Chattels,"  "Chattels,"  "Merchandise,'" 
"Vendible  Commodities,"  "Incorporeal  Chattels,"  and  "Incor- 
poreal Wealth"  in  English  Law.  And  under  similar  terms  in 
every  other  system  of  Jurisprudence. 

^  Banl.  \\.  2,  a\v  '  Basil,  ii.  2,  21. 
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And  under  Wealth  and  Capital  in  Economics. 

A  Chattel  means  any  Property  of  any  sort  which  is  not  freehold. 
.  Thus  Sheppard  says  ^ :  "  All  kinds  of  emblements,  sown  and 
growing,  grass  cut ;  all  money,  plate,  jewellery,  utensils,  household 
stuffs.  Debts,  wood  cut,  wares  in  a  shop,  tools  and  instruments 
for  work,  wares,  merchandise,  carts,  ploughs,  coaches,  saddles,  and 
the  like;  all  kinds  of  cattle,  as  horses,  oxen,  kine,  bullocks,  goats, 
•  sheep,  pigs ;  and  all  tame  fowl,  swans,  turkeys,  geese,  capons,  hens, 
docks,  poultry,  and  the  like,  are  accounted  as  Chattels. 

•*  All  Obligations,  Bills,  Statutes,  Recognisances,  Judgments,  shall 
be  as  a  Chattel  in  the  executor. 

"  All  Right  of  Action  to  a  Personal  Chattel  is  a  Chattel." 

So  in  Ford's  case^  it  was  resolved  by  Popham,  Chief  Justice  of 
,  England  and  the  Court  that,  "  Personal  Actions  are  as  well  included 
within  the  word  'Goods'  in  an  Act  of  Parliament  as  goods  in 
possession." 

So  Lord-Chancellor  Hardwicke  said*:  "The  Chattels  are  .  .  . 
the  Debts  (/>.,  Rights  of  Action)  due  and  to  be  due  .  .  .  and 
Debts  come  within  the  words  and  meaning  of  the  Act,  and  would 
pjass  in  a  will  thereby." 

Burnet,  J.,  said:  "A  Bond  Debt  is  certainly  a  Chattel  .  .  . 
the  conclusive  case  is  Ford  ^5  case^  that  personal  actions  are  in- 
cluded in  the  word  Goods  in  an  Act  of  Parliament,  as  goods 
in  possession." 

Parker,  L.  C.  B.,  said:  "But  Goods  and  Chattels  include 
Debts  (Rights  of  Action).  .  .  .  Goods  and  Chattels  comprehend 
things-inaction,  in  the  construction  of  any  Act  of  Parliament." 

Lee,  C.  J.,  said :  "The  inquiry  is  whether  Choses-in-Aciion  are  not 
included  under  Goods  and  Chattels  ?  And  I  agree,  Choses-in-Action 
will  be  included  herein.*' 

So  Blackstone  says*:  "For  it  is  to  be  understood  that  in  our 
Law,  Chattels,  or  Goods  and  Chattels,  is  a  term  used  to  express  any 
Property,  which  having  regard  either  to  subject  matter,  or  quantity 
of  interest  therein,  is  not  freehold." 

"  Property,  or  Chattels  Personal,  may  be  either  in  possession  or 
action.  .  .  .  Property  in  action  is  where  a  man  has  not  the  en- 
jo)rment  (either  actual  or  constructive)  of  the  thing  in  question, 
but  merely  a  Right  to  receive  it  by  a  suit  or  action-at-law." 

So    Mr.   J.    Williams  says  ^ :    "  Personal   Estate  is    divided   in 

*  Grand  Abridgement ^  pt.  i.  s.v.  Chattels ;  also  Touchstone,  vol.  ii.  p.  468. 
'  12,  Co.  I.  '  Ryallv,  Rowles,  I,  Vesey,  348. 

*  Bk.  ii.  pt.  i.  c.  5.  '  EncycL  Brit,  vol.  xviii.  Art.  "  Pwsotval  EstoAft. " 
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English  Law  into  Chattels  Real  and  Chattels  Personal;  die littMicLr-- 
are  again  divided  into  Choses-in-possessum  and  Choses-ifHutm^      w-  '' 

Rights  of  Action,  then,  being  now  shown  to  be  Goods  iriw^ 
Chattels,  it  is  absolutely  necessary  to  observe  that  it  is  Afill^'^ 
Abstract  Right  of  Action  itself  which  is  the  "Goods"  •■fe^ 
''Chattels/'  and  not  any  material  upon  which  it  may  be  wnttdW^ 
down.  li  - 

Rights  of  action,  i>..  Credits  or  Debts,  may  be  bought  or  sdl  IcJ 
with  perfect  facility  even  in  the  Abstract  state.  It  is,  bo«ciB,ltf 
very  usual  to  write  them  down  on  paper  in  the  form  of  Bolli'. 
Notes,  Cheques,  Bills  of  Exchange,  and  other  instruments.  Bj  I  i 
doing  this  they  become  capable  of  manual  delivery,  and  are  tns-  li 
ferable  from  hand  to  hand  like  Money  or  any  other  material  chittd  I: 

Abstract  Rights  of  Action  are  Incorporeal  Chattels ;  but  wfacD  I 
written  down  on  paper  they  become  Corporeal  Chattels,  or  Mateml  I 
Commodities,  exactly  like  Money.  I 

Hence  the  reader  must  observe  that  writing  a  Right  of  Actioo  I 
down  on  paper  in  no  way  alters  its  nature.  Doing  so  is  meidji  I 
convenient  form  of  rendering  it  capable  of  being  transferred  in  I 
commerce.  But  it  is  exactly  of  the  same  nature  and  effects  wbetber  I 
written  down  on  paper  or  not.  I 


Modem  Economists  include  Rights  of  Action,  />.,  Credits  or 

Debts :  under  the  term  Circulating  Capital. 

It  has  been  shown  that  the  Economists  steadfastly  refused  to 
admit  Credits  or  Debts,  />.,  Rights  of  Action,  to  be  Wealth. 

But  it  has  been  shown  in  book  i.  chap.  iii.  that  Smith  expressly 
classes  Bank  Notes  and  Bills  of  Exchange  under  the  term  Circu- 
lating Capital;  hence  Smith  expressly  recognises  the  three  ord^ 
of  Exchangeable  Quantities,  and  that  Credits  are  Wealth  and 
Capital. 

Thus  Smith  expressly  includes  Money  under  the  term  Circulating 
Capital.  And  under  Money  he  includes  Bank  Notes,  Bills  of 
Exchange,  &c.,  which  he  terms  Paper  Money — which  term  is  not 
quite  correct  —  because  though  under  certain  circumstances  Bank 
Notes  and  Bills  of  Exchange  may  be,  and  in  an  immense  number 
of  cases  are,  Money,  as  has  been  already  shewn — still  they  art 
not  absolutely  Money.  But  they  are  all  included  under  the  term 
Paper  Currency. 

Among  several  passages  it  will  be  sufficient  to  quote  one  here^— 

*   IVealth  of  Nations^  bk.  ii,  ch.  ii. 
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(losc  that  different  banks  and  bankers  issue  Promissory  Notes 
\v  to  bearer  on  demand  to  the  extent  of  one  million,  reserving 
ir  different  coffers  ^200,000  for  answering  occasional  demands. 
;  would  remain  therefore  in  circulation  ^800,000  in  gold  and 

and  X* 1, 000,000  in  Bank  Notes  ;  or  ^i,Soo,ooo  of  Paper 
kfoney  together."  He  also  observes  that  Credits  in  the  Bank 
nstcrdam  were  termed  Bank  Money.  Thus  we  sets  that 
^  m  this  and  numerous  other  [vissages,  places  Paper  Credit 
y  on  the  san)e  footing  as  Money,  as  independent  pro|)erty,  and 
:  same  \alue  as  gold  and  silver. 
J.   H.  Say  says' — "The  exclusive  possession  which  in   the 

of  MM'icty  clearly  distinguishes  the  Pro{)erty  of  one  person 
that  of  another  in  common  usage,  is  that  to  which  the  title 
^ealth  is  given  [not  unless  this  Property  is  Exchangeable] 
.  Under  this  title  are  included  not  only  things  which  are 
ly  'aiable  of  satisfying  the  wants  of  man,  either  natural  or 
,  I'Ut  the  things  which  can  satisfy  them  only  indirectly,  such 
ncy.  Instruments  of  Credit  (Ttirts  dt  Creama)  and  the  Public 


•t 


jN  Say  expressly  includes  Instruments  of  Credit  and  the 

Is.  which  are  mere  Rig^htS  of  Action»  under  the  term 
1th:  and  he  also  includes  Bills  of  Exchange,  Bank  Notes, 
ank  ( >i  (iits  which  are  all  Credit— under  the  term  CapitftL 
IS  he  says  that  if  a  Hank  can  maintain  in  circulation  a  greater 
ity  Iff  Notes  than  it  retain  s|>ecie  in  resene,  it  augments  by  so 

the  Capital  of  the  country. 
hf  also  va)  s  -     **  We  must  include  under  Capital  many  objects 

ha%c  a  \jIuc,  although  they  arc  not  material.     The  Practice 

ad\iM'atc  ox  notary,  the  CuStom  uf  a  sho|>,  the  Repre- 
Ltive  of  a  sign  Utard,  the  Title  of  a  |K-riodical  work,  are 
i!>tcdly  Pro(M:rty  ( lUensj-  they  may  Ik:  Ixiught  and  sold,  and 
e  Hubjtn  t  of  a  contract ;  and  they  are  also  Capital^  because 
ir«  the  fruit  of  accumulated  bbour."  How  are  liank  Notes 
\\\\s  of  K\ihangc,  which  Say  admits  to  Ix:  Capital,  the  fruit  of 
lulatid  lalNiiir? 

Mill  !a)s*  *•  Wc  have  now  found  that  there  are  other 
,  such  as  Hank  NoteN,  Bills  of  Exchange  and  Che<{ue% 
\  art  Credit]  whii  h  ureubte  as  Money,  and  perform  all  the 
iin\  of  It  " 

*  J  rati/  .i'  fi^.-mmtf  /Wt/i\*ttr,  p.  i, 

'  tVwj  J'  f;**'namtf  J\\itt*f»ir,  \A.  »v,  duifik  T. 

•  iStn,if»€\  »•/  yV«'i/i4*i//.*»Mk<«rf,  14.  iii.  ch,  ?" 
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He  also  designates  Bank  Notes  as  Productive  Capital      Itr:^ 

Whately  is  the  only  English  Economist,  that  we  are  aware  of,  «bje: 
has  drawn  especial  attention  to  Incorporeal  Property. 

He  says  ^ — "  The  only  difficulty  I  can  foresee  as  attendant  on  Iht 
language  I  have  been  now  using,  is  one  which  (/>.,  defining  Po&tial 
Economy  as  the  Science  of  Exchanges)  vanishes  so  readily  on  t 
moment's  reflection,  as  to  be  hardly  worth  mentioning. 

"  In  many  cases  where  an  exchange  really  takes  place,  the  feet  is 
liable  (till  the  attention  be  called  to  it)  to  be  overlooked,  in  con- 
sequence of  our  not  seeing  any  actual  transfer,  from  hand  to  hand, 
of  a  material  object.  For  instance,  when  the  copyright  of  a  book  is 
sold  to  a  publisher,  the  article  transferred  is  not  the  mere  paper 
covered  with  writing,  but  the  exclusive  Privilege  of  printing  and 
publishing.  It  is  plain,  however,  on  a  moment's  thought,  that  the 
transaction  is  as  real  an  exchange  as  that  which  takes  place  between 
the  bookseller  and  his  customers  who  buy  copies  of  the  work.  The 
payment  of  Rent  for  land  is  a  transaction  of  a  similar  kind,  tboagh 
the  land  itself  is  a  material  object ;  it  is  not  this  that  is  parted  with 
to  the  tenant,  but  the  Rig^ht  to  till  it,  or  to  make  use  of  it  in  some 
other  specified  manner.  Sometimes,  for  instance.  Rent  is  paid  for 
a  Right  of  way  through  another's  field,  or  for  liberty  to  erect  a  booth 
during  a  fair,  or  to  race  or  exercise  horses." 

And  Whately  says  in  a  note  to  this  passage  — "  This  instance,  by 
the  way,  evinces  the  impropriety  of  limiting  the  term  Wealth  to 
material  objects." 

Thus,  in  this  passage  is  found  the  first  dim  perception,  that  we 
are  aware  of,  that  all  Exchanges  consist  of  the  Exchange  of  Rights 
against  Rights,  as  will  be  shown  further  on. 

We  need  not  multiply  quotations — in  fact,  those  we  have  already 
given  are  chiefly  for  the  benefit  of  lay  readers — because  it  is  one 
of  the  most  elementary  principles  of  Mercantile  Law,  clearly  en- 
forced and  explained  by  every  Jurist  in  the  world,  that  a  simple 
abstract  Right  of  Action,  Credit,  or  Debt  (and  other  abstract 
Rights  with  which  we  are  not  concerned  in  this  work)  is  included 
under  the  terms  Pecunia^  Res^  Bona,  Merx ;  XPW^  "^P^yy^  ^^^ 
oiVia,  aya^a,  &c. ;  goods,  chattels,  goods  and  chattels,  vendible 
commodities,  incorporeal  chattels,  incorporeal  wealth ;  that  Rights 
and  Rights  of  Action  can  be  bought  and  sold  or  exchanged,  their 
Value  can  be  measured  in  money,  in  every  respect  like  any  other 
material  chattels. 

The   stupendous  importance  of  \jthis  doctrine,  that  Rights  and 

^  IjictuYci  on  Po(i(icQr,EcotMiMy^  p.  6. 
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of  Arti«in  are  goods  rhattrls,  merrhandisc,  vendible  roni- 
s  Aiid  wi-alth,  consists  in  this,  that  modem  commen-e  is 
f\i  lusi\t'ly  rarrieti  on  by  means  of  Rights  of  Action.  CanlitN 
t«.  Money  is  only  used  to  such  an  infinitesimal  degree  that 
.ilni«-»l  Iv  neglected.  The  principal  use  of  Money  in  com- 
now  is  to  keep  such  a  stock  of  it  as  may  l>e  neressar>*  to 
I)  the  convertibility,  or  \'alue  of  the  circulating  Cn^dits. 
•vi-r.  in  recent  times  Rights,  in  the  form  of  Securities  of 
Mtrts.  and  Rights  of  Action  in  the  form  of  public  and  private 
<  >rni  a  most  imiK)rtant  article  of  import  and  exfwrt  lK*twct-n 
r*.  and  have  exactly  the  same  effects  on  the  Foreign 
.:iN,  .in«l  the  movements  of  Bullion,  as  material  goods. 


HARES  IN  COMMERCIAL  COMPANIES. 

■  »TTj|urativrIy  n*cent  times  a  gigantic  spei'ies  of  In<x>rporeaI 
:v  ha-  <  ome  into  existence.  Commercial  enterprises  are  now 
:tt!  i>M  Niirh  a  colossal  scale,  that  no  single  person  possesses 
rit  <  apitnl  tor  them.  'Iliey  ref]uire  the  contributions  of  a 
v!nil»er  of  jH'rsons  for  them.  UTien  such  Comfianies  are 
.  \\\v  ritni{uny  itMrlf  is  a  Persona^  (|uite  se|>aratc  and  distinct 
-  '.".i!iMilii.i!  mrml>ers.  Kach  sulMcriber  |>ays  over  his  money 
<  -  :it;Mn\.  and  then  he  Inses  all  right  in  it ;  and  in  exchange 

n  or,»-y.  hi-  rtftives  a  certificate  entithng  him  to  share  m 
\\\-  x\\m\*'  I IV  the  Comjany  in  the  pro|)ortion  in  which  he 
■H'  ri^N-ti  t"  the  capital.  These  certificates  are  called  ShATCS. 
•  n.U  r*  of  .1  joint  StfM-k  (*om[iany  are  like  the  Fund-holder^  ; 
x\*'  r)M  ri^ht  to  demand  back  their  sul»M'ripti<ms  fn>m  the 
v\  but  thfv  can  vll  their  Share's  in  the  open  market. 
t*  ••  ^!i.ir«  -  arr  a  i»ro|H'rtv  ijuile  se|urate  and  distinct  from 
>.;<:t.il  |uiii  m  :  they  are  a  mere  abstract  Right  to  share  in 
'T:!^  !••  (m   made  by  the  future  trading  of  the  (*om|iany 

V.ilur   ot    the   Shares   in    no  way  deiR^nds  u|Km  the  sum 
,!i\  ;«anl  f«»r  them  ;  but  ujMin  the  income  or  profits  made  bv 
lilirv'  <'t  th.-  Conipanv:  and.  of  rmirM*.  on  the  usual  rate  i»f 
\        If    \\\*'   profits  matle  bv  ihr  (^•mpany  fall  Av^n  of  thi 
.    rat-    itf  iMterisi,  the  Shan  s  fall  to  a  tlisituinl  :  if  thi-  pn»fits 

tht  uv«.:.il  rate  of  interest,  \\w  Sh.in  %  ma\  riM-  t«»  an 
..lis  prinmim  Tht-  nio^t  sinking  instance  that  h»-  are  a»arr 
«f-rn  the  f  ost  of  priHluciion.  or  the  sum  paiit  as  Cipiul.  ani! 
lue  of  the  Shares  as  the    Right  to  the  luiurr  \>rotits  of  the 
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Company,  is  the  value  of  the  Shares  of  the  New  River  Wata 
Company.  When  Sir  Hugh  Myddeltcm  and  his  co-adventoia 
constructed  this  canal  in  the  reign  of  James  I.,  so  little  were  ^ 
blessings  of  pure  water  understood  by  the  citizens  of  London,  tin 
the  patriotic  projector  was  ruined,  and  obliged  to  sell  his  share 
However,  the  demand  for  water  gradually  grew,  and  with  it  tl 
value  of  the  Shares  rose  until  an  original  Share  of  ^loo  was  at  oi 
time  worth  ^20,000,  and  was  considered  as  a  good  dowry  for  tl 
daughter  of  a  wealthy  City  merchant  In  1878  parts  of  the 
Shares  were  sold  at  the  rate  of  ^93,000  per  Share ;  and  we  bdie 
that  their  value  has  increased  since.  All  Shares  in  Commezci 
Companies  are  the  emptio  spci;  and  are  one  form  of  Incorpon 
Property. 

TITHES. 

Tithes  are  one  form  of  Incorporeal  Property.  The  word  is  0 
of  a  numerous  class,  like  Rent,  Debt,  Estate,  Farm,  and  othi 
which  in  reality  mean  Rights,  but  which  in  the  corruption 
common  language  have  been  misapplied  to  mean  things. 

In  ecclesiastical  law  Tithes  are  the  Right  to  demand  the  te 
part  of  the  gross  yearly  income  from  the  land;  the  stock  u] 
land ;   and  the  personal  industry  of  the  inhabitants. 

Tithes  of  the  gross  produce  of  the  land  itself,  such  as  o 
hay,  hops,  fruits  of  all  sorts,  are  called  pradial  Tithes ;  Tithes  f 
the  gross  yearly  increase  of  the  stock  upon  land,  such  as  cal 
lambs,  pigs,  poultry,  eggs,  butter,  cheese,  &c.,  are  called  m 
Tithes;  and  Tithes  from  the  gross  income  of  personal  indi 
of  all  sorts,  handicrafts,  and  professions,  are  called  personal  Tith 

By  a  series  of  Statutes  extending  from  our  Anglo-Saxon  k 
until  Edward  VL,  and  by  a  long  series  of  Ecclesiastical  Cai 
confirmed  by  Statute,  every  person  was  bound  to  pay  one-t« 
of  his  gross  income,  from  whatever  source  arising,  as  Tithe, 
tenth   guinea  earned  by  every  lawyer,  every  medical  man,  e 
engineer,  every  merchant,  every   banker,  every  trader,  and  e 
trading  concern,  by  the  Bank  of  England  and  every  Joint  Si 
Bank,  by  the  TimeSy  Standard^  Telegraphy  and  every  other  n( 
paper,  is  as  rightfully  and  legally  payable  as  Tithe  as  the  tenth  sh 
the  tenth  lamb,  the  tenth  pig,  the  tenth  egg,  the  tenth  cheese,  of 
farmer.   But  all  classes  of  the  community  have  shuffled  off  l^«« 
from  their  necks,  except  th 
burden  are  now  the  <iole  1^ 
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TRADE  SECRETS. 

*Xnuic  SciTcts  arc  a  species  of  Immaterial  Property,  and  a  form 

Property  in  Ideas.     Persons  may  devise  methods  of  combining 

1  thin^zs  in  a  certain  way,  which  meets  the  popular  demand, 

ki^p  such  methods  secret.     Such  trade  setTcts  may  produc*e 

revenues   to   their  discoverers,  and  therefore  are  Capital  to 

;  and  they  are  ca|Kible  of  being  bought  and  sold ;  and,  there- 

their   IWue  may  /V  mtiuurtj  in  money  ;  and  consequently  they 

Wealth  and  partnership  assi-ts.     Such  trade  secrets  are  evidently 

|m»du(  t'  of  pure  Thought  or  labour ;  as  much  as  any  nu&terial 

^"lAttebi,  and  are  a  vcr)'  valuable  form  of  Wealth. 

A  >vr\  curious  question  lias  been  raised,  whether  if  a  person 
^conu-s  lunkrupt  he  can  Ik*  ix)mpelled  to  give  up  trade  secrets  to 
'js  Crediti»rs  like  other  pro|)erty.  In  the  17th  century  a  person  in 
WocUnd,  named  Anderson,  discovered  a  method  of  making  pills 
tthi<:h  liecame  extremely  |K)pular,  and  the  sucx:es.Nive  possessors  of 
Bic  so  ret  nude  large  fortunes.  At  last  the  fxissessor  of  it  became 
^sankrupt,  and  the  Creditors  claimed  tliat  the  owner  of  it  should 
|ive  up  the  knowledge  of  this  secret  to  his  Creditors  as  well  as  his 
dchcr  proiieriy.  The  question  was  brought  before  the  Courts  in 
Scutland.  but  we  are  not  aware  whether  it  was  ever  cleared  up; 
and  if  •»<),  how. 

VALUE, 

Ulutily  says  in  the  ap|x*ndix  to  his  /u^f<\  p.  389:  '*As  Value  is 
the  only  relation  with  which  Political  Economy  is  conversant,  we 
might  exi^Tt  all  Economists  to  be  agreed  as  to  its  meaning.  There 
ift  no  subject  2s  to  which  they  are  less  agreed.** 

This  is  essentially  true,  though  it  would  Ik*  difficult  to  say  on 
which  subject  Kconomists  are  in  most  disaccord  with  each  other 
and  with  themselves.  Hut  the  cnnso{uences  of  the  erroneous 
doctrines  on  Value  pro|iagated  by  Adam  Smith  and  Kiiardo  are  so 
■OBcntous  and  fatal  that  we  must  enter  into  a  thorough  evamirution 
cT  the  subject 

PreJimtnary  A'emarAs. 

in  the  article  Wealth  that  ancient  writers 

■nimniuly  held  that   Kv  hangeability  is  the  S4>li' 

of  Wealth,  and  that  whatever  can  be  Ijought 


622  Fundamental  Concepts  and  Axioms  [BlD. 

and  sold,  or  exchanged,  or  whose  Value  can  be  measured  in  mQMj;| 
is  Wealth,  whatever  its  form  or  its  nature  may  be. 

The  ancients  also  showed  that  there  are  three  distinct  ordeisofl 
Quantities  that  satisfy  these  conditions:  (i)  Material  things;  (2) 
Personal  Qualities,  both  in  the  form  of  Labour  and  Credit;  (3) 
Abstract  Rights. 

After  centuries  of  controversy,  modem  writers  have  at  len^ 
come  to  the  same  conclusion  as  the  ancients. 

And  as  it  is  a  matter  of  positive  knowledge  that  there  is  nc 
beyond  these  three  Orders  of  Quantities  which  can  be  bought 
sold,  or  exchanged^  or  whose  Value  can  be  measured  in  money,  the 
Science  is  now  complete.  Consequently,  having  generalised  all  on 
P^undamental  Concepts,  so  as  to  grasp  all  these  three  Orders  oi 
Quantities,  by  the  Laws  of  Inductive  Logic,  we  are  sure  that  (W 
Concepts  cannot  be  overthrown  or  modified. 

Now,  if  at  any  time  the  Proprietors  of  any  two  objects  agree  to 
exchange  them,  then  each  of  the  two  Quantities  is  termed  Tte 
Value  of  the  other. 

Suppose  that  at  any  time  one  ounce  of  Gold  will  exchange  for 
1 8  ounces  of  silver,  then  it  is  said  that  one  ounce  of  Gold  is  of  tin 
Value  of  1 8  ounces  of  Silver,  which  is  simply  this  equation — 

I  oz.  of  Gold=  18  oz.  Silver. 

Hence  Value  may  be  said  to  be  the  Sign  of  Equalit)^  between 
any  two  Economic  Quantities. 

We  have  then  this  Definition — 

The  Value  of  any  Economic  Quantity  is  any  Other  Economic 
Quantity  for  ivhich  it  can  be  exchanged. 

Hence  any  Economic  Quantity  has  as  many  Values  as  othc 
Economic  Quantities  it  can  be  exchanged  for,  and  of  course,  if  1 
can  be  exchanged  for  nothing  it  has  no  Value. 

Value,  then,  by  the  definition  requires  two  objects,  just  a 
1  )istance  and  a  Ratio  require  two  objects.  A  single  object  cannc 
have  Value,  any  more  than  a  single  object  can  be  Distant  or  Equa 
If  we  are  told  that  any  object  is  Distant  or  Equal,  we  immediate! 
ask  Distant  from  what  ?  or  Equal  to  what  ? 

So  if  it  be  said  that  any  object  has  Value,  we  must  ask.  Value  i 
what  ? 

It  is  also  clear  that  as  it  is  absurd  to  speak  of  a  Quantity  ha\'in 
Absolute,  or  Intrinsic  Distance,  or  Equality,  so  it  is  equally  absur 
to  speak  of  a  Quantity  having  Absolute,  or  Intrinsic  Value. 

Hence  the  Theory  of  Value  is  the  investigation  of  the  Law 
which  govern  the  Relations  of  these  Exchang^eable  Quantities 
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Kt:  1  ompli'te  Thcor>*  of  Value  comprehends — 

'II1C  I>ctinition  of  Value. 

ITic  (>i\pn,  (!ause,  or  Form,  of  Value. 

The  (icneral    I^w  of  Value,  or  the  General   Equation  of 
tiomK':». 

^n  each  of  these  three  subjects  there  has  been  an  immense 
»unt  of  controversy,  which  we  have  endeavoured  to  reduce  to  a 
imum  in  the  present  section. 

Section  I. 
The  Definition  of  ¥alue. 

L     Value,  in  its  original  sense,  is  a  Desire  or  Affection  of  the 
nd,  towards  some  object :  It  means  Esteeflli  or  EltimatiOiL 
Vs  iilo'stcr  says,  in  Lear — *'  In  the  division  of  the  Kingdom,  it 
tcsLTs  ni>t  Hhi<*h  of  the  Dukes  he  Values  most'* 
>u  in  Trvi/us  ami  Cressida^  Truilus  says — 

**  Ftir  what  is  aught,  but  u  *t  is  Vafaied  ?** 

io  lk-nr\-  Ksmond  sa>'s--'*lliere  is  some  particular  prize  we  all 
UH  Value:  and  that  every  man  of  spirit  will  venture  hb  life 

k>  J.  li  Say  says— **  Value  is  a  Moral  Quality." 

ind  otht-r  instances  too  numerous  to  cite. 

sum  A,  |K:rson  may  Value  his  friend  ver>'  highly :  or  he  may  Value 
K-  iilijitt  in  his  |x)&sessiun  \x*r)'  highly :  or  he  nuy  desire  to 
x\t\  M>iitct)ung  which  is  in  some  one  else's  possession  very  much. 

a^  l.«  unomii  s  is  the  Science  of  Commerce,  or  Exchanges,  such 
uc  diK.-N  not  enter  into  Economics. 

"o  bring  N'alue  inti>  Economics,  a  (KTson  must  not  only  have  an 
mate  ui  some  objei  t«  or  pro|)erty,  of  his  own :  but  he  must  have 

Hr^ire,  or  N'alue,  for  something  which  is  in  some  one  else's 
»«:«sjun  :  and  lie  willing  to  gi>e  some  of  his  own  |iro|)erty  in 
hange  lor  it 

>iu:  (terson,  however,  cannot  ac(|uire  an  object  which  another 
Kin  pussesMTs,  without  giving  him  in  exchange  for  it  some  object 

ch  that  other  |»i  fMin  Desires,  Demands,  and  Values. 

lence,  Etvmomu    l'aiu<  nfifssartiy  rtquifts  the  ConCUireDCe  of 

ro  Minds. 

I  a  p<.-rNoii  Nrought  a  cargo  of  tol>acco  to  a  nation  of  non- 
Acrv,  It  would  have  no  Value  among  them :  because  no  one 

M)g  them  would  Desire  or  Demand  it 
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If  a  person  brought  a  cargo  of  wine  to  a  nation  of  teetotaks^ 
it  would  have  no  Value :  because  no  one  among  them  lodt 
Desire  or  Demand  it :  and  therefore  no  one  would  buy  it 

It  would  be  vain  for  farmers  to  breed  cattle  or  herds  among  a 
nation  of  vegetarians :  because  no  one  would  Desire  them ;  te 
would  be  no  Demand  for  them :  and  therefore  no  one  would  b^ 
them. 

However  much  a  person  may  wish  to  sell  his  product,  he  canoot 
do  so  unless  some  one  else  will  buy  it :  and  in  that  case  it  wooU 
have  no  Economic  Value.  Hence,  for  an  exchange  to  take  pboe^ 
there  must  be  the  Reciprocal  Desire,  or  Demand,  of  Two 
persons,  each  for  the  product  of  the  other. 

When,  however,  two  persons  each  Desire  or  Demand  to  obla 
the  product  of  the  other :  and  when  they  have  agreed  as  to  dx 
quantity  of  their  own  product  which  they  will  give  in  exchai^to 
acquire  the  product  of  the  other:  each  product  may  be  said  to  be 
the  Measure  of  the  Desire  of  its  owner  to  acquire  the  prodoct 
of  the  other.  The  two  products,  therefore.  Measure  the  Desrc, 
Demand,  or  Value  of  their  respective  owners  to  obtain  the  prodndt 
of  the  other :  and  when  two  persons  have  agreed  upon  the  Quan- 
tities of  their  products  to  be  exchanged,  the  two  products  are  said 
to  be  Equal  Value :  each  product  is  the  Value,  or  the  Demand, 
for  the  other.  And  this  is  the  only  kind  of  Value  with  which 
Economics  is  concerned. 

Hence  in  every  phenomenon  of  Ek:onomic  Value,  or  Exchange 
there  are  two  Quantities  and  two  Demands :  and  it  is  evident 
that  the  true  Origin  or  Cause  of  Value  is  Reciprocal  Demand. 

Thus  let  A  and  B  be  any  two  Economic  Quantities  which  ait 
exchanged  at  any  instant :  then  we  may  say — 

A  valet  B 

or,  A  is  of  the  value  of  B, 

or,  A  =  B. 

Then  B  is  the  value  of  A  in  terms  of  B :  and  A  is  the  value  d 
B  in  terms  of  A.  And,  therefore.  Value  is  the  Sign  of  Equality 
between  any  two  Economic  Quantities. 

Thus  Aristotle  says  ^ — 

"7)  8*  a^i'a  Acycrat  tt/j^s  toL  Ikt^s  dyaOd" — 

"  JVouf  the  term  Value  is  used  in  reference  to  External  thif^  < 

So  it  is  said  in  Roman  Law — 

"  Res  tanti  Valet  qu<  "^test " — 

"  The  value  of  a  th 
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e  (trcck  word  for  Value  is  a^la :  which  is  derived  from  oym^ 

i  whose  meanings  is  to  Weighs  or  be  of  the  weight  of. 

us  I  k'mosthencs,  speaking  of  some  golden  goblets  says' — 

yoxtra  tKOfrri/  /imi'*' — **  Each  one  wd^hing  a  mifta.'* 

d  he  says  of  the  sword  of  Mardonius' — **o«  jjyt  rpuucwriovt 

uis  "     **  11  'hick  weighed  three  hundred  daria."* 

Homer  sa>*s'-- 

f/i«/  he  offtrtd^  too^  as  a  frise,  a  mew  caidron^  amatmenied  with 

'1,  worth  am  ox,*' 

ncc  u^i'a   meant  E<]uality,  weight  for  weight :  as  when  two 

itics  |)lact-d  in  a  balance  are  of  e(|ual  weight. 

m  I^tm  trs/trntfieio  means  exactly  the  same  as  o^ia:  it  means 

ijntity  of  Money  des)  given  for  anything. 

Us  CirrtTo*  ^|Kraks  of  **  lestimati'o  fntmiemti'* — **  The  Vahie  of 

rm  It*  /*€  furnished  J* 

K  'xsar  '  s|)eaks  oi—^'  astimtatio  rtrumt  et  possessiomum  " — "  The 

of  their  gihtJs  amd  chattels,^ 

Catullus  says,  1 2,  1 1 

>uo*l  nic  non  movet  .-vstinulione  " — 

Vhtih  dtHi  not  aftct  mt  om  accoumt  of  its  ra/me" 

X'aluc  was  also  expressed  by  fomderart^  and  pemdert^  to  weigh. 

Monx'f  o  savs'  — 

"  VxMs^  there,  Mitfii-cii, 
.\n«l  Wcii^h  thy  Value  with  an  e\en  hand.** 

I'ortta  «.irns  Shyloc'k' — 

"  If  the  Mialc  do  turn 
I  lilt  in  the  *f$iimatt^n  of  a  hair," 

.  the  i»«!^ht  of  a  hair. 

Xjc  Tni^iie  says"  that  Value  is  a  new  ((uality  which  products 
n-  when  mm  live  in  society. 

'rodut'ts  ari{uirc.  then,  in  the  social  state,  which  arises  from 
i>mmunity  oi  men  among  each  other,  a  new  (Quality.  This 
^>uality  IS  Value  :  which  makes  Products  lK*come  wealth. 

falue  <  onsistN  in  the  Ratio  of  Exchange,  whic  h  ukes  pla<*e 

Ml  such  and  su<  li  a  prtNlurt :  Ix-twet-n  su<  h  a  (^>uantity  of  one 
let  and  such  a  (Quantity  of  another  priMluct. 

«(r^«^ivrv«f,  617,  21.  =  Axaimst  Timber jif:,  741.  7 

«$.  *   T/r.  2,  53. 

•  Mer^kaml  fif  Vtmui,  act  11.  ir,  7. 

•  i)trimi/rtt  \f.uiU,  ch.  i.  m-c    4. 

2    S 
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''  Price  is  the   expression    of  Value :    it   is  not  separate  ■■ 
Exchange :  each  thing  is  reciprocally  the  price  of  the  meiduui&e»! 
in  a  Sale  the  Price  is  the  Money."  W- 

Hence  it  is  clear  that  Value  is  a  RatiO|  or  an  Equation:  ftele 
Distance  and  an  Equation,  it  necessarily  requires  two  objects.        m- 

The  Value  of  anything  is  always  something  external  to  itset  V 
Hence  a  single  object  cannot  have  Economic  Value.  A  sio^l 
object  cannot  be  Equal,  or  Distant.  If  an  object  is  said  tobelE 
Equal  or  Distant,  we  must  ask — Equal  to  what?  or,  Distant finiB 
what  ?  So,  if  any  quantity  is  said  to  have  Value,  we  must  ai-  li 
Value  in  what  ?  And  as  it  is  absurd  to  speak  of  Absolute  or  I 
Intrinsic  Distance :  or  Absolute  or  Intrinsic  Equality :  so  it  is  I 
equally  absurd  to  speak  of  Absolute  or  Intrinsic  Value.  I 

It  is  impossible  to  predicate  that  any  Quantity  has  Value,  withot  I 
at  the  same  time  implying  that  it  can  be  exchanged  for  somethiaK  I 
else :  and  of  course  everything  it  can  be  exchanged  for  is  its  Vibc  I 
in  that  commodity.  Hence  any  Economic  Quantity  has  as  maif  I 
Values  as  Quantities  it  can  be  exchanged  for :  and  if  it  can  be  I 
exchanged  for  nothing  it  has  no  value.  ] 

Examples  of  Value. 

2.  Any  Economic  Quantity  may  have  Value  in  terms  of  any 
other. 

Suppose  that  A  as  above  is  ten  guineas :  then  B  may  be  any 
one  of  the  other  three  species  of  Economic  Quantities.  It  may  be 
a  watch,  or  so  much  corn,  or  wine,  or  clothes,  or  any  other  material 
chattel. 

Or  it  may  be  so  much  Labour,  Instruction,  or  Amusement,  or 
Service. 

Or  it  may  be  a  Right  of  Action,  or  a  Debt :  or  the  Funds :  or  a 
Copyright :  or  any  other  Abstract  Right. 

Each  of  these  species  of  property  is  of  the  Value  of  ten  guineas: 
and  it  follows  that  each  of  them  is  equal  in  Value  to  the  other: 
because,  Things  which  are  equal  to  the  same  thing  are  equal  U 
each  other. 

The  Value  of  the  Money  in  the  pockets  of  the  public  is  the 
products,  services,  and  Rights  it  can  purchase.  The  Value  of  the 
goods  in  the  warehouses  of  merchants  and  traders  is  the  Money  in 
the  pockets  of  the  public. 

The  Value  of  an  Incorporeal  Right  is  the  thing  promised  which 
may  be  demanded. 
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ic  of  a  jQ^  Note  is  five  sovereigns:  the  Value  uf  a 
i|>  is  the  carriage  of  a  letter :  the  N'alue  of  a  Kail^.iy 
c  journey:  the  Value  of  an  Order  to  see  the  play,  is 
!ay :  the  Value  of  a  Promise  to  cut  a  man*s  hair  is  the 
he  hair:  the  Value  of  an  Order  for  milk,  bread,  wine. 
\-c.,  is  the  milk,  bread,  wine,  &c. 

a  loaf  of  bread  which  costs  a  shilling :  what  difference 
:  to  me  whether  I  have  a  shilling,  or  the  Promise  of  the 
e  mc  a  loaf?  It  is  clear  that  in  this  case  the  Shilling 
nise  are  of  exactly  the  same  Value  to  me. 
ihat  the  price  of  cutting  a  man's  hair  is  a  Shilling : 
ice  docs  it  make  to  me  whether  1  have  a  Shilling,  or 
of  the  hairdresser  to  cut  my  hair?  In  this  case  it 
the  Shilling  and  the   Promise  are  of  exactly  et|ual 

>  • 

in  the  case  of  ever)*  product  and  service,  the  Money  Xi\ 
with,  and  a  promise  to  render  the  product,  or  ser\'ire,  are 
[iial  \'alue  in  each  sefxirate  case. 

irate  tradesman  of  course  only  promises  to  render  one 
KiiKt,  or  scH'ice :  and  as  the  product,  or  service,  is  not 
from  anyone  else,  each  promise  has  only  Particular 

as   that   person    may  become  l>ankrupt,  or   die,  the 
only  Precarious  Value. 

is  .Money  by  the  unanimous  consent  of  Economists? 
I  but  a  general  Right,  or  Title,  to  demand  a  product 
om  any  |K;rson  who  is  in  the  habit  of  rendering  thi-ni 

and  as  there  is  always  some  {)ers«)n  who  can  rencler 

thcr  cannot:  MoDcy  has  GcDcral  and  Permanent 

i!r  each  of  these  Promises  has  only  Particular  and 

Value. 

lev-  se{iar.ite  Rights,  then,  is  of  exactly  the  same  Natiirr 
t>ut  It  is  of  an  inferior  degree.  Hut  they  are,  each  of 
mwc  (Quantities  or  Wealth;  for  the  ver>  same  reas'iri 
ts.  Is  it  not  clear  that  if  a  person  had  his  |kx  ket\  lull 
by  solvent  persons  to  render  him  all  the  prcNlu'  is  .ind 
night  re(|uire,  he  would  Ik;  exa*  tly  as  Wealthy  as  it  he 
I  Money  ?  And  he  can  always  sell,  or  tv  hange,  an>  «it 
iv  orders  for  a  different  thing.  Hen*'  mi.-  sre  !h«- 
'tf    the   doclrine   of   all   jurists    iImi    Rif^htS   .«rf 
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On  Hegatim  Values. 

3.  Value,  then,  being  the  Desire,  or  Affection  of  the  M 
towards  some  object,  may  be  of  two  forms :  either  the  Desi 
Acquire  some  object,  or  the  Desire  to  Get  rid  of  it 

As  these  Desires  are  Inverse  and  Opposite,  they  may  be  da 
by  opposite  signs :  if  the  Desire  to  obtain  something  be  u 
Positive  Value,  the  Desire  to  get  rid  of  something  may  be  ti 
Negative  Value. 

Thus  if  we  consider  a  piece  of  land  just  in  the  fit  state 
cultivated,  to  be  in  the  state  o :  it  may  be  covered  with  pr 
forest,  with  marshes  and  fens,  with  jungle,  and  huge  booldf 
any  other  obstructions  to  cultivation.  It  may  require  a  consic 
sum  of  money  to  clear  away  all  these  obstructions  and  bring 
a  fit  state  for  cultivation,  which  we  have  denoted  by  o :  tt 
necessary  to  clear  away  all  these  obstructions,  and  bring  it  l 
state  o,  may  be  termed  its  Negative  Value. 

So  when  it  is  intended  to  build  a  street  of  improved  hou 
ground  when  it  is  in  a  state  fit  to  be  built  upon,  may  be  < 
by  o :  but  it  may  be  covered  with  old  buildings,  whic 
necessary  to  clear  away  before  it  is  fit  to  be  built  upc 
sum  necessary  to  be  spent  in  clearing  away  these  old  bi 
and  bringing  it  into  a  state  for  the  erection  of  new  ones, 

termed  its  Negative  Value. 

So  if  the  state  of  a  person  in  health  be  denoted  by  o  :  he 
into  illness  and  require  the  ser\^ices  of  a  physician  :  or  he  in 
with  an  accident  and  require  the  services  of  a  surgeon  to  bi 
into  a  state  of  health.  As  the  fees  paid  to  the  physician  or 
are  paid  for  removing  obstructions  to  health :  they  may  be 

Negative  Values. 

If  all  people  were  perfectly  honest  and  never  invaded  tht 
of  other  people,  a  very  large  portion  of  the  fees  paid  to  mei 
the  legal  profession  would  be  saved  :  if  we  consider  the  st 
person  in  possession  of  his  Rights  as  o  :  all  the  sums  expe 
defending,  maintaining,  and  recovering  his  Rights  are  s 
removing  the  obstructions  to  his  enjoyment  of  his  Rights :  2 
be  termed  a  Negative  Value. 

If  we  consider  persons  in  the  enjoyment  of  perfect  secmi 
their  persons  and  property  as  I  if  people  were  peifectfe 

and  never  attacked  thei" 
would  be  no  use  for  the 
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^'"Viich  are  spent  merely  for  the  purpose  of  warding  off  attacks  on 
Tson  and  property,  may  be  termed  a  Neg'ative  Value. 
If  the  reign  of  universal  peace  had  come,  and  nations  did  not 
one  another:  the  enormous  armaments  by  sea  and  land  which 
*^gh  down  the  population  and  finances  of  all  European  nations 
Lght  be  saved.     So  all  the  sums  spent  by  nations  on  their  fleets 
id  armies  are  Neg'ative  Values. 
So  many  other  instances  of  Negative  Value  might  be  cited. 
Hence,  generally.  Positive  Value  is  the  desire  to  acquire  some- 
'^Iriing ;  Negative  Value  is  the  desire  to  get  rid  of  something. 

Now  it  is  evident  that  all  the  sums  spent  on  Negative  Values,  or 
removing  obstructions,  are  just  so  much  subtracted  from  Positive 
lues,  or  the  acquirement  of  Wealth,  or  enjoyments. 
We  thus  see  what  a  gigantic  obstruction  to  progress  and  Wealth 
European  armaments  are :  and  what  an  immense  advantage  in 
of  Wealth  it  is  to  America  to  be  free  from  them :  and  to 
devote  all  the  money  and  people  employed  in  Europe  on  Negative 
"N^alues  to  the  increase  of  Positive  Values. 

It  was  the  observation  that  there  are  two  kinds  of  Value,  Positive 
A^alue  and  Negative  Value,  to  which  we  first  drew  attention,  which 
led  Stanley  Jevons,  as  he  acknowledged,  to  designate  Economics  by 
^he  somewhat  fantastic  title  of  the  Calculus  of  Pleasure  and  Pain. 


There  may  be  General  Rise  or  Fall  of  Prices :  ^//  not  of  Values.    • 

4.  Price  is  the  Value  of  any  Economic  Quantity  in  Money  or 
Credit*  Now  if  Money  or  Credit  be  very  greatly  increased,  or 
decreased,  in  Quantity,  the  Prices  of  all  other  Economic  Quantities 
may  rise  or  fall :  but  they  will  still  preserve  their  relations  among 
each  other. 

If  a  loaf  of  bread  and  a  pound  of  meat  each  cost  a  shilling :  and 
if  in  consequence  of  a  great  increase  in  the  Quantity  of  Money,  or 
Credit,  they  each  rise  to  two  shillings :  or  if  in  consequence  of  a 
great  decrease  in  the  Quantity  of  Money,  or  Credit,  they  each  fall 
to  sixpence :  the  loaf  of  bread  is  still  of  the  Value  of  a  pound  of 
meat 

Hence  there  may  be  a  general  Rise,  or  a  general  Fall,  of  Prices. 

But  there  can  be  no  such  thing  as  a  general  Rise,  or  a  general 
Fall,  in  Values.  Everything  can  no  more  rise  or  fall  in  Value 
with  respect  to  everything  else,  than,  as  Mill  says,  a  dozen  runners 
can  each  outrun  the  rest :  or  a  hundred  trees  can  each  overtop  each 
other. 
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To  suppose  that  all  things  could  rise  relatively  to  eaich  other 
would  be  to  realise  Pat's  idea  of  society,  where  every  one  is  as  good! 
as  his  neighbour,  and  a  great  deal  better,  too. 

The  opposite  case  of  everything  falling  in  Value  with  respect  to 
everything  else  would  be  analogous  to  every  one  thinking  hiosdf 
inferior  to  every  one  else :  which,  according  to  human  nature  ani 
St.  Paul,  would  be  an  impossible  case. 

Nothing  can  have  Fixed  Value  unless  Everything  has 

Fixed  Value. 

5.  As  Value  is  the  Ratio  in  which  any  two  Quantities  li  j 
exchange,  it  is  clear  that  the  Value  of  A  with  respect  to  B  nriei 
directly  as  B:  that  is,  that  it  increases  or  decreases  accodif 
to  the  greater  or  less  Quantity  of  B  that  A  can  purchase,  hak 
the  Value  of  B  in  terms  of  A  varies  directly  as  A :  that  is,  i 
increases  or  decreases  according  as  6  can  purchase  mae  or 
less  of  A. 

It  is  also  clear  that  if  from  any  cause  whatever  the  Vahie,« 
Ratio,  between  A  and  B  has  changed :  the  Value  of  both  of  thcD 
has  changed. 

It  is  manifestly  as  absurd  to  say  that  the  Value  of  A  has 
changed  with  respect  to  B :  but  the  Value  of  B  has  rera^ 
the  same :  as  it  would  be  to  say  that  a  railway  station  has  re- 
mained at  the  same  distance  from  a  train,  while  the  tndn  has 
increased  its  distance  from  the  station. 

Moreover  it  is  as  absurd  to  say  that  a  Quantity  has  changed  its 
own  Value :  or  kept  its  own  Value  fixed :  without  stating  the 
Quantities  with  respect  to  which  its  Value  has  changed  or  remained 
fixed  :  as  it  would  be  to  say  that  an  object  has  changed  or  preserved 
its  Distance,  or  its  Ratio,  fixed :  without  saying  its  Distance  fron 
what :  or  its  Ratio  to  what. 

Hence  it  is  clear  that  nothing  can  have  Fixed,  or  Invariabi 
Value :  unless  everything  else  has  Fixed  and  Invariable  Value  a 
well.  Because,  though  a  Quantity  may  retain  its  Value  unchange 
with  respect  to  a  certain  number  of  Quantities :  yet  if  its  Valu 
has  changed  with  respect  to  other  Quantities :  its  Value  ha 
changed. 

From  this  it  will  be  seen  that  it  is  utterly  futile  to  sed:  fc 
a  Currency,  or  Circulating  Medium,  of  Fixed  or  Inmidi 
^'alue. 
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Section  II. 
On  tht  Origin,  Source,  or  Cau9$  of  Value. 

:  now  come  to  the  second  branch  of  our  inquiry — WTiat  is 
pn.  Source,  or  Cause,  of  Value  ?  Or,  in  the  bnguage 
'A    What  is  the  Form  of  Value?    And  whence  does  it 

when  we  arc  to  search  for  the  Cause  of  Value,  it  is  neces- 
undcrstand  what  wc  arc  searching  for.  There  are  three 
onlrrs  of  (^>uantities,  each  containing  many  \*arieties,  whidi 
X'alue.  Wc  have  to  discover  some  Sing^le  Cause  which 
on  to  them  all :  and  ascertain  what  that  Single  cause  is  by 
induction. 

)  says*— **  Hut  the  Induction  which  is  to  be  available  for 
L)>  cr\'  and  demonstration  of  sciences  and  arts  niust  analyse 
hy  pn>|K:r  rejections  and  exclusions:  and  then  after  a 
t  number  of  Negatiyes,  come  to  a  conclusion  on  the 
!>e  m stances. ** 

— "  What  the  sciences  stand  in  need  of  is  a  form  of  Indue- 
i<  h  shall  analyse  experience,  and  take  it  to  pieces  and  by 
[>rt>cess  of  exclusion  and  rejection,  lead   to  an   ineviuble 


.>n." 


irst  step  in  this  process  of  Induction  is  to  make  a  comfJete 
m  o(  all  the  different  kinds  of  (Quantities  of  whate\'er  nature 
>\  Ik.',  which  have  Value* — *•  For  whoe\'er  is  act]uainted  with 
/>..  (Causes]  embraces  the  unity  of  Nature  in  substances  the 
il:Wf.  From  the  discover)*  of  Forms  [Causes]  results  truth 
•ry  an*l  Frix-dom  in  Practice." 
:i  i-amcstly  inruh^ates  as  the  foundation  f»f  all  true  science  a 

■ileftion  of  all  kinds  of  instances  in  nhich  the  ^vcn  nature 
I*     "  The  investigation  of  Forms  [Causes]  prcx'eeds  thus:  a 

-luh  as  Value]  Iteing  given,  we  must  first  of  all  have  a 
ition  before  tl)e  understanding  of  all  known  instanres  which 
1  the  vimt*  natun*,  thimj^k  in  nth  stances  the  most  unlike :  and 
>llertion  must  l»e  made  in  the  manner  of  histor>',  without 
lu    theory." 

n  then  exemplifies  his  methoil  by  an  invest icat ion  into  the 
jr  Cause,  of  Meat.  He  gives  tables  of  the  ilivers  instances 
K  in  the  nature  of  Heat  ;   also  where  it  ap{H:ars  in  diflerent 

tt.  a|ih.  3.  *  X^.  Org.  )>k.  li.  a^^  tt. 
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degrees^ — "The  work  and  effect  of  these  tables  I  call  thepraaftlc:: 
tion  of  instances  to  the  understanding ;  which  presentation  biii|li: 
been  made,  Induction  itself  must  be  set  to  work ;  for  the  proUeiii| 
upon  a  review  of  instances,  all  and  each,  to  find  such  a  natmevi 
always  present  or  absent  with  the  given  nature ;  and  always  inaoB 
and  decreases  with  it ;  and  which  is,  as  I  have  said,  a  paiticalvaB 
of  a  more  general  nature. 

"We  must  therefore  make  a  complete  solution  and  sepantioirf' 
nature,  not,  indeed,  by  fire;  but  by  the  Mindi  which  is tW 
of  divine  fire.     The  first  work,  therefore,  of  true  Induction  (so6ra 
the  discovery  of  causes)  is  the  rejection  or  exclusion  of  theseRri 
natures  which  are  not  found  in  some  instances  where  the  pv 
nature  is  present ;  and  are  found  in  some  instances  where  tbepia 
nature  is  absent ;   or  are  found  to  increase  in  some  instances  vte 
the  given  nature  decreases ;  or  to  decrease  where  the  given  dM 
increases.      Then  indeed,  after  the  rejection  and  exclusion  has  bea 
duly  made,  there  will  remain  at  the   bottom,   all  light  opinte 
vanishing  in  smoke,  a  Cause  affirmative,  solid,  and  true,  andvd 
defined." 

As  an  indispensable  part  of  Induction  is  the  rejection  of  erroneoo 
causes- — "  I  must  now  give  an  example  of  the  exclusion  ffld 
rejection  of  natures,  which,  by  the  table  of  presentations,  are  foond 
not  to  belong  to  the  Form,  or  Cause  [of  Value],  observing  in  tk 
meantime  not  only  each  table  suffices  for  the  rejection  of  any 
nature,  but  even  any  one  of  the  particular  instances  contained  in 
any  one  of  the  tables.  For  it  is  manifest  from  what  has  been  said 
that  any  one  contradictory  instance  overthrows  a  conjecture  as  to  ihi 
Cause  J" 

Investigation  of  the  Form  or  Gause  of  Value. 

7.  Bacon  has  exemplified  his  process  of  Induction  by  investigatin 
the  Form,  or  Cause,  of  Heat ;  our  present  task  is  to  investigate  th 
Form,  or  Cause,  of  Value. 

Following  the  example  of  the  mighty  Master,  we  must  begin  b 
making  a  complete  collection  of  all  the  Instances  of  Value.  Th; 
is,  we  must  enumerate  all  the  different  kinds  of  Quantities,  with  a 
their  varieties,  which  have  Value. 

These  are : 

I.  Corporeal  or  Material  Quantities ;  imder  this  species  ai 
comprehended  the  following  varieties  : 

Lands,  Houses,  Trees,  Cattle,  Flocks  and  Herds  of  all  sorts,  Coi 

«  N(nK  Or-^.  \>V.  V\.  3l\^.  \e>.  "^  Nw,  Otr.V^V.vL  wjh,  iS. 
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i>thcr  fruits  of  the  earth,  Furniture,  Clothes,  Money,  Minerals 
arts.  Jeweller)',  Pearls,  Manufactured  articles  of  all  torts, 
a  me. 

omaterial  Quantities ;  comprehending  labour  of  all  sorts, 
jral,  artisan,  professional,  scientific,  literar)*,  trade  secrets, 

icorporeal  Quantities ;  comprehending  Rights  of  Action, 
or  lUrbts,  the  Funds,  Shares  in  commercbl  companies, 
htN,  Patents,  the  (loodwill  of  a  biLsiness,  a  Professional 
,  Tiills  IVrries  Tithes,  Advowsons,  Rents,  Shootings, 
s  Marki-t  Rights,  and  all  other  Valuable  Rights, 
nust  now  investigate  the  Cause  of  Value  in  all  these 
t  kiiulN  of  (Juantities  and  in  all  their  varieties,  and  in  each 
arately.  Wc  must  first  by  a  due  course  of  Rejections  and 
•ns  chniinate  all  accidental  and  intrusive  ideas  which  may  in 
s<s  )k*  asso  iatrd  with  Value  :  and  in  other  cases  not ;  and 
mplciin;:  this  course  of  Rejections  and  Exclusions,  we  must 

an  Affirmative ;   and  discover  that  Single  General 

Hhirh  is  common  to  all  these  different  classes  of  Quantities; 
\h:\\\^  prcsi-nt.  Value  is  present ;  which,  when  it  increases, 
!v  rcaM  N  ;  whit  h,  whi-n  it  decreases.  Value  decreases  ;  and 
R-in^  ab'-c-nt,  \'alue  is  absent. 

Materiality  is  not  Hecesaary  to  ¥alue. 

»w  ill  examining  thfse  three  clasMrs  of  cases  which  all  have 
V  uUsiTTw  that  the  whole  class  of  Immaterial  Ouantities  and 
It'  iLisN  of  In(or]K)real  (^>uantities,  have  Value,  but  have  no 

lltN. 

v  It  is  t\idi'nt  that  Materiality  is  not  Necessary  to 

It  iH  only  in  some  rases  the  Accident  of  Value. 

manence,  or  Durability,  is  not  H§C€S$ary  to  ¥alue. 

•  also  obM-nv  that  some  things  which  have  \'alue  la^t 
\    likr    the    l-md,    the    Funds,    Precious   Stones,    Statues 

il.infTs  may  Li^i  a  very  long  time,  sui  h  as  houM*s  watrhrs 
<  K':.'  r  things  luvi-  a  very  much  U-nn  degnr  of  (!ur.iliility, 

•  JMth*  >,  aniin.ils.  Others  have  a  vcr>*  short  df>:ree  of  dura- 
i«  h  as  !«>«Ki,  f!o>*rrs. 

^iMiur  whit  h  in  nany  rases  has  very  high  Value,  itcrishcs  in 
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the  very  instant  of  its  production,  and  therefore  has  no  durability,  oiB 
permanence  at  all.  B 

Thus,  Quantities  which  have  Value,  have  all  d^rees  of  pcw 
manence  or  durability.     Now  among  Bacon's  Prerogative  instauuiA 
he  mentions  Ultimity,  or  Limit,  and  says  ^ — "  Nor  should  extreaM= 
in  the  lowest  degree  be  less  noticed  than  instances  in  the  higlNiHE 
d^ree."  Wr 

This  is  the  doctrine  of  the  Law  of  Continuity^  which  says—       ft 
"  That  which  is  true  up  to  the  Limit,  is  true  at  the  Limit"         ■ 
From  these  principles  it  follows  that  things  which  have  the  lovetH 
d^ree  of  permanence,  or  durability,  which  is  o,  are  to  be  indodedS 
in  Economics,  as  well  as  those  which  have  the  degree,  i>.,  which  Itftfl 
for  ever.  I 

Hence  it  is  seen  that  Permanence,  or  Durability,  is  noi  ■ 
Necessary  to  Value;   it  is  only  the  Accident  of  Value.  ■ 

Error  of  the  Doctrine  that  Labour  is  the  Cause  of  Valut    I 

10.  Having  shown  that  Materiality  and  Permanence  are  in  no  ■ 
way  necessary  to  Value ;  we  have  now  to  discover  the  Cause  d  I 
Value.  I 

A  doctrine  which  has  obtained  great  hold  over  English  Economics  I 
is  that  Labour  is  the  Cause  of  Value.  1 

Now  if  we  simply  refer  to  the  table  of  Instances  given  above,  it  I 
will  be  seen  at  once  that  there  are  multitudes  of  instances  of  Quanti-  | 
ties  which  have  Value  in  which  there  is  no  Labour  at  all.    This  at 
once  shows  that  Labour  is  in  no  way  essential  to  Value;  but,i$ 
Whately  said,  it  is  only  the  Accident  of  Value. 

Nevertheless,  this  fatal  doctrine  has  obtained  such  a  firm  hold 
and  has  had  such  a  baleful  influence  over  English  Economics :  and 
has  so  especially  obstructed  the  true  apprehension  of  the  principles 
of  Credit,  that  we  must  give  a  more  elaborate  refutation  of  it. 

The  doctrine  that  Labour  is  the  cause  of  all  Value,  which  is 
entirely  peculiar  to  English  Economics,  originated,  as  far  as  we  are 
aware,  with  Locke.  As  this  passage  is  but  very  little  known,  we 
shall  make  room  for  it,  though  rather  long. 

After  alleging  that  the  foundation  of  the  right  of  appropriating 
portions  of  the  earth  and  its  products,  by  private  persons,  originated 
in  the  Labour  they  bestowed  on  them,  he  says  - — 

"  Nor  is  it  so  strange  as,  perhaps,  it  might  appear,  that  the 
property  of  Labour  should  overbalance  the  community  of  Land: 

*  Nov.   Org,  bk.  \\.  3Lp\\.  "i^.  *  Essay  on  Civil  Govemmtut, 
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!,<\Nmr^  indetd^  that  puts  the  difference  of  Value  upon  every- 
nd  let  any  one  consider  what  the  difierence  is  between  an 
and  planted  with  tohact  o  and  sugar,  sown  with  wheat  and 
iiid  an  acre  of  the  same  land  l>nng  in  common,  without  any 
r\  ii|K)n  it,  and  he  will  find  that  the  improvement  of  Labour 
ir  the  ^Tiater  part  of  the  Value.  I  think  it  will  be  but 
ixltst  computation  to  say  that  of  the  products  of  the  earth 
the  life  of  man,  nine-tenths  are  the  effects  of  I^tour :  nay, 
I  rightly  estimate  things,  as  they  come  to  our  use,  and  cast 
i-vcral  e\|ienses  about  them,  what  in  them  is  purely  owing 
: .  and  what  to  I^lx)ur,  we  shall  find  that  in  most  of  them 
IK-  hundredths  are  whuUy  to  be  put  on  the  account  of 

rr  tan  not  l>e  a  clearer  demonstration  of  anything,  than 
latiitns  of  the  American  Indians  are  aware  of  this,  who  are 
1.1  ml,  and  |K><>r  in  all  the  comforts  of  life :  whom  nature 
iirnished  as  lilHrrally  as  any  other  people  with  the  materials 
\,  />.  a  fruitful  soil,  apt  to  produce  in  alnindance  what 
:r\r  for  fiKxl,  raiment,  and  delight :  yet  for  want  of  imprm*- 
i  l.tUmr,  have  not  one-hundredth  part  of  the  conveniences 
and  a  lK*ing  of  a  large  and  fruitful  territor)*  there  feeds, 
i:i<l  is  worse  (lad  than  a  day  labourer  in  Kngland. 
make  this  a  little  clearer,  let  us  but  trace  some  of  the 

l»rii\iMi»ns  nf  lift-  through  their  several  progresses,  iM'fore 
:i;(-  to  our  use,  and  sex*  how  much  ol  their  Value  they 
*r«im  human  industr)*.     Bread,  wine,  and  cloth  are  things 

Use,  aiu!  j:r«.-al  plenty  :  ytt,  notwithstanding,  atoms  water, 
-.«s  tur  «  lothin^.  or  skins  must  Ik*  our  bread,  drink,  or 
.  did  not  labour  furnish  us  with  thesi*  more  UM.'ful  com- 
-  ftir  whatever  bread  is  more  than  atorn^i.  wme  than  i^aier, 
h  or  mIL  than  lea\eN,  skins  or  moss,  that  in  v^ holly  owmg  to 
.i:ul  In«lustr)' :  thi-  one  of  these  Iwing  the  iVkkI  and  raiment 
;nassistrd,  natuft  turnishes  us  with  ihr  other  prmiHions 
:;r  industry  and  juins  prr|wre  for  us  ulii*  h,  horn  niut  h  they 
:r:i-  »»thtr  in  valui-,  when  any  one  hath  <"n)puttd,  he  mill 

r-.ow  nui<  h  laUmr  makes  f4>r  the  greater  )urt  ot  tht-  Value 
:s  wr  iT'.«.i\  in  this  worhi .  and  the  urouni!  Hht«!i  pfjuiures 
'ffials  is  s«  .in  L-  to  l>e  rrckoneti  on,  as  ati\.  or  at  most,  a 
.1:1  \^r.  o!  It  s.i  littlf  that,  e%en  amon^:  iiv  iaml  that  is  kej>t 
t  "..i!  :ri .  th.it  luth  n<»  imprnvenu-nt  «•!  ;'.i*!urage,  tilLige, 
;-.t:r)^'.  is  .  all*  «i,  as  it  is  indeed,  waste:  an«!  Mt   shall  find  the 

!  It  amount  to  littU  mori-  than  nothmg. 


,.• 
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"  An  acre  of  land  that  bears  here  twenty  bushels  of  wheat,  and 
another  in  America,  which  with  the  same  husbandry  would  do  Ac 
like,  are  without  doubt  of  the  same  natural  intrinsic  Value :  but  yet, 
the  benefit  mankind  receives  from  one  in  a  year  is  worth  ;£5,  and 
from  the  other  probably  worth  a  penny,  if  all  the  profit  an  In&n 
received  from  it  were  to  be  valued  and  sold  here :  at  least,  I  may 
truly  say,  not  one  thousandth.     It  is  Labour,  then,  which  puts  the 
greatest  part  of  the  value  on  land,  without  which  it  would  scaicdy 
be  worth  anything :  it  is  to  that  we  owe  the  greatest  part  of  all  its 
useful  products :  for  all  that  the  straw,  bran,  bread  of  that  acre  of 
wheat  is  more  worth  than  the  product  of  as  good  land  which  lies 
waste,  is  all  the  effect  of  Labour;  for  it  is  not  barely  the  plougji- 
man's  pains,  the  reaper's  and  the  thresher  s  toils,  and  the  baker's 
sweat,  is  to  be  counted  in  the  bread  we  eat :  the  Labour  of  those 
who  broke  the  oxen,  who  digged  and  wrought  the  iron  and  stones, 
who  felled  and  framed  the  timber  employed  about  the  plough,  miO, 
oven,  or  any  other  utensils,  which  are  a  vast  number,  requisite  to 
this  corn,  from  its  being  seed  to  be  sown  to  its  being  made  bread, 
must  all  be  charged  to  the  account  of  Labour,  and  received  as  an 
effect  of   that :    nature  and   the  earth  furnished   only  the  almost 
worthless   materials   as    in   themselves.      It    would    be    a  strange 
catalogue  of  things  that  industry  provided  and  made  use  of  about 
every  loaf  of  bread  before  it  came  into  our  use,  if  we  could  trace 
them :  iron,  wood,  leather,  bark,  timber,  stone,  brick,  coals,  lime, 
cloth,  dyeing,  drugs,  pitch,  tar,  masts,  ropes,  and  the  materials  made 
use  of  in  the  ship  that  brought  any  of  the  commodities  used  by  any 
of  the  workmen  to  any  part  of  the  work :  all  which  it  would  be 
impossible,  at  least  too  long,  to  reckon  up." 

We  have  given  this  extract  at  length,  because  it  is  probably  the 
most  elaborate  Economical  analysis  of  price  of  its  time :  and  so  far 
as  we  are  aware,  it  is  the  first  assertion  that  Value  is  due  to  human 
Labour.  The  answer  to  all  its  elaborate  exposition  is  very  simple. 
Notwithstanding  all  the  labour  bestowed  in  obtaining  these  pro- 
ducts from  the  earth,  if  there  was  no  Demand  for  them,  they 
would  not  be  of  any  Value.  Hence  it  is  the  Want,  or  Desire, 
for  the  products  which  causes  Labour  to  be  bestowed  in  producing 
them,  and  not  the  reverse.  The  doctrine  that  all  Wealth  is  the 
produce  of  Land  and  Labour  became  very  common  among  the 
jejune  thinkers  on  Economics  in  the  last  century,  from  their 
ignorance  of  Jurisprudence  and  practical  business. 

The  Economists  restricted  the  term  Wealth  to  the  material 
products   of    0:\e  eai\.\v  -wYvvcXv  ;\x^  \ycQ>>\^t  into   commerce  and 
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Kchanged.  Hence,  according  to  this  doctrine,  labour  and 
ktatcriality  were  indispensably  associated  with  Value:  but  they 
r«re  not  the  Cause  of  Value :  because  unless  these  material 
ivtxiucts  were  exchanged,  they  had  no  Value :  hence  the  Econo- 

tusis  nude  Exchangeability,  or  Demand,  the  Cauae  of 
»*a]uc. 

Adam  Smith  begins  his  work  by  desc^ribing  Wealth  as  the 
'annual  produce  of  land  and  labour'*  :  but  as  he  afterwards 
tiurocratcN  the  natural  and  acquired  abilities  of  the  fieople  as 
*'i\ed  (apital:  and  Ikink  Notes  and  Hills  of  Hxohange  as 
'insulating  (*apital:  he  is  (juite  self-ix>ntnidi(*tory :  and  he  after- 
rards  admitN  that  Kxchangeability  is  the  real  essemc  of  Value. 

Kirardo's  work  is  a  treatise  on  Value  :  but  he  begins  by  restricting 
ii«  in«|uir\'  to  things  which  are  the  produce  of  human  laliour:  thus 
ruf'luding  al>out  80  |)er  rent,  of  things  of  N'alue  from  his  in(|uir>' : 
ixHi  then  he  says  that  l^ilK>ur  is  the  foundation  of  all  Value.  But 
.u«  h  a  m<Mic  of  reasoning  i>  e%*idently  futile  and  inadmissible. 

Kitarilu  was  an  eminent  memlKT  of  the  Sto<'k  Kxchange.     'Ilie 

'ommcKlittc's  he  dealt  in,  which  he  l>ought  and  sold,  were  Public 

v.-«-uritK-H  (if  all  sorts.     Now  if  Ki(*ardo  held  ^100.000  worth  of  the 

British   i  unds  would   he   maintain   that   their  %'alue   was  due   to 

labour  ? 

Mi^'uI!o(h,  who  is  a  mere  cop\ist  of  Kicardo.  also,  in  one  place 
kirmuouslv  maintains  that  IalK)ur  is  the  <*ause  of  all  Value.  He 
ui>s  *--**  Nature  is  not  niggard  nor  |iarsimonious.  Her  rude 
[Cui!u«ts,  |Nmers,  and  (a{a<'ities,  are  all  ofTcri-d  gratuitously  to 
man.  She  lu-ither  demands  nor  re^eivt-s  an  c-juivalent  for  her 
fa\i'Urs.  .\n  object  whi<  h  may  be  appropriated  or  adapted  to  our 
use  mit^oiit  .my  voluntary  laU)ur  on  our  |urt,  max  l>e  of  the  highest 
ut:!ity.  but  as  it  is  the  free  gift  of  nature,  it  is  «{uite  im|¥>ssible  that 
:!  « an  ha\f  the  slightest  Value." 

Al^i  **  In  Its  natural  stati-,  matit-i  i^  \cx\  rarely  {M>sseNsed  of 
any  mwiiciliatc  or  dim  t  utility,  aiul  in  aIv^a\H  dcstiiutt  of  Value*.  It 
t%  only  ihr«iUf:h  tht-  lalxmr  rx)K'nd<'(l  iii  its  appr<ipriation.  and  in 
fittin*;  ami  prf'|iariiig  it  for  l^ing  usetl,  thai  niatti-r  a*  «{uird 
K\<  lun^'t-ahU-  \  aUu*,  aiid  Ik-*  nnu-N  Wraith  * 

Uf  sh.ill  attcrmanls  ^h<»w  thi-  absuril  .  nt,^i  .uni* » ^  of  ihis 
d"*tTi:ii       and  ^how   M(  ('ullo*  h'"*  M-lf « «»mra«!i«  li«»ti». 

*^i  .iN4»  <ariv.  ihr  Anu-n*  an  l.<uni*nMs:.  wa-  into  trd  ^ith 
\^...\  d«»ilr:ru,  and  sa\N  *•  l-iJ"»iir  is  tht  -^^'f  <  aiiNi'  oi  all 
\  alu. 
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Now  it  is  impossible  to  stir  a  step  in  this  subject  until  this  contra- 
diction is  cleared  up :  and  we  determine  whether  Labour  or 
Exchangeability,  i.e.,  Demand,  is  the  Cause  of  Value. 

Examination  of  the  Doctrine  that  Labour  is  the  Cause  of 

all  Value. 

II.  We  have  now  to  apply  the  principles  of  the  Baconian  Induc- 
tion to  investigate  the  Doctrine  that  Labour  is  the  sole  Cause,  or 
Form,  of  Value. 

We  may  lay  down  this  Lemma — 

If  Labour  is  the  Sole  Cause  of  Vdlue,  then  whatsoever  thing  Lalnmr 
has  been  bestowed  upon  must  have  Value. 

For  if  there  be  two  things  which  have  been  produced  with  equal 
amounts  of  Labour :  and  the  one  has  Value,  and  the  other  not :  or 
if  a  thing  produced  by  Labour  has  Value  in  one  place  and  not  in 
others ;  or  at  some  times  and  not  at  others ;  then  there  must  be 
some  other  Cause  of  Value  besides  Labour:  which  is  contrary  to 
the  hypothesis. 

We  will  now  examine  some  of  the  necessary  consequences  of  the 
Doctrine  that  Labour  is  the  Cause  of  all  Value. 

I.  All  Differences  or  Variations  in  Value  must  be  due  to  Difftrencti 
or  Variations  in  Labour, 

I'his  is  Locke's  doctrine  :  but  it  is  contrary  to  all  experience : 
because  there  are  many  material  things  upon  which  no  Labour  was 
ever  bestowed,  which  yet  have  very  great  Value  :  and  also  very 
great  differences  of  Value. 

The  space  of  ground  upon  which  a  great  City  like  London  is 
built  has  enormous  Value :  but  this  space  of  ground  is  in  no 
way  the  product  of  Labour. 

Land  near  the  Bank  of  England  has  often  been  sold  at  the  rate  of 
;^2,ooo,ooo  an  acre  :  quite  exclusive  of  any  buildings  on  it :  how  is 
this  land  the  product  of  Labour  ? 

As  we  recede  from  the  centre  the  Value  of  land  rapidly 
diminishes :  at  the  present  time  the  value  of  land  at  Charing  Cross 
is  said  to  be  ;^6oo,ooo  an  acre :  but  in  the  suburbs  of  London  it  is 
far  less. 

Moreover,  land  in  the  same  locality  has  very  different  Values. 

A  frontage  in  a  main  thoroughfare  like  Cheapside,  Fleet 
Street,  the  Strand,   Cornhill,  Oxford  Street,  Regent  Street,  is  of 
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irxiuch   greater  Value  than  an  equal  space  of  ground   in  a   back 
street 

How  are  these  differences  of  Value  due  to  differences  of  Labour : 
rhen,  as  we  have  seen,  there  never  was  any  Labour  at  all  bestowed 
the  land? 

We  read  that  the  island  of  Manhattan,  on  which  the  City  of  New 

^Vork  is  built,  was  originally  purchased  from  the  Indians  for  the  sum 

-of  jQ^,    What  would  be  its  value  now  ?    And  yet  the  land  remains 

311st  the  same  as  ever  it  was.     Within  the  last  century  immense 

cnties  have  sprung  up  in  what  was  then  desert    Melbourne,  Sydney, 

Adelaide,  Chicago,  and  countless  others,  stand  on  ground  which 

yKBS  then  absolutely  worthless.     In  each  of  these  the  land  is  now  of 

-enormous  Value.     Now  is  its  Value  due  to  Labour  ? 

The  tide  deeds  of  the  land  on  which  the  City  of  Melbourne 

now  stands  are  in  the  British  Museum.    The  purchase  money 

of  the  land  was  20  pairs  of  blankets,  30  tomahawks,  100  knives,  50 

pairs  of  scissors,  30  looking  glasses,  100  handkerchiefs,  100  pounds 

of  flour,  and  6  shirts.     Besides  these,   there    was    reserved    an 

4Uinual  rent  of  100  pairs  of  blankets,  100  knives,  100  tomahawks 

50  suits  of  clothing,  50  looking  glasses,  50  pairs  of  scissors,  and  five 

tons  of  flour.     This  was  the  price  in  1835  of  500,000  acres  of  land : 

some  of  which  sold  at  one  time  for  ;£5oo,ooo  an  acre :  and  recently 

some  of  it  brought  ;£2,ooo  the  square  foot 

If  the  augmented  Value  is  due  to  Labour  bestowed  upon  it,  a 
diminution  in  the  Value  of  land  must  be  due  to  Labour  subtracted 
from  it.     But  how  is  this  possible  ? 

As  the  tide  of  fashion,  population,  and  Wealth  flows  towards 
a  locality,  the  ground  ri$es  rapidly  in  Value:  whereas  when  a 
locality  is  deserted  by  wealth  and  population  the  Value  of  land 
rapidly  diminishes.  How  are  these  changes  in  the  Value  of  land 
due  to  variations  in  Labour :  when,  as  we  have  seen,  these  spaces  of 
ground  are  not  the  result  of  Labour  at  all  ?  I  know  of  a  shop  in  a 
suburb  of  London  which  fifty  years  ago  let  for  ^^50 :  at  the  present 
day  that  very  same  shop  lets  for  ;£25o.  How  can  this  change 
of  Value  be  due  to  Labour,  when  this  shop  stands  exactly  the  same 
as  it  did  fifty  years  ago  ? 

The  ground  in  the  centre  of  London,  Paris,  Berlin,  Vienna, 
and  countless  other  cities,  has  enormous  Value.  There  are 
numerous  other  places  now  desolate  and  lonely  which  were  once 
the  sites  of  great  cities. 

Memphis,  Babylon,  Nineveh,  were  once  great  cities:  when  the 
chariots  and  the  horsemen  were  pouring  forth  in  multitudes  from 
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the  hundred-gated  Thebes,  the  land  in  it  must  assuredly  hml 
had  very  great  Value.  So  with  numberless  other  places.  Where  iifl 
their  Value  now  ?  Yet  the  ground  remains  exacrtly  the  same  as  cfcr  ■ 
it  was.  Is  this  diminution  in  Value  due  to  the  subtnctioD  tfa 
Labour  ?  If  London,  Paris,  Berlin,  and  Vienna  should  ever  coae  I 
to  be  as  Nineveh,  Babylon,  Memphis,  and  Thebes  are  to-dij,  I 
where  would  the  Value  of  the  land  be  on  which  once  they  stood?  I 
^Vhen  the  future  Belzoni  or  Layard  comes  from  New  Zeahod  I 
to  sketch  the  ruins  of  St  Paul's  from  a  broken  arch  of  \ixsim  I 
Bridge,  will  the  ground  near  what  was  once  the  Royal  Exchange  I 
sell  for  ;£7o  the  square  foot  ?  I 

When  a  fair  is  held  near  a  town,  persons  pay  a  good  rent  far  leaw 
to  erect  booths  and  tents  on  the  Common.  Thus  at  these  times, 
the  land  acquires  Value.  At  other  times  they  would  pay  nothing: 
and  the  land  would  have  no  Value.  Therefore  the  simple  space  ' 
of  ground  has  Value  at  one  time,  and  not  at  another.  How  cm 
the  changes  in  the  Value  of  the  land  be  due  to  changes  in  Laboiff, 
when  the  ground  remains  exactly  as  it  was  ? 

McCulloch's  doctrine  that  no  natural  product  has  Value  until 
Labour  has  been  bestowed  upon  it :  and  that  it  is  the  Labour  of 
appropriating  it  which  gives  it  Value:  is  refuted  by  the  plainest 
experience. 

Suppose  a  miner  has  the  good  fortune  to  find  a  diamond 
weighing  400  carats  on  the  surface  of  the  ground,  would  it  have 
no  Value?  And  is  it  the  Labour  of  appropriating  it  that  gives 
it  its  Value? 

Again,  Diamonds  have  very  different  degrees  of  Value,  according 
to  their  purity  and  freedom  from  blemishes.  How  can  these 
differences  of  Value  be  due  to  differences  of  Labour,  when  the 
diamonds  are  not  the  creation  of  Labour  at  all? 

Suppose  that  another  person  finds  a  nugget  of  gold  weighing 
400  ounces,  has  it  no  Value?  And  is  it  the  Labour  of  picking 
it  up  which  gives  it  its  Value? 

The  proprietor  of  a  coal  mine,  or  a  marble  quarry,  demands  and 
receives  a  price  for  the  coal  and  the  marble  as  they  exist  in  the 
mine,  or  the  quarry,  before  a  human  being  has  touched  them,  or 
even  seen  them. 

The  Government  founds  a  new  Colony,  and  takes  possession 
of  the  land;  it  is  quite  usual  to  demand  a  price,  or  a  rent,  for 
the  land,  which  no  person  ever  touched.  How  is  its  Value  due 
to  labour? 

In  the  Midland  counties  of  England  there  are  many  oak  trees 
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"■^rhich  would  sell)  for  jT^do  or  ;£^ioo,  as  they  stand  upon  the  ground. 
TTiey  were,  perhiaps,  self-sown ;  no  person,  perhaps,  ever  bestowed 
90  much  Labouri  upon  them  as  even  to  sow  the  acorn  from  which 
'diey  grew.     Ho^r  is  the  Value  of  such  oak  trees  due  to  Labour  ? 

But  the  very  /same  oak  trees  in  the  centre  of  a  forest  in  an 
uninhabited  country  would  have  no  Value  at  all.  How  are  these 
differences  of  Value  due  to  Labour? 

It  is  said  that  in  1 810  an  oak  tree  was  cut  down  at  Gelenas, 
in  Monmouthshire,  whose  bark  sold  for  ^^240,  and  the  wood 
fiw  ^670 :  how  was  the  Value  of  the  bark  and  the  wood  due  to 
Labour? 

Near  these  oak  trees  there  may,  perhaps,  be  growing  other  trees 
— beeches,  elms,  ashes — of  the  same  size.  It  is  well  known  that 
these  trees  do  not  have  the  same  Value  as  oaks.  How  are  the 
differences  of  Value  of  these  diflferent  trees  due  to  Labour  ? 

It  is  a  common  resource  of  gentlemen  who  are  embarrassed  to 
sell  the  timber  on  their  estates.  And  this  timber  often  realises 
very  many  thousands  of  pounds.  How  is  the  value  of  this  timber 
due  to  Labour? 

A  large  meteoric  stone  fell  in  Scania.  It  was  acquired  by  Baron 
Nordenskiold  for  the  sum  of  ;£84,  for  the  national  museum.^  How 
was  the  value  of  this  aerolite  due  to  Labour? 

There  are  again  cattle,  flocks,  and  herds  of  all  sorts.  They 
increase  and  multiply  by  the  agency  of  nature.  How  is  their  Value 
due  to  Labour? 

Some  time  ago  a  large  whale  was  stranded  in  the  Firth  of  Forth : 
it  sold  as  it  lay  on  the  beach  for  ^70 :  no  human  being  touched 
it :  how  was  its  Value  due  to  Labour  ? 

Mr.  Buckland  says — "When  examining  the  cast-ofi"  skins  of  the 
snakes  at  the  Zoological  Gardens,  we  observed  some  white-looking 
substance  in  a  box.  This  is  the  dejecta  of  the  snakes.  It  is  a 
perfectly  white  substance,  looking  very  like  plaster  of  Paris,  and 
is  composed  of  very  nearly  pure  uric  acid.  It  is  bought  by  a  doctor 
(I  imagine  a  chemist)  for  the  high  price  of  nine  shillings  a  pound.** 
Is  the  value  of  the  excreta  of  snakes  due  to  human  Labour? 

Some  years  ago,  when  it  was  the  fashion  for  European  ladies 
to  pile  huge  masses  of  hair,  termed  chignons,  on  their  heads,  in 
imitation  of  their  swarthy  sisters  of  Central  Africa,  it  was  not 
uncommon  for  a  girl's  hair  to  sell  for  ;£5,  ;£io,  ;£2o,  and  even 
sometimes  for  ;£so.  Was  the  Value  of  the  girl's  hair  due  to 
Labour? 

'  Nature^  June  20,  1889. 
2   T 
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It  is  stated  in  a  French  paper  that  at  Merlans,  in  the  department 
of  the  Lower  Pyrenees,  there  is  a  regular  market  for  girls'  hair, 
held  every  second  Friday,  which  is  attended  by  l^iondreds  of  hair- 
dressers. Ordinary  hair  does  not  go  for  much — three  to  twenty 
francs  a  head.  But  for  pure  ^idiite  hair  there*  is  an  immense 
demand;  and  it  sells  from  ;;^i5  to  ;£20  an  ounce.  There  is  no 
market  for  ordinary  grey  hair.  Now,  is  the  Value  of  the  pure  white 
hair  due  to  Labour?  And  is  the  difference  in  price  between  pure 
white  hair  and  ordinary  hair  due  to  differences  in  Labour? 

IL     If  Labour  be  the  Sole  Cause  of  Value,  then  all  things  frodmi 

by  Equal  Quantities  of  Labour  must  be  of  Equal  Value. 

But  this  doctrine  is  contrary  to  all  experience. 

If  it  were  true,  a  diamond  and  the  rubbish  it  is  found  in  oug^t  to 
be  of  Equal  Value :  so  a  pearl  and  its  shell  ought  to  be  of  Equal 
Value.  If  a  lump  of  gold  and  a  lump  of  clay  were  obtained 
by  equal  Quantities  of  Labour,  they  ought  to  be  of  equal 
Value. 

If  a  sportsman  were  to  shoot  a  pheasant  with  one  barrel,  and  a 
crow  with  the  other,  the  pheasant  and  the  crow  ought  to  be  of  equal 
Value.  Or  if  a  fisherman  were  to  catch  a  salmon  and  a  dogfish  in 
the  same  net,  the  salmon  and  the  dogfish  ought  to  be  of  equal 
Value. 

And  similar  cases  might  be  multiplied  to  any  extent. 

Hence,  we  have  products  obtained  by  exactly  the  same  Quantities 
of  Labour:  some  of  which  have  Value,  and  others  not:  which 
decisively  proves  that  Labour  cannot  be  the  Sole  Cause  of  Value. 

III.     If  Labour  is  the  Sole  Cause  of  Value:  then  the  Value  must 

be  Proportional  to  the  Labour. 

But  this  doctrine  is  contrary  to  the  most  manifest  experience. 

Suppose  that  a  gold  digger,  by  good  luck,  finds  a  nugget  of  gold 
lying  on  the  surface  of  the  ground :  and  another  digger  finds  a 
similar  nugget  at  the  end  of  a  week's  Labour :  another  finds  a  similar 
nugget  at  the  end  of  a  month's  Labour:  another  finds  a  similar 
nugget  at  the  end  of  six  months'  Labour :  another  finds  a  similar 
nugget  at  the  end  of  a  year's  Labour :  then  according  to  this  doc- 
trine, the  nugget  found  by  the  expenditure  of  a  year's  Labour  ought 
to  be  immensely  more  valuable  than  the  nugget  picked  up  without 
Labour :  and  the  other  nuggets  ought  to  have  Value  in  prop>ortion  to 
the  Labour  they  cost.  But  every  one  of  common  sense  knows  thai 
such  a  doclrine  \s  ^\voVi^  ^^\\aK.\o\is.    All  the  nuggets  would  have 
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sscactly  equal  Value  notwithstanding  that  they  were  obtained  by 
■>eTy  different  Quantities  of  labour. 

So  with  diamonds:  suppose  that  a  miner  by  good  luck  found 
a  magnificent  diamond  directly  he  began  to  work :  and  suppose  that 
after  lengthened  toil  he  found  a  very  small  one:  then  the  small 
diamond  ought  to  be  many  times  more  valuable  than  the  huge 


when  different  quantities  of  wheat  mingle  in  the  same  market, 
brought  from  all  different  countries  of  the  world :  their  general 
N'alue  is  determined  solely  by  the  Law  of  Supply  and  Demand 
But  wheat  of  a  superior  ({uality  bears  a  higher  price  than  wheat  of 
an  inferior  <)uality :  without  the  slightest  reference  to  its  cost  of  pro- 
duction. We  saw  it  stated  in  a  paper  that  when  wheat  from  Manitoba 
was  brought  into  the  I  J%'crpool  market,  it  was  at  once  priced  3d.  per 
hundred  pounds  higher  than  the  iK-st  Califomian  wheat.  This  was 
due  simply  tu  its  superior  quality  :  and  had  nothing  to  do  with  cost 
of  production. 

And  numerous  other  cases  of  a  similar  nature  might  be  cited 

IV.  //  LalHPur  bt  the  Si^lt  Cause  of  Value^  a  thing  produced  by 
Labour  must  AlwOj/i  httve  Value^  and  the  Same  I'aJue. 

Hut  this  is  notoriously  contrary  to  experience. 

As  the  author  of  the  Eryxias  showed  that  the  same  thing  may 
ha\c  \  alue  in  one  place  and  not  in  another :  and  at  one  time  and 
fiot  at  another. 

A  bog  of  sovereigns  has  great  N'alue  in  I^ndon :  but  take  them 
am4«ng  the  l-Nkinios,  and  where  would  their  N'alue  t>e? 

A  professor  of  lircvk,  I^tin,  or  Mathematics,  may  find  his 
acquirvmvnts  of  great  Value  in  the  Universities  where  there  are 
niany  students  demanding  instruction :  but  of  what  Value  would 
x\\vy  Ih*  anu>ng  the  Patagonians? 

A  great  I^awycr  finds  his  elo(|Ucnee,  his  knowledge,  and  his  skill 
of  great  \aluc  in  the  Ko>'al  (.'ouru  of  Justice,  but  of  what  V*alue 
mould  they  be  among  the  Hottentots?  Kvcn  in  lA>ndon  itself  a 
man  may  have  the  most  splendid  act|uirements,  but  if  no  one 
employ  him.  where  is  tluir  V.ilue.'  If  a  man  had  all  the  roethcal 
\V\\\  And  knoHletlge  in  the  world  from  HipiKx  rates  and  (lalen 
t'*  Copland,  and  iu>  one  was  ill,  where  would  the  Value  ol  it  U'  to 
Kim  ?  It  an  .luthor  were  to  publish  the  most  learneii  and  bliorious 
■  <jrk»  in  ()k  worki,  and  no  one  would  buy  them,  where  would 
ihrir  Value  U*  t4i  him? 

To  sa\  tlut  lal»our  is  the  sole  Cause  of  Value,  is  to  say  that  an 
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isolated  thing  can  have  Value;  whereas  Value  is  always  lelative,  ind  I 
can  only  arise  in  society.  I 

If  a  man  were  cast  on  a  desert  island,  and  had  twenty  hogs-  I 
heads  full  of  sovereigns,  of  what  possible  Value  could  they  be  I 
to  him  ?  I 

If  any  one  were  to  set  up  a  manufactory  of  watches,  or  grow  fidds  I 
of  com  in  the  centre  of  Australia,  where  there  is  no  demand  for  I 
watches  or  for  com,  where  would  their  Value  be  ?  I 

Moreover,  if  Labour  be  the  sole  cause  of  Value,  if  a  thii^  is  once  I 
produced  by  Labour,  its  value  can  never  vary,  which  is  Ricardo^  I 
express  doctrine.     But  this  is  contrary  to  all  experience.     Because 
after  things  have  been  produced,  and  all  Labour  up>on  them  bas 
been  ended,  they  constantly  vary  in  their  Value  from  day  to  day, 
from  month  to  month,  and  from  year  to  year. 

Thus  pictures  by  one  master  constantly  rise  in  Value,  and  pictures 
by  another  master  fall  in  Value,  long  after  the  hand  which  has  pro- 
duced them  lies  cold  in  the  grave.  The  pictures  themselves  remain 
exactly  the  same ;  it  is  the  Taste,  i,e,  the  Demand  of  the  public, 
which  varies. 

Ricardo  maintains  that  the  same  Labour  in  manufactures  lln^ys 
produces  the  same  Value. 

In  the  reign  of  George  III.  there  was  a  very  widespread  fashion 
to  wear  steel  shoe-buckles  ;  this  manufacture  employed  a  large 
number  of  persons.  All  of  a  sudden  these  steel  buckles  went  out  of 
fashion,  the  demand  totally  ceased,  and  the  people  employed  in 
making  them  were  thrown  into  the  direst  distress.  But  according 
to  Ricardo,  the  buckles  were  of  the  same  Value,  when  there  was  a 
demand  for  them,  and  when  there  was  none !  According  to 
Ricardo,  the  way  to  alleviate  the  distress  of  the  people  was  for  them 
to  go  on  manufacturing  shoe-buckles  for  which  there  was  no 
demand. 

Some  years  ago  the  fashion  of  ladies  wearing  straw  bonnets 
suddenly  went  out,  and  the  manufacturers  of  them  at  Luton,  Dun- 
stable, i&c,  were  thrown  into  the  direst  distress.  But  according  to 
Ricardo,  the  straw  bonnets  were  exactly  of  the  same  Value,  whether 
there  was  a  demand  for  them  or  not. 

According  to  Ricardo,  if  the  warehouses  of  Manchester  were 
groaning  with  goods,  the  produce  of  labour,  they  would  be  exactly 
of  the  same  Value,  whether  there  was  a  demand  for  them  or  not 
We  doubt  whether  the  manufacturers  of  Manchester  would  acquiesce 
in  this  doctrine. 

Now  with  tespecl  lo  \>[\e  ^^cov\^  Oxdex  oC  Economic  Quantities, 
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fly.  Immaterial  Pro))crty,  which  includes  all  kinds  of  l^tiour, 
simple  question  will  suffit'c — 

if  Labour  i$  the  s^^e  Cause  of  Value,  what  is  the  Cause  of 
Mke  Value  of  Labour  ? 

I^ltourcrs  of  all  kinds  know  only  too  fwlin{;ly  the  hitter  mockery 
^  the  dot  trine  that  I^lx)ur  is  the  Cause  of  \'alue,  when  often  and 
often  it  hap|)ens  that  thousands  and  thousands  of  them  are  only  too 
willing  to  sell  their  I^liour,  when  there  is  no  one  to  buy  it.  Hut, 
accordmg  to  Kicardo,  their  l«itM>ur  is  of  exactly  the  same  N'alue  to 
thrm.  whether  there  is  any  demand  for  it  or  not. 

With  respett  to  the  third  order  of  ICconomic  (Quantities,  namely, 
IfK-or|K>reai  <^)uantities,  or  Al>strart  Rights,  there  are  some  kinds 
which  an*,  no  douht,  associated  with  l^hour,  such  as  Copyrights, 
Patents  and  the  (kiodwill  of  a  business. 

Hut  the  same  remark  applies  to  them  as  to  material  objects, 
with  v^hich  laUmr  is  associated,  that  l^lK)ur  cannot  be  the  (*ause 
of  their  Value. 

It  a  (M-rson  bestows  an  enormous  amount  of  l^itK)ur  in  preparing 
and  |iublishing  a  work,  the  I  .aw,  of  course,  may  give  him  the  Copy- 
right, but  if  no  (»nf  will  buy  the  work,  where  is  its  N'alue  ? 

So  alMi  with  Tatents  ;  an  inventor  may  In-stow  enormous  Ijibour 
in  (lerfei  ting  the  nurhine,  but  if  no  one  will  buy  the  machines, 
where  is  the  Value  of  the  Patent  ? 

HcMde^.  though  (MTMins  may  Inrstow  l^lH)ur  on  the  works  or 
oiathinen.  it  is  the  I^w  alone  i»hich  creates  the  C\>p\  right  or  the 
Patrnt  ;  and  where  is  the  Ijiliour  in  creating  a  (  opyrtght  or  a 
I'atint  ? 

Nf>  (tcTsons  know  more  feelingly  tlian  authors  ami  inventors  that 
l^ltour  is  m  no  way  necessarily  the  ( 'aust*  of  Value. 

Hut  there  are  \ast  husmts  t»f  Imor]Mirral  rrt>|K-rty  which  ha%e 
Value,  whit h  are  not  asMMiated  with  l^Umr  at  alL 

Thu!ka  (lerson  who  held  a  large  amount  of  the  Funds  would  be  a 
wealthy  nun:  tht-  I'undN  luw  Value.  Hut  where  is  the  Iulx>ur 
be^tiiWt-d  <»ii  them  ^ 

Mill  himself  allows  that  a  promise-  (n  |uy  by  .1  snUcnt  tanker  i>r 
mer«  hant  is  of  e\ai  tly  the  viiiie  Valur  as  the  guitl  itsilr:  which  of 
courM*  It  is  lM*«ause  the  gold  is  thi-  Wihit-  nt  x\\t  p!tiiiuM-.  Hut 
how  IS  the  VaUie  nl  the  pronuM*.  or  thi  (*rt4lit.  lim  ti»  lalKiur? 
Ani!  thf-  wh<i]i-  mass  ol  i  iri  ul.itiiig  Crc-dits  nr  iKl't^  i\u|i|ii»etl 
M*uiuh  arr  ot  c*\.if  tly  the  N.inii   xalut   as  an  f  ^v  of  Itold. 

Hii«    Is  the  \'alue  «'t    thiN  mass  ot    rircuk  '    ^^m 

due    ii»     LiUiiir?      Thr    i]uaiitit\    of    iki 
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Credits,  or  Debts,  in  this  country  is  colossal ;  it  far  exceeds  any 
other  single  kind  of  property  in  the  country,  except  the  land. 

The  Bank  of  England  stamps  one  piece  of  paper  with  a  promise 
to  pay  £i^  \  it  stamps  another  piece  of  paper  with  a  promise  to  pay 
;;^iooo :  the  Value  of  one  piece  of  Paper  is  ;£5,  the  Value  of  tiie 
other  piece  of  paper  is  ;£iooo :  how  is  the  difference  in  the  Valnc 
of  these  two  pieces  of  paper  due  to  differences  of  Labour? 

Thus  we  see  the  utter  fallacy  of  the  doctrine  that  Labour  is 
necessary  to  Value :  and  that  all  Wealth  is  the  produce  of  Land, 
Labour,  and  Capital. 

Results  of  the  preceding  Inquiry. 

12.  We  may  now  summarise  the  results  of  the  preceding  investi- 
gations :  these  are — 

1.  That  there  are  vast  quantities  of  property,  both  Corporeal  and 
Incorporeal,  which  have  Value,  upon  which  no  Labour  was  ever 
bestowed. 

2.  That  Quantities,  both  Corporeal  and  Incorporeal,  associated 
with  Labour,  may  have  no  Value. 

3.  That  the  same  quantity  of  Labour  may  produce  products; 
some  of  which  may  have  Value  :  and  others  no  Value. 

4.  That  quantities  produced  by  varying  quantities  of  Labour  may 
have  the  same  Value. 

5.  That  things  produced  by  Labour  may  have  Value  in  some 
places,  and  not  in  others':  and  at  some  times,  and  not  at  others. 

6.  That  things  produced  by  less  Labour  may  have  more  Value 
than  things  produced  by  more  Labour. 

From  these  indisputable  propositions,  the  result  of  practical 
experience,  the  undeniable  inference  is  that  Labour  is  not  in  any 
way  whatever  the  Form,  or  Cause  of  Value;  or  even  necessary  to 
Value  :  and  in  fact  in  this  great  commercial  country  the  enormously 
greater  amount  of  Valuable  Property  is  not  the  result  of  Labour 
at  all. 

Now  by  the  I^ws  of  Inductive  Philosophy,  if  we  could  find  a 
single  case  of  Value  which  is  not  the  result  of  Labour :  that  single 
instance  would  alone  be  sufficient  to  overthrow  the  doctrine  that 
I^abour  is  the  sole  Cause  of  Value.  But  instead  of  one  instance, 
there  are  multitudes :  it  is  probable  that  not  20  p)er  cent  of 
Valuable  Quantities  have  anything  to  do  with  Labour. 

In  short,  there  never  was  any  doctrine  in  science,  which  has  received 
such  a  crushing  and  oveT^\v^tcvvcv%  oNetvJca^^^'&s  tKat  Labour  is  the 
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of   Value:    and  hence  that  s>*stem  of    Economics  which 
its    ideas   of    Wealth   and  Value   on   labour,   is   utterly 
llacioua. 

Hie  f)crtinacity  with  which  some  writers  still  persist  in  maintain- 
fef(  that  I Jibour  is  the  Cause  of  all  Value,  contrary  to  the  evidence 
r  the  most  glaring  (acts  is*  a  strong  and  striking  instance  of  Bacon*s 
pKorism'  — 

**  The  human  understanding  when  it  has  once  adopted  an  opinion 
fts  being  either  the  received  opinion,  or  as  being  agreeable  to  itselQ 
baws  all  things  else  to  support  and  agree  with  iu  And  though 
here  be  a  greater  number  and  weight  of  instances  to  be  found  on 
be  other  side,  yet  these  it  cither  neglects  or  despises,  or  else  by 
<Nnc  distimtion  sets  aside  and  rejects :  in  order  that  by  this  great 
^nd  |)cmici4>us  preKltrtcrmination  the  authority  of  its  former  con- 
du%ions  may  remain  invioLite  .... 

"  But  with  far  more  subtlety  does  this  mischief  insinuate  itself 
mto  phil<>so|)hy  and  the  Siiences:  in  which  the  first  conclusion 
cflours  and  brings  into  conformity  with  itself  all  that  come  after, 
ihiKigh  far  sounder  and  kvtter.  Besides,  independently  of  that 
debfiht  and  vanity  which  I  have  described,  it  is  the  peculiar  and 
perpetual  error  of  the  human  intellect  to  Ite  more  mo%'ed  and  excited 
b>  oArmations  than  by  negatives :  whereas  it  ought  properly  to  hold 
Itself  indifferently  disposed  towards  both  alike,  indted^  in  ike 
itSMisktmemt  cf  amy  true  axiom  ^  iJU  MegatiO€  iff  stance  is  the  mcrt 
f^niNe  */  the  two.*' 

Oft  Utility  tii  the  Cause  "/  Value. 

ly  Seeing  then  that  the  dttctrine  that  I^alxnir  is  the  (  ause  of 
\  oJuc  IS  untenable,  as  ever)*  l-l<'onomiNt  of  senv*  now  M.*es.  j.  B.  Say 
{Kiied  the  Origin  or  .^uree  of  Value  in  Utility:  although  he  has 
iri\oUed  himself  in  many  I'ontradietions. 

The  doi-trine  that  Utility  is  the  Taust.-  of  Value  is  in  some 
ri^lictts  more  s|K-cious  than  that  I^Uiur  is  the  Cause  of  Value, 
'«^auM:  there  are  many  things,  liki-  land,  trees,  tattle.  \-r ,  which 
J  re  \er>  useful,  and  ha\e  Value,  whi<h  are  n«»t  thr  rrMilt  fjf  I^lxmr 
j:  all.  Hut  yet  it  is  liaMe  to  the  same  fata!  iilntttion^  as  that 
labi>ur  ts  the  CauN-  ot  \  .ilue :  Ihm  auM-  it  inaLi-'t  Value  ^ime 
</wu!it\   of  tht*  thin^  itv  ii.  aUsuhite  and  inhi-rcni      as  Say  says--- 

>anH  tjue  li'.ir  L'tilit*-.  livir  Wiieur  intrmM-*|Ut',  s«)it  plus  umndc" 

Na  \aleur  rrelle  f(iniit:<    •>ur  ••■it)   Itilitc  "       Theri  t«iri    Sa\   makes 
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I  a  besieged  town,  water  may  acquire  a  very  high  Value.    So 

ur  wc  breathe,  which  is  very  useful  and  indispensable  to  lifr« 

nothing,  because  we  can  have  as  much  as  we  please  of  it. 

this  might  be  developed  to  a  great  extent 
sain,  things  of  no  Utility  may  have  enormous  Value :  such  as 
KMids :  and,  indeed,  instances  of  this  are  so  numerous  and 

been  so  oftt-n  (]uoted,  that  it  is  superfluous  to  cite  them. 
3  show  how  utterly  futile  it  is  to  make  Utility  the  cause  or 
sure  of  Value,  we  may  take  these  examples  among  countless 
iSb     A  horn  s|xx>n  is  quite  as  useful  ^&  a  golden  spoon.     But  is 

paiuMff  A  silver  s|xM»n  is  (juite  as  useful  xs  a  golden  spiKNi, 
is  it  as  xssluabUf  A  linsey  wolsey,  or  serge  dress  is  cjuite  as 
■/as  one  made  of  (vt-noa  velvet,  or  of  brocaded  silk,  but  is  it  as 

ery  slight  reflection  will  show  that  Utility  is  so  vague  an 
e^>ion  that  it  cannot  l)e  made  the  basis  of  \'alue.  But  there 
ilso  a  gu-at  many  things  which  have  Value,  to  which  it  would 

great  debasi-ment  of  the  word  Utility  to  apply  it  to  them  at  all. 

de|»raved  tastes  and  licentious  appetites  of  too  large  a  |iortion 
nankind  confer  a  Value  u|)on  things  of  the  most  detestable 
le.  It  re«)uircs  the  sternest  rigour  of  the  law  to  put  down  the 
of  olMcene  pictures  and  books.     While  then*  is  a  demand  for 

things,  and  |)ersons  will  buy  them,  they  undoubtedly  have 
le,  and  are  Wealth,  eijually  as  the  most  exr«'llent  things.  Hut 
y  no  ont*  would  del>ase  the  word  Utility  l)y  applying  it  to  such 
cs  of  abomination.  Rut  while  this  continues  no  Kccinomist 
refuse  to  class  them  as  Wealth. 

Demand  is  the  S^/e  Cau9e  of  \lalu%. 

.  It  has  now  l»een  shown  that  Materiality  and  Durability  arc  in 
ay  necessary  to  Value  :  but  are  only  in  some  cases  the  ariidents 
slue.  It  has  also  lieen  Nh<»wn  that  Labour  and  Utility  alto 
n  fail  to  stand  the  tests  of  inductive  lx)gi«'  as  U'ing  th«*  (  aus«* 
aJue.  UTut  then  remains?  In  what  <  nnsists  thr  rssince  eA 
c?  The  only  thing  whirh  amient  writtTs,  Anstntlr,  tin*  author 
\^  £n.xitts,  the  Roman  jurists:  and  in  ni'Hifrn  liim-s  thr 
lorratt-s,   the    Italian   I>oriomists,   Smith.  <  Mtidill.ir.   Uhatrly. 

ho^ts  of  others  hav«-  obser\<*d    Ezchang:eability.     F-ac  h  of 

/uantitii-s  in  the  tabic-  of  Instances  ma>   \**-  Umght  and  wikl : 
kctr  value  may  Ije  measured  in  money     9  a*  h  f»f  lliein  (mi 
sttnbute  of   Kxchangeabilit>  :    ami  tliat    is  the    %tAv   attrita 
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which  is  common  to  all  the  classes  of  Quantities :  and  to 
separate  Quantity  in  each  class.     Hence,  as  the  ancients 
mously  held  for  850  years,  Exchangeability  is  the  sole  esseott 
and  principle  of  Wealth. 

Thus,  by  strictly  and  reverently  following  the  precq)ts  of  Ac' 
mighty  Master,  by  rejecting  and  excluding  all  accidental  and  intn* 
sive  ideas,  we  have  at  last  obtained  an  Affirmative  issue. 

Now  what  is  necessary  in    order  that    any   quantity  may 
Exchangeable  ?    Evidently  that  some  one  else  should  Demand  it 
If  I  offer  something  for  sale,  what  is  necessary  that  it  should  be 
sold  ?    Simply  that  some  one  else  should  Desire,  or  Demand,  it  ft 
is  therefore  clear  that  Demand  is  the  sole  Cause  of  Value, 
Exchangeability. 

Aristotle  said  long  ago  that  it  is  xP^to,  or  Demandy  which  bink 
society  together :  the  author  of  the  Eryxias  over  and  over  agni 
points  out  that  Demand  is  the  sole  Cause  which  constitutes  anythiBl 
Wealth :  and  that  anything  is  Wealth,  whatever  its  nature  may  be^ 
so  long  as  it  is  Wanted  and  Demanded :  and  no  longer.  He 
pointed  out  that  the  local  Money  of  different  states  is  only  VVealA 
where  it  has  power  of  purchase :  where  it  has  no  power  of  purdase 
it  is  not  Wealth. 

It  has  been  shown  that  the  Greek  word  XPVf^^y  which  is  one  of 
the  most  usual  words  for  Wealth,  is  derived  from  xpdofmi^  to  want, 
or  demand :  and  that  xprjfjM  simply  means  anything  whidi  is 
"  Wanted  and  Demanded " :  and  that  things  are  only  x/"!^*'* 
where  they  are  xRW^H-^i  o^  wanted  and  demanded  :  and  that  whefc 
they  are  not  xpyo-t/zo,  they  are  not  xrifiara,  ' 

Here  it  is  quite  evident  that  we  have  got  to  the  Origin,  Form,  a 
Cause,  of  Value  :  it  is  Demand  pure  and  simple.  Value  is  not  a 
Quality  of  an  object :  nor  is  it  the  Labour  bestowed  on  obtainii^ 
it :  //  is  an  Affection  0/  /^  Mind.  The  sole  Origin,  Form,  a 
Cause,  of  Value  is  Human  Desire.  When  there  is  a  demand  fo 
things  they  have  Value :  when  the  Demand  increases  (the  suppl 
remaining  the  same),  the  Value  increases :  when  the  Demani 
decreases,  the  Value  decreases :  and  when  Demand  altogetb* 
ceases,  Value  is  altogether  gone. 

Boisguillebert,  the  morning  star  of  Economics,  saw  this  mo 
clearly.  He  says^ — "  Consotnmation  (Consumption,  or  Demand) 
the  principle  of  all  Wealth." — "All  the  revenues,  or  rather  s 
the  riches  of  the  world,  consist  in  Consommation  (Demand 
all  the  most  exquisite  fruits  of  the  earth,  and  the  most  predo 

^   Factum  de  la  France,  c:Vv,  v. 
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>  would  be  nothing  but  rubbish,  if  they  were  not  Omsommks 
ided)." 

Italian  Kconomists  were  ver)*  clear  and  consistent  in 
;  (hat  Human  Wants  and  Desires  are  the  sole  Cause  of 
jf. 

»vcsi  clearly  points  out'  that  the  words  prezzo^  sHma^  rti/vAi, 
art*  words  of  relation,  and  not  absolute,  and  that  they  are 
[^lird  til  Intrinsic  Qualities.  That  though  Moni7  is  the 
mate  measure,  the  ultimate  measurt*  to  which  not  only 
but  their  Price  is  referred,  is  Man  himself.  Nothing  has 
vht-re  there  are  no  men«  and  the  very  things  which  have  a 
luc  where  men  are  few,  have  a  very  high  \'alue  where  there 
ly  (>cople,  which  is  the  reason  why  things  and  services  have 

higher  Value  in  the  Capital  than  in  the  provinces, 
n,  however,  do  not  give  \'alue  to  things  and  ser^'ices  unless 
,nt  them.     Hence  our  wants  are  the  first  source  of  the  Value 
iim^s,  and  Price  is  (he  power  to  satisfy  our  wants." 
»\cNi  says  that  nothing  has  Value  except  in  relation  to  these 
knd  <iem.inds.     He  shows  how  prices  are  always  di*termined 

i\A\  and    IK*mand,  and   he   says,    "Value   is  the  child   of 

11* 

kncaria  says,'  '*  Value  ii  a  Substance  which  measures  the 
ation  in  which  men  hold  things." 

I  shows'  that  it  is  the  wants  of  men  which  give  rise*  to 
rre,  and  as  their  wants  increase  so  does  commerce  tiurease. 
k  whirh  incTease  their  wants  increase  their  |K>wer  and  their 
■xs.  Ik-sire,  or  IKrmand,  incites  men  to  commerce.  <'om- 
incTeases  iVmand  and  abundance.  Desire  fr>r  the  met- 
ic  M»u;:ht,  and  abundance  to  give  in  exchange  for  it :  and  as 
n  progresses  from  the  few  and  simple  want^  of  the  savage 
I  new  wants  and  necessities  it  must  (>ro|x»rt  tonal  el  y  increase 
jal  prcxluetion,  so  that  it  nuy  have  enough  lieyond  its  annual 
ipticm  to  purchase  foreign  goods. 

then  rei]uire  something  to  avertain  th«-  e({uality  U-lwern 
ie>  give  and  what  they  reieive.  ** Value  is  a  word  which 
k  the  Estilliation  which  men  makr  c>f  a  thing  "  \  i  rri  alsfi 
hat  all  vanaticins  in  Pno-  prorcec]  frc#m  \afi.iti'ifi^  in  ^u|if»}> 
tnand. 
lU  onomists  made  all  \aluc  [irocet-d  from   Ivmami;   ihry 
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showed  that  things  which  remain  without  Cansommation  (Dec 
are  without  Value. 

"Condillac  is  very  clear  and  explicit  on  this  point ^  He  b^ 
investigating  the  foundation  of  the  Value  of  things,  and  shows 
it  originates  entirely  from  the  wants  and  desires  of  men.  TI 
which  satisfy  some  want  have  utility,  and  this  Want,  or  Estinu 
is  called  Value. 

"As  people  feel  new  wants  they  leam  to  make  use  of  d 
which  they  did  not  before  ;  they  give  therefore  Value  at  one  tin 
things  to  which  at  other  times  they  did  not" 

Hence  all  Value  resides  in  the  Mind,  and  he  says,  "  This  Es 
is  what  is  called  Value,"  and  he  shows  that  all  variations  in  ^ 
proceed  from  variations  in  Supply  and  Demand. 

We  have  now  shown  that  all  ideas  of  Labour,  or  Utility,  a 
Cause  of  Value,  are  erroneous,  and  must  he  rejected,  and 

Demand  is  the  Sole  Cause  of  Value 

Self-contradiction  of  those  writers  to  whom  is  chiefly  due  the  dc 

that  Labour  is  the  Cause  of  Value. 

15.  Even  those  writers  to  whom  the  doctrine  that  Labour  i 
Cause  of  Value  is  chiefly  due,  have  flatly  contradicted  thems 
We  have  already  pointed  out  the  fallacy  of  Locke's  doctrine,  i 
who  at  the  beginning  of  his  work  fills  the  minds  of  his  rt 
with  the  notion  that  Labour  is  the  Cause  of  Value,  and  th 
Wealth  is  the  product  of  Land  and  Labour,  says^  that  the  \ii 
more  affected  by  the  difference  of  soils  than  any  other  fruit  ti 
From  some  it  derives  a  flavour  which  no  culture  or  manag 
can  equal,  it  is  supposed,  on  any  other.  This  flavour,  n 
imaginary,  is  sometimes  peculiar  to  the  produce  of  a  few  \ine 
sometimes  it  extends  through  the  greater  part  of  a  large  pre 
The  whole  quantity  of  such  wine  that  is  brought  to  marke 
short  of  the  effectual  demand,  or  the  demand  of  those  who 
be  willing  to  pay  the  whole  rent,  profit,  and  wages  necess: 
preparing  and  bringing  it  thither  according  to  the  ordinal 
at  which  they  are  paid  on  common  vineyards.  The  whole  qi 
therefore  can  be  disposed  of  to  those  who  are  willing  t 
more,  which  necessarily  raises  the  price  above  that  of  commor 
The  difference  is  greater  or  less,  according  as  the  fashionablen 
scarcity  render  the  competition  of  the  buyers  more  or  less 

*  Le  Comnurce  et  le  Gouvemrrfuntf  ch.  i. 

*  WealtH  0/  NalUnu  ^ \^.  \»  Osv.  \v 
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it  be,  the  greater  {xut  of  it  goes  to  the  rent  of  the  land- 

F^  ihamgk  stick  vineyards  are  in  general  mere  carefully  cuiti- 

ikmm  m^i  Mers^  the  high  price  of  the  wine  seems  to  be  noi  sa 

ike  Effect  as  ike  Cause  of  tke  careful  cultivaiionr 

same  cause  which  influences  the  quality  of  the  wine  is  true 

aD  other  fruits. 

ow  this  last  sentence  of  Smith's  is  entirely  antagonistic  to  the 

of  the  work  in  which  it  occurs.     Here  he  sees  and  acknow- 

that  it  i$  Value  which  is  the  Inducement  to  Lalnmr, 
also  Ricardo,  in  combatting  Malthus*s  Theory  of  Kent.  Na>'S ' : 
Bt  is  the  rise  in  the  Market  Ihrice  of  Com  which  alone  entourages 
Vductiim :  for  it  may  be  laid  down  as  a  principle  uniformly  true, 
the  only  great  encouragement  to  the  increased  production  of  a 
ity  is  its  Market  N'alue  exceeding  its  Natural  or  Necessar>* 


So  McCulloch,  who  is  the  abject  bond  slave  of  Kiranio,  follows 
!■  m  his  g>*rati(>n!i.      He  says* — **  Demand  may  therefore  ht  con- 

arintd  as  the  ultimate  Source  and  Origin  of  Ixith  Exchange* 

Me  and  Real  Value:  for  the  desire  of  individuals  to  |K>ssess 
honsrlves  of  articles,  or  rather  the  Demand  for  them  originating 
■  that  Desire,  is  the  sole  Cause  of  their  toeing  produced  ur  appro- 


Thus  it  is  clearly  seen  that  Smith,  Ricardo,  and  Mc<  *ulloch,  who 
■e  the  chief  writers  who  have  introdu<-ed  that  ranker  and  plague- 
^  of  Knglish  Economics  that  I^lK>ur  is  the  Cause  of  X'alue,  and 
kl  all  Wealth  is  the  produrt  of  I^nd,  l^lx>ur,  and  Tapital  have 
iOM  manifeiitly  contradicted  themselves  and  have  acknowledged 
hu  l>cniand  Ls  the  sole  Cause  of  Value:  and  that  it  is  not 
^4boiir  which  is  the  cause  of  Value,  but  Value  or  Demand  which 
I  the  Inducement  to  l^l)our. 

We  miw,  then,  Nee  that  the  true  dcntrine  in  Eroijomu n  is  that  it 

Value  or  1  demand  whirh  is  the  Inducement  to  laliour.     As  the 
ibuncs  of  the  Commons  said  long  ago  '-  - 

**  Ko  tmpendi  I^borem  ac  fienculum  .   .   .   ma^ria  pr.eniia  |iro- 
jnantur." 
**  labour  and  danger  are  t-n«  ountert-d  .  .  .  lK'«aiivr  ^rrat  reward* 

c  offered.  ** 
**>  lay^  Hume     "(hir  posMons"  it  e   Ik'Mre'*  ami  !>«riurid%)  ••an* 

c  «)n]\  Causes  of  l^liour." 

<;undilUc    savs — "A    thin^'  has   iwjt    \'alu»    lie'.niv:   it   hat  iml 


*  i^y,  bk   1%.  ch.  35. 
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much,  as  people  suppose:  but  money  is  spent  in  produci 
because  it  has  Value." 

So  Whately  says — "  In  this  as  in  so  many  other  points  in  Po 
Economy,  men  are  prone  to  confound  Cause  and  Effect  It 
that  pearls  fetch  a  high  price  because  men  have  dived  for  them 
on  the  contrary,  men  dive  for  them  because  they  fetch  a  high  { 

So  the  famous  Spanish  Jesuit,  Balthasar  Gradan,  says^ — '*De 
is  the  measure  of  Value.*' 

Demand  confers  Value  on  Things  upon  which  no  Labour 

ever  bestowed, 

l6.  Labour  itself  has  no  Value  unless  there  is  a  Demand 
and  the  products  of  Labour  have  no  Value  unless  there 
Demand  for  them.  The  Value  of  land  arises  solely  froi 
Demand  of  men  for  its  products.  And  as  this  Demand  1 
very  physical  constitution  of  men  is  permanent,  the  land 
source  from  which  an  annual  revenue  springs. 

But  the  Demand  of  men  for  products  of  the  Mind  is  e 
permanent :  hence  each  of  the  great  professions,  Law,  M© 
Surgery,  Engineering,  also  Art  and  Literature,  and  others  art 
Estates,  like  the  Land,  each  deriving  its  Value  from  one 
common  principle — the  Wants  and  Demands  of  mankind  fo 
products,  and  their  willingness  to  pay  for  them ;  and  as  it 
Desire,  or  Demand,  which  calls  them  into  existence  and  ( 
Value  on  them :  so,  a  cessation  of  this  Desire  and  the  cessa 
the  willingness  to  pay  for  the  products,  would  immediately  anr 
their  Value. 

And  as  we  have  seen  that  however  much  Labour  has  be 
stowed  on  a  thing,  it  has  no  Value  unless  it  is  wanted  and  Deni 
so  Demand  confers  Value  on  a  thing,  and  constitutes  it  \ 
although  no  labour  was  ever  bestowed  upon  it. 

Thus  it  is  the  Demand  for  the  ground  upon  which  a 
built    that   confers   enormous   Value   on    the   ground,    thou 
Labour  was  ever  bestowed  on  it :  and  it  is  the  greater  D 
which  gives  very  different  Values  to  spaces  of  ground  in  th( 
locality. 

It  is  Human  Desire  and  Demand  which  alone  constitut 
fruits  of  the  earth,  as  well  as  cattle,  and  herds,  and  floe 
also  the  various  timber  trees,  oaks,  beeches,  elms,  teak,  mah 
fir :  Wealth. 

^   Ordculo  Manual^  §  229. 
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It  is  iHrmand  which  discnminatcs  between  the  diamond  and  the 
ifaish  it  is  found  in  :  and  between  the  pearl  and  its  shell. 
io  a  recent  lively  writer,  describing  the  splendour  of  the  houses 
KMne  of  the  remote  country  districts  of  Spain*  says  -**Houm.*s  and 
endid  furniture  in  such  places  are  nearly  Valueless,  becausc 
re  U  no  one  to  hire  the  former  or  to  buy  the  latter.'* 
»k  as  we  have  already  seen,  Senior,  s|)eaking  of  Personal  <^>ualitic> 
M'ealth,  !ays-  **Thev  may  be  rendered  Valueless  by  any  change 
the  custi»ni  of  the  countr>-  which  shall  destroy  the  Demand  for 
services.  ** 

Fhts  long  investigation  is  not  merely  necessar>-  to  clear  up  the 
Kculties  and  peq>Iexities  into  which  ill- informed  writers  have 
own  the  thixir^'  of  Credit :  but  it  is  of  even  far  more  conse- 
eDce«  as  it  strikes  at  the  root  of  all  the  theories  of  the  Socialists, 
o  maintain  that  all  \'alue  is  derived  from  labour,  which  they 
vrssly  ground  on  the  doilrines  of  Adam  Smith  and  Kicardo,  and 
an  which  is  losed  the  whole  of  that  chaos  of  imomprehensible 
|on,  Carl  Marx's  Capital. 

mtitM  cr  Debts  kat^  Value  hrcause  they  ttiil  bf  paid  in  Mamy. 

17.  The  im|Kirtance  and  the  l>earing  of  this  investigation  on 
r  present  subject  is  obvious.  For  it  is  the  fatal  doctrine  that 
ibour  IS  the  Cause  of  all  Value  :  and  that  all  Wealth  is  composed 
the  materuls  of  the  glolK*  and  the  product  of  I  ami,  laUmr,  and 
pitol,  that  is  at  the  root  of  all  the  ditiiculty  to  apprthend  the 
ijcc:  of  Crixlit 
If  It   be   laid  down  that  labour  is  ne(X*s>jrv  to  all  Value,  how 

m 

ikl  the  Notes  of  the  lUink  of  Kn^land  or  any  other  liank  have 
!oc  ?  ( >r  how  could  the  Hills  of  a  solvent  merchant  ha\*e  Value  ? 
^icryone  knows  that  a  Credit  in  a  Bank  or  a  liank  Note  has 
dc.  tiecause  the  Ikink  will  |>ay  it  in  gold :  a  Hill  on  a  solvent 
t  hont  has  Value,  Urausi*  he  hiH  |ay  it  in  ^old  wht  n  it  ))ecomes 
.\nd  the  ^old  with  ^^hiih  the  linker  or  merchant  |iays  his 
'.es  or  Hills  is  their  Value. 

0  Mill,  who  is  a  devotee  of  Kicardo,  says'  **  An  ordt-r  or  a 
.c  of  Hand,  or  Hill  |a\abli'  at  *«i(;ht,  tor  an  oiini  <  of  gt'Kl,  while 
Crc-dit  ol  the  giver  is  uniii)|uir<.-ii,  is  worth  lu-ithi-r  more  nor  les.s 

1  v.x  i:*>l*i  ilM'll." 

. '  ^nuth.  Say.  and  Mill  all  claN>  liank  Notc^  as  utuU  r  the  head 
iriuUtini;  (  apital. 

'  i*rtmtpi€i  cf  /V.'f/f.a.' /. ..'ii.*'*ir,  lik.  lu.  c)i    \ii. 
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Smith  himself  acknowledges  that  if  Money  were  not  Exdm 
able  it  would  have  no  Value :  as  the  author  of  the  Eryxias  show 

We  have  already  frequently  shown  that  all  Jurists  class  Ri^ts 
Action,  whether  written  or  unwritten,  as  Goods:  Chattels:  0 
modities :  Merchandise :  which  can  be  bought  and  sold  like 
materials,  chattels,  or  like  Money  itself. 

And  this  species  of  Goods,  Chattels,  Commodities,  MeiduDC 
has  Value  for  exactly  the  same  reason  that  any  other  merchan 
or  Money  has  Value:  because  it  is  Exchangeable.  Money 
Value  only  because  it  is  exchangeable  for  products  and  seni 
and  Credits  or  Debts  have  Value  because  they  are  exchange 
for  Money. 

Thus  we  see  that  so  long  as  ideas  of  Value  are  mixed  up 
founded  t>n  Labour,  the  subject  is  plunged  into  inextricable 
culties  and  contradictions.  But  as  soon  as  we  adopt  Exchi 
ability  as  test  of  Value,  and  the  sole  essence  and  principl 
Wealth,  as  the  ancients  unanimously  did  for  850  years, 
modern  Economists  are  at  last  coming  to  do,  all  difficulties 
obscurities  are  cleared  up  and  dispersed  like  a  fog  befon 
morning  sun. 

On  the  Error  of  the  Expression  Intrinsic  Value, 

18.  We  have  now  to  say  something  about  an  expression 
has  been  the  cause  of  enormous  confusion  in  Economics :  whi 
been  one  of  the  chief  stumbling-blocks  in  the  apprehension 
subject  of  Credit,  and  which  must  be  cleared  away. 

All  ancient  writers,  as  well  as  modern  Economists  until 
Smith's  deplorable  confusion  on  the  subject,  clearly  und« 
that  the  Value  of  anything  is  some  other  thing  Exter 
itself:  and  there  is  not  to  be  found  in  any  of  them  the  s 
trace  of  any  such  confusion  of  ideas  as  the  expression  In* 

Value. 

It  is  not  easy  to  determine  when  the  unfortunate  exj 
Intrinsic  Value  came  into  use.  But  it  seems  to  have  arisen 
way :  when  unreflecting  persons  thought  about  Value  they  1 
of  the  Quality  of  the  thing  which  made  it  desirable :  ar 
called  that  its  Value.  They  therefore  gradually  began  to  s 
Intrinsic  Value. 

So  long  ago  as  1696  an  able  writer,  Barbon,  pointed  < 
confusion  which  had  arisen  from  mistaking  the  Absolute  Q 
of  an  object  for  the  quantity  of  things  it  would  exchange  foe: 
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1:*  ''ThtTc  is  nothing  which  troubles  this  contro\'crsy  more 
aiu  of  iliNtinguishing  between  Virtue  and  Value. 

IS  ogly  the  Trice  of  things:  and  that  can  never  he 
Kt  .luse  it  must  \h:  there  at  all  times  and  in  all  places 
\v  \aluc  :  therejore  nothing  can  Aatf  an  Intrinsic  Value. 
hiii^s  have  an  intrinsic  Virtue  in  themselves,  which  in 
Uaw  the  ^ame  Virtue :  the  loadstone  to  attract  iron :  and 
al    <^Uia1i(ies    th.it    behmg    tu   herbs   antl    drugs :    some 

M)iiu-  iliuretical,  iNrr.  But  these,  though  they  have  great 
.i\  \h'  of  small  \'alue,  or  no  Price,  according  to  the 
tr  they  are  plenty  or  scan*e:  as  the  red  nettle,  though 
■\<  rllfiit  \'irtue   tu   stop  bleeding,   yet  it  is  a   weed   of 

troin  its  plenty.  And  so  are  spices  and  drugs  in  their 
!  of  no  X'alue,  but  as  common  shrul>s  and  wtxxls :  but 

^ri  at  X'alue  :  and  yet  in  both  places  of  the  same  excellent 

k  irtuf 

f>' M-  ha\f   110   X'aluc  in  themselves:    it    is  opinion   and 
:m^s  tliL'in  iiu<»  usr  and  gives  them  a  Value.*' 

t fills  rutin ly  reliitc*  by  antici{iation    the   doctrine  that 

:U'    <  ause  of  Valur,  which  has  become  rather  common 

M-:it  (la\  :  and  puts  his  linger  on  the  phrase  which  has 
[iiaih  iMnfiision  in  <urrenl  Ivcononii<s-    Intrinsic  Value- 

M  <.>;i!..uiul  an  Intrinsic  Quality  with  an  External 

• 

<'wm^  }u>sa^r  from  Senior  shows  how  t-asily  rven  able 
:.'^;::!t«l  into  the  error.  He  iwiys- — **\Vi-  luve  already 
.:   W'    iiNc  ihr  word  Value  in  its  popular  {?)  acrcptation, 

•  ^    :!:.it   «^»uality   in  an\ tiling:   which   f\l>    it   lo  Ik*  given 
k'  i  in  rMhan;:r:  or,  in  4>lb.ir  wnrds,  to  l»e  li-nt  or  S4)ld, 
..r-  \.is»  «1. 
'  :.!'..»!     Value    di-nolis   a    Relation    reciprocally   existing 

Mil  I  •'  i|t  <  ;*». 

f     <,'u.i!i:>    ot    a   melon   whiili   fit>    it   U*  lie  sold    i^    its 
r'.i\.ur     Its  t!a\our  ihertfon-,  according:  V*  Senior,  is  it'* 

j!i>i  si»  ill  !in(ii.  hr  s;i)s  it  nii  .ms  that  it  1  oNts  5%  '      Hut 

rn  >  ti-.L  •  »;ialit\  of  the  mt  Ion  li»  \k-  Us  I'ri«  r  * 

I  \.i' :!\   tilt   I  i):ifu'«ton  whirh  tlu-   Iv  otioiiust-*   ^o  « .irrtul'.'. 

.i^.ii!>t.       i  !u-  <  »imIiI\  wlih  \\  in.ikf  >  a  tlnn^  ilr-iraMr  in  Hi 

Uj^,    or     it^     I  tiiit\       and     thr     Dionoini^ts     ri  11  ali-dU 

that     I.I  <'7)t •::ii<  s    lias    nothing    to    do     wil.'i      I  .t.ur    in 

lM»/A*«Mir.,-''.^.  |>.  13. 

2    I 
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use^    or   Utility:    but    only   with    Value  in   exchange^   or  Maiket 
Price. 

Smith,  however,  is  chiefly  responsible  for  the  confusion  on  the 
subject  in  modem  times.  He  begins  by  defining  the  Value  of  a 
thing  to  be  any  other  Quantity  it  can  purchase — to  be  something 
external  to  itself:  and,  therefore,  that  its  Value  increases  or 
decreases,  according  as  it  can  purchase  more  or  less  of  that  externil 
thing. 

He  then  suddenly  changes  his  idea  of  Value,  and  defines  it  to  be 
the  Quantity  of  Labour  expended  in  obtaining  the  object  itsdi 
Thus  the  Quantity  of  Labour  expended  in  obtaining  the  object 
itself,  came  to  be  held  to  be  its  Value :  and  then  Value  came  to  be 
called  Intrinsic. 

This  unhappy  phrase.  Intrinsic  Value,  meets  us  at  every  tun 
in  modem  Economics:  and  yet  the  slightest  reflection  will  shot 
that  to  define  Value  to  be  something  external  to  a  Quantity,  and 
then  to  be  constantly  speaking  of  Intrinsic  Value,  are  inconsistent 
and  self-contradictory  ideas. 

Thus  over  and  over  again  it  is  said  that  Money  has  Intiinsk 
Value:  but  that  a  Bank  Note,  or  a  Bill  of  Exchange,  are  only 
representatives  of  Value. 

Money,  no  doubt,  is  the  produce  of  Labour ;  but  Smith  himself 
says  that  if  Money  would  exchange  for  nothing  it  would  have  no 
Value ;  so  he  admits  that  Exchangeability  is  the  real  essence  of 
Value. 

How,  then,  can  the  Value  of  Money  be  Intrinsic?  How  can 
anything  have  Intrinsic  Value  unless  it  has  the  thing  it  will  exchange 
for  inside  itself  ?  Money  will  exchange  for  anything — lands,  houses, 
com,  books,  wine,  jewellery,  &c. ;  and  each  of  these  is  a  Value 
of  Money ;  but  which  of  these  is  its  Intrinsic  Value  ? 

Money  remains  exactly  the  same  in  itself  wherever  it  may  be 
placed ;  a  hogshead  full  of  sovereigns  has  immense  Value  in  the 
middle  of  London,  but  if  a  person  had  it  by  itself  in  a  deserted  ship 
in  the  middle  of  the  Atlantic,  or  in  a  barren  island,  where  would  its 
Value  be  ?  Yet  if  it  has  Intrinsic  Value  in  one  place  it  must  have  it 
equally  in  any  other  place. 

A  Bank  Note  payable  on  demand  is  of  the  Value  of  Money :  and 
why  is  it  so?  Simply  because  it  is  exchangeable  for  Money. 
Hence  a  Bank  Note  has  Value  for  exactly  the  same  reason  that 
Money  has  ;  namely,  because  it  is  exchangeable  for  something  dse. 
Credit  is  the  Right  to  demand  Money  ;  and  Money  is  the  Ri^  ♦ 
demand  products  and  services.    Socrates,  in  the  Eryxias^  % 
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It  is  only  when  and  where  that  Money  can  be  exchanged  that  it  has 
Value :  when  and  where  it  cannot  he  exchanged  it  has  no  \*aiue. 
So  when  a  Hank  Note  or  a  Bill  of  Exchange  can  be  exchanged,  it 
has  Value  :  when  it  cannot  be  exchanged  it  has  no  \'alue. 

Hence  the  Value  of  Money  and  Credits  of  all  sorts  is  essentially 
of  the  same  nature  ;  though  there  may  l>e  different  degrees  of  it.  A 
Credit,  by  the  unanimous  consent  of  all  Jurists,  Economists,  and 
Merchants,  is  an  article  of  Merchandise,  and  an  exchangeable  Coni- 
VKxiity,  just  like  Money,  or  any  other  material  Chattel  ;  and  this 
whether  it  exists  only  in  the  abstract  form  of  a  mere  Right,  or 
whether  it  be  recorded  on  Paper. 

The  expression,  Intrinsic  Value,  is  so  common  that  |)erbon;»  are 
apt  to  overlook  its  incongruity  of  idea.  It  is,  however,  a  plain 
contradiction  in  terms ;  and  if  we  use  words  of  a  similar  imiMjrt 
whose  meaning  has  not  been  so  corrupted  in  fiopular  uvnge,  its 
absurdity  will  be  apiurent  at  once. 

Thus,  whu  ever  heard  of  Intrinsic  Instance,  or  of  an  Intrinsic 
Ratio  }  The  absurdity  of  these  expressions  is  apparent  at  om  e  ;  but 
ihr)-  are  not  a  whit  more  absurd  than  Intrinsic  \'alue.  If  we  sfxrak 
of  the  Intrinsic  \'alue  of  Money,  we  may  just  as  well  s(H*ak  of  the 
Intrinsic  Ih.stance  of  St.  Paul's  «fr  the  IntrinMc  Ratio  of  five. 

To  say  that  Money  has  Intrinsic  \'alue  l)ecause  it  is  material  and 
the  firiKluce  of  labour :  and  that  a  Hank  Note,  or  n  Hill  of 
Exchange,  is  only  the  Representative  of  \'alue  ;  is  just  as  absurd  as 
to  say  that  a  wooden  yard  measure  is  Intrinsic  I>i>tan(e  :  .md  that 
the  distance  between  two  |>uints,  one  yard  a|»art,  is  only  the  Rcpre- 
srntative  of  1  )istance 


A  Standard  of  ¥alue  is  Impossible. 

igi  I'hat  unfortunate  confusion  of  ideas  U-tween  Value  I  King  the 
f.hiantity  of  any  other  ( 'ommodity  which  any  (Quantity  will  pun  h.ist*. 
aiKl  the  <^»uantity  of  I^l)our  emlxKlied  as  it  Ht-rein  the  thini:  it-^i.]!. 
which  IS  chiefly  due  to  Smith  and  Ricardo,  h.is  not  only  letl  tci  th.it 
Biiichio'ous  expressinn.  Intrinsic  Value,  the  si»ur<i'  ot  c-ndirsN 
confuiUon  in  Econ<inii«  n,  but  aUo  tn  the  &earrh  ti>r  MuiK-thin^  \ihii  h 
the  veiy  slightest  reflection   would   have  shown   to   l»c    iiii|NiN*^il>le 

in  the  vesy  nature  of  thingN  ^n.inuly,  an  Invariable  Standard  of 

Value. 

Il  it  ai  well  to  explain  what  those  Kconomist^  mr.in  i«hi»  are 
mttdbiag  far  an  Invariable  Standard  of  Value. 
Hot  had  a  Briliih  yard  and  any  foreign  measun-s  of  length  iM-fore 


66o  Fundamental  Concepts  and  Axioms  [Bk.  a  I 

us,  we  could  at  once  perceive  the  difference  between  them ;  and  I 
if  we  were  told  the  measurement  of  any  foreign  buildings,  howew  I 
remote  in  age  or  country,  in  foreign  measures,  we  could  by  a  I 
very  simple  calculation  reduce  them  to  the  standard  of  British  I 
measurement,  and  compare  them  with  the  size  of  our  own  I 
buildings.  I 

Those  Economists  who  want  an  Invariable  Standard  of  Value  | 
want  to  discover  and  fix  upon  some  single  commodity  by  whidi  I 
they  can  compare  the  Value  of  other  things  in  all  ages  and  I 
countries. 

But  the  least  reflection  will  show  that  such  a  Standard  is  impos- 
sible in  the  very  nature  of  things. 

Money  indeed  is  termed  the  Measure  of  Value  ;   and  so  it  is  in  j 
exchanges  which  are  effected  at  the  same  time  and  place     If  wc 
are  told  that  a  quarter  of  corn  is  worth  40s.,  and  that  a  sheep 
is  worth  40s.  at  a  certain  time  and  place ;   we  should  say  that  they 
were  then  and  there  of  equal  value. 

But  such  matters  are  not  the  result  of  simple  perception  by  the 
senses,  as  are  the  different  measures  of  length  and  cajjacity.  If  a 
quantity  of  gold  were  placed  beside  a  number  of  other  things,  no 
human  sense  could  discern  what  their  Value  would  be.  And  the 
most  violent  changes  in  their  several  Values  might  take  place  in  the 
market,  without  their  being  any  visible  sign  of  such  a  thing.  Value 
is  a  Mental  Affection  ;  and  Values  are  not  perceptible  by  ocular 
inspection,  but  they  must  be  declared  by  the  communication  of 
minds. 

Moreover,  it  is  not  possible  to  ascertain  the  different  Values  of 
different  Quantities  of  Gold  obtained  in  different  ages  and  countries 
If  a  quantity  of  gold  coin  minted  in  the  age  of  Augustus,  an  equal 
quantity  minted  in  the  reign  of  Elizabeth,  and  an  equal  quantit}* 
minted  in  China,  were  placed  side  by  side,  what  human  sense  could 
discern  the  difference  in  Value  between  them  ?  And  yet,  that  is 
what  those  Economists  require  who  want  an  Invariable  Standard 
of  Value.  They  want  something  by  which  they  can  at  once  decide 
whether  Gold  is  of  more  Value  in  a.d.  30 ;  in  a.d.  1588 ;  or  in  a.d. 
1 893 ;  in  Italy,  in  England,  or  in  China ;  without  reference  to  any- 
thing else ;  just  as  we  can  discern  the  difference  between  British  and 
Foreign  measures  by  laying  them  side  by  side. 

But  the  only  test  of  Value  is  an  Exchange,  and  unless  we  ctf 
effect  an  Exchange,  there  can  be  no  Value.     How  can  we  exdiaoge 
an  ounce  of  gold  in  the  year  a.d.  193  with  one  in  the  year  kxk  IS 
or  with  one  in  the  year  a.d.  1893  ? 
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liailey  well  sa>-s  * — "Value  is  the  relation  l)etwei'n  comtemforan 
zonimcxlities  because  such  only  admit  of  being  exchanged  with  eacli 
DCher :  and  if  we  coni|Kire  the  Value  of  a  conmiiHlity  at  one  time 
with  its  Value  at  another,  it  is  only  a  comfxirison  of  the  relation 
in  which  it  stood  at  these*  different  times  to  some  other  rommodit\ 
It  1%  not  a  eomiarison  of  some  intrinsic  inde|H:ndent  (]uality  at  one 
period,  with  the  same  (^)uality  at  another  period,  hut  a  Comparison 
^  Ratios,  or  a  eom|>arison  of  the  relative  <^)uantities  in  which  com- 
modities exchangeil  for  each  other  at  two  different  efKxrhs.  If  a 
ci*mmt Kilty  A  in  the  year  too  was  worth  2  H,  and  in  iSoo  was 
worth  4  H,  we  should  say  that  A  had  doubled  its  Value  to  li.  liut 
thiv  which  is  the  only  cotn|)arison  we  could  institute,  would  not 
give  us  any  relation  lietween  A  in  too  and  A  in  iKoo:  it  would 
limph  l»e  a  com|)arison  betwi-en  A  and  W  in  each  of  these 
feafH. 

"It  IS  im|>ossib]e  for  a  direct  ratio  of  Value  to  e.xiNt  l>etween  A  m 
100  and  A  in  iSoo:  just  as  it  is  im|>osMbIe  for  the  rel.uion  of  distance 
to  exist  iM'lween  the  sun  at  the  former  |H'riod  and  the  sun  at  the 
bttc  r  iH-riixi." 

The  fact  is  that  all  this  search  after  the  im|MisNible  art>se  from 
Smith's  unfortunate  idea  that  the  \'alue  of  a  thing  is  the  (^)uantity 
•^  Iabi>ur  Ivestowed  on  obtaining  it;  which  was  .lUo  adopted  by 
Ki«  ardo. 

From  this  idea  it  followt-d  that  if  any  commodity  4«)uld  always  be 
rtbtained  with  an  invariable  < Juantilv  of  I^l><»ur  it  would  lie  an 
I n «. I na bit-  Standard  of  \'alue. 

knardo  admitted  that  (here  is  no  comnuMlitv  uhiih  is  aIwa\N 
i>btamed  with  an  invariable  <Jiiantity  of  l^lNtur  .  .iii«l  (ht-refore  for 
that  rrxson  alone  he  adniitied  that  an  liuanabU-  Standard  nf 
Value  IS  unattainable. 

An  Invariable  Standard  of  Vahie.  howe\er,  in  tint  i>iilv  unattain- 
able  f«>r  the  naMin  given  by  Ki<  ardo.  but  it  is  111  11  sell  abs4ilutely 
ini|im«tbl«'   by   the  \ery   nature  <>f    thini:N.       IW-taiiM    Value   i^^  a 

Ratio,  and  a  Single  Quantity  cann.^t  /^r  thr  Measure  of  a 
Ratio 

A  measure  iif  length  or  capacity  is  a  single  (^>i:.im::iv,  and  can 
mrasurc  other  singlt-  <,Uj.in(itirN.  mh  h  as  ditt'i  ri  ;i(  !•  iui!-.h.  or  UkIu  ^ 
t4  rapacity.  Hut  Value  is  a  Katin.  or  .1  K«Iat:<>n  ..;i«!  1:  :>  uiti  r'. 
impoft^ble  in  the  ver>-  nature  of  things  that  .1  s:n«!<  «,>u.intity  <a'i 
mcamrr  a  Ratio,  or  a  Relation. 

It  M  impOMibie  to  say  that  a  :  h  \\  x.     It  is  luatnti^tiv  .ibsunl  (• 

*  Om  Vmimt,  \\.  7a. 
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say  that  4  is  to  5  as  8,  without  saying  as  8  is  to  what ;  just  as  it  is 
absurd  to  say  that  a  horse  gallops  at  the  rate  of  20  miles,  widxwt 
sa3ring  in  what  time. 


But  there  may  be  a  Measure  of  Value. 

20.  But  though  a  Standard  of  Value  is  impossible  by  the  707 
nature  of  things,  there  may  be  a  Measure  of  Value. 

Value  being  an  Affection  of  the  Mind,  or  the  Desire  or  Demand 
of  a  person  to  acquire  some  object ;  the  Quantity  of  Money  he  is 
willing  to  give  to  acquire  it  is  the  Measure  of  his  Desire  to  obtain 
it,  and  therefore  the  Measure  of  his  Value  for  it 

But  Credit  is  also  equally  a  Measure  of  Value,  as  well  as  Money. 
Neither  a  merchant  nor  any  one  else  will  give  more  in  Credit,  wbid 
he  is  bound  to  redeem  in  Money,  to  acquire  any  commodity, 
than  he  would  give  in  Money  itself.  But  if  he  wants  any- 
thing, he  will  give  just  as  much  in  Credit  as  he  would  in  Money. 
Hence  Credit  is  equally  a  Measure  of  Value,  or  Desire,  wiA 
Money. 

Hence  Money  and  Credit  are  the  Measure  of  Value ;  and  as  it  is 
universally  admitted  by  all  Economists  that  purchases  with  Credit 
affect  prices  in  all  respects  equally  with  Money,  it  follows  that  the 
aggregate  of  Money  and  Credit  is  the  Medium  in  which  Prices  are 
measured,  and  that  the  aggregate  of  Money  and  Credit  constitutes 
the  Circulating  Medium,  or  Currency. 

Value  exists  only  in  the  Human  Mind. 

21.  Value,  then,  like  Colour,  Sound,  and  Odour,  exists  only 
in  the  Human  Mind.  There  is  neither  Colour,  nor  Sound 
nor  Odour  in  external  nature :  they  exist  only  in  the  Human 
Mind. 

According  to  the  unanimous  doctrine  of  ancient  writers  and  all 
foreign  Economists,  Demand  is  the  sole  Origin,  Form,  or  Cause  of 
Value.  It  is  Demand,  or  Consumption,  and  not  Labour,  which 
gives  value  to  a  product.  It  is  not  the  Labour  which  gives  Value 
to  the  product,  but  the  Demand  for  the  product  which  gives  Value 
to  the  Labour. 

Hence  it  is  not  Labour  which  is  the  Cause  of  Valuer ) 
which  is  the  inducement  to  labour.     It  is  not  the 
Producer  which  constitutes  a  thing  Wealth,  but 
Consumer. 
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Wc   conclude,  then,  that   it   is   nut    labour,  but   ( \msumption» 

£«rhan^L\  or  1  >cmand.  which  constitutes  a  thing  Wealth :   and  we 

Vncc  the  progress  of  a  nation  in  wealth,  according  as  their  wants  and 

<Scsirc«  increase  and  multiply.     First,  the  demand  for  the  sustenance 

fvi|uired  by  the  body  gives  Value  to  the  material  products  of  the 

earth,  food,  clothing,  shelter,  fuel..     Then,  xs  their  tastes  become 

cultivated  and  refmed,  arises  the  demand  for  works  of  literature,  art 

and  M'ience  :    for  {tainting,  for  sculpture,  for  architecture,  for  the 

drama,  for  music.     And  those  who  minister  to  these  wants  of  the 

mind  liecome  wealthy,  just  as  those  who  minister  to  the  wants  of  the 

body  do.     It  is  the  demand  of  the  public  alone  wtiich  m.ikfS  these 

things  Wealth.     Hence,  in  order  to  be  wealthy,  a  (leople  must  be 

inspired  with  strong  and  various  desires,  and  Inr  willing  to  work  to 

gratify  thiise  desires.     And  this  shows  the  great  im|)<>rtance,  in  an 

Ecunomiral  (toint  of  view,  of  natii>nal  education.     Heavy  taxes  can 

alime  Ik*  Uirne   by  an    industrious  and   wealthy  people,  and  the 

multiplication  of  wants  and  desin^s  multiplies  industry,  multiplies 

Capital,  multiplies  incomes,  multiplies  the  numl>ers  of  |>ersons  able 

ti»  bear   the  burden  of  taxation,  and  renders  the  nation  capable 

of    gTi-at    achievements,    and    of    taking    a    leading    position    in 

the  councils  of  the  world. 


Section  III. 

On  the  Oeneral  Law  0/  Value,  or  the  General  Equation 

of  Eoonomios, 

22-  'Hte  la.st  branch  of  our  in<|uiry  is  to  dis<*i>ver  the  (ti-iieral  law 
ol'  Value,  or  the  iicneral  Ktjuation  ni  ICcnnomics.  Ttut  is,  to 
diMiover  a  Single  Cxeneral  law  which  governs  the  Mxrliangeable 
Kcbtions  of  all  (^>uantities  whatever  their  n.iture  nia\  lie,  at  all 
times,  and  in  all  pLiees. 

The  acknowledged  principles  ol'  Natural  Philosophy  show  that 
there  can  be  only  One  (leneral  law  of  \'alue,  or  a  Single  (ieneial 
Equation  of  Economics. 

We  have  shown  that  there  are  three  distinct  OrdiTN  of  ICronomic 
QunflCitieSy  and  we  have  generalisird  all  thi-  lundaitient.il  Concepts 
of  EaHKNnict  so  as  to  grasp  all  these  (^>uantiiie>. 

Ume  Oiders  of  Quantities  <:an  Ir-  e\<liaii^r«i   in   Six 

^^^  preaent  inquiry  is  to   inveAtigatr  a  Single 

^haU  govern  all  these  six  s|)et  ies  of  ex- 
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Suppose  that  we  make  £  the  general  symbol  of  an  Economic 
Quantity,  i.e,  of  anything  whatever  which  can  be  bought  and  sold 
or  exchanged,  or  whose  Value  can  be  measured  in  Money,  or  which 
has  purchasing  power — and  representing  these  various  Quantities 
under  the  general  symbol  jQ^  we  may  say  that  there  are  in  every 
country  Quantities  of  this  sort — 

;^45  9,62 1,340 
^278,234,500 
;^826,342,784 
&c.,  &c.,  &c. 

Now  we  affirm  by  virtue  of  the  great  principle  of  the  Continuitj 
of  Science,  and  of  the  great  Algebraical  doctrine  of  the  Permarum 
of  Equivalent  Forms,  that  whatever  can  be  proved  to  be  tnic 
Economically  of  any  one  of  this  series  of  Quantities  must  be  tnie 
of  them  all. 

Now  looking  at  the  series  of  Quantities  placed  above,  who  could 
tell  of  what  species  they  are?  Some  may  be  land:  some  houses: 
some  corn :  some  timber :  some  cattle :  some  jewellery :  some 
money :  some  labour  of  different  sorts :  some  credit  or  debts : 
some  the  funds:  or  other  public  obligations:  some  cop>Tights: 
some  patents :  some  shares  in  commercial  companies,  &c. 

Now  as  we  have  shewn  that  Materiality,  Permanence,  and 
labour  are  only  accidentally  associated  in  some  cases  with 
Economic  Quantities,  and  not  with  all :  and  that  Exchanged 
ability  is  the  only  Quality  which  is  common  to  all  Economic 
Quantities  :  it  follows  that  Materiality,  Permanence,  and  Labour 
must  be  excluded  from  any  General  Concept  of  an  Economic 
Quantity :  and  Exchangeability  retained  as  its  sole  general 
Quality. 

Having  thus  obtained  these  Independent  Economic  Quantities, 
the  whole  purpose  and  object  of  the  Science  is  to  discover  the 
Single  General  Law  which  governs  the  variations  of  their  Ex- 
changeable Relations. 

It  is  clear  that  by  the  principle  of  the  Continuity  of  Scuna^ 
and   the  analogy  of   all    Physical   Sciences,  however  varied  and 
complicated   the  different   phenomena  of  Value   may   be:  &W 
can,  by   no  possibility,    be   more  than   One   General  ^ 
Value :    or  a  single  General   Equation  of  Econc 
it  may  be. 
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Fundamental  Conditions  of  the  Oeneral  Equation  of 

Economics. 

1^  Now,  let  A  and  H  he  any  two  Quantities  whatever  supposed 
fcctly  general :  it  is  (|uite  clear  that  their  Exchangeable  Rebtions 
'  c<»nuincd  within  the  following  limits — 

w  A  "  o  B 

iVc.  -  iVc. 

2  A  -  B 

A  -  B 

A  »  2  B 

&c.  =  iS:c. 

o  A  =»  »  B 

The  meaning  of  which  is  simply  this — I^et  the  Exchangeable 
;Ution  Inrtwei-n  A  and  H  gradually  and  continuously  change  from 
»crv  the  j:reati**t  jHissible  Quantity  of  A  will  exchange  for  the 
\M  |x>ssil>le  <Juantity  of  H :  to  where  the  least  |>ossible  (Quantity 
A  will  exchange  for  the  greatest  |)0ssible  Quantity  of  B. 
Vow  the  Litw  of  Continuity  says  that  a  Quantity  cannot  pass 
m  one  amount  to  another  by  any  change  of  conditions  without 
utng  through  all  intermediate  degrees  of  magnitude  acconling  to 
■  mtermediate  cotulitions. 

Hence,  we  affirm  by  virtue  of  the  Ijtw  of  Continuity — 
I.  That  if  it  can  be  iniMitabiy  proved  that  Any  particular  Law 
frue  at  any  One  fi^int  in  the  range  of  Prices  :  that  same  Law  must 
ntcessarih  true  at  All  /Hunts  throughout  the  whole  range  nf  Prices, 
That  as  the  symMs  A  and  B  are  perfectly  general^  if  any  Lmw 
can  he  prin-ed  to  be  true  in  the  I  'ariations  of  the  Exchange- 
^  Rdation  of  Any  Two  Quantities  whtitetrr^  that  Law  must 
'niarily  be  true  in  the  Exchangeable  Relations  of  All   Quantities 

Hmt,  !>)•  the  Ijetv  of  Continuity  we  are  enabled  to  affirm  that — 
ff  amy  Law  whatever  can  be proieti  to  be  true  at  any  one  p^int  in 
of  Pnas^  behveen  any  T\vo  Quantitits  whateier^  thttt  same 
rUy  be  true  at  All  points  in  the  range  if  Prices,  and 
whaierer, 
ooroUary  from  the  preceiiing,  we  may  affirm 

mi$h  irm  with  regard  to  the  Relation 
^  Lam  tamnot  be  a  General  Law 


m  • 
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Furthermore,  as  it  is  a  universally  acknowledged  princii 
Natural   Philosophy  that  that   Law  only  is   the  true  one 
explains  all  the  phenomena,  it  may  be  laid  down  as  an  unqu( 
able  truth  in  Economics  that — 

If  two  or  more  Forms  of  Expression  will  explain  or  accou 
any  phenomena  regarding  Price^  or  the  change  of  Price,  thai 
of  Expression  only  is  to  be  adopted  as  the  true  one  which  ex 
All  the  phenomena  in  the  Science,  and  not  that  particular  a 
class  of  cases,  only. 

Now  as  we  have  shown  in  the  previous  book  that  the  Ri 
Mill  Theory  of  Value  violates  every  one  of  these  fundamenta 
ciples  of  Natural  Philosophy — and  as  Mill  himself  says  th; 
Laws  of  Economics  are  to  be  formed  by  consciously  and  delilx 
following  the  methods  adopted  in  Physical  Science— it  foUo^i 
the  Ricardo-Mill  Theory  of  Value  is  to  be  utterly  rejectee 
we  have  now  to  investigate  the  True  Law  of  Value,  or  the  G 
Equation  of  Economics. 

Economics  is  a  Physical  Science,  because  it  is  a  pure  S 
of  Causes  and  Effects.  There  being  three  Orders  of  Exchan 
Quantities,  and,  therefore,  Six  different  kinds  of  Exchang 
object  of  the  Science  is  to  determine  the  Laws  of  the  phen 
of  these  exchanges — that  is,  to  determine  the  laws  which  | 
the  changes  in  their  numerical  Relations  of  Exchange, 
we  have  a  new  Order  of  Variable  Quantities  ;  and  the  Laws 
govern  this  new  Order  of  Variable  Quantities  must  be  in 
harmony  with  the  Laws  which  govern  the  Relations  of  V 
Quantities  in  general.  The  same  general  principles  of  rea 
which  govern  the  relations  of  the  stars  in  their  courses  must 
the  varying  relations  of  Economic  Quantities. 

The  fact  is  that  Astronomy  is  the  physical  science  which 
type  of  Economics.  The  fundamental  problem  of  Econoi 
identically  the  same  as  the  fundamental  problem  of  Astrc 
The  Astronomer  sees  a  number  of  Quantities — the  heavenly 
— moving  in  all  sorts  of  directions — sometimes  advancing, 
times  apparently  stationary,  sometimes  retrograding — and  his 
is  to  discover  a  Single  General  Law  which  accounts  for  and  ^ 
all  these  var)ing  relations.  So  the  Economist  sees  a  vast  mi 
of  Quantities  constantly  changing  their  numerical  relation  t 
other,  and  his  object  is  to  discover  a  single  General  Law 
governs  all  these  varying  relations.  Economics,  like  Astrc 
is  a  pure  Science  of  Ratios. 
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Lord  Laiid$rdal$'8  Law  of  Value, 

24.  Now,  how  is  the  great  (General  Law  of  Astronomy  deter- 
iftined?  In  this  way.  I^ct  the  heavenly  Inxlies  at  any  given 
EMstant  Ik!  in  any  position.  They  then  change  their  positions; 
l^c  problem  is  to  discover  the  I^w  which  governs  these  changes 
tf*  relation. 

We  must  proceed  in  exactly  the  same  way  in  Economics. 

I^-t  any  number  of  Economic  Quantities  at  any  given  time  have 
iXiy  given  relation  to  each  other.  They  then  change  their  rebtions 
^  each  other :  then  the  problem  is  to  discover  the  single  (General 
L^w  which  accounts  for  and  governs  these  changes  of  rebtion. 

Ix)rd  Uiuderdale  states  the  cxse  in  this  way — 

Take  any  two  (^>uantities,  A  and  B,  which  may  var>'  with  respect 
te  each  other.     First  let  A  remain  constant  while  H  varies. 

Then  the  ratio  of  H  to  A  will  change  from  Four  Causes. 

It  would  Increase  in  Value  - 

1.  From  a  Diminution  of  Quantity. 

2.  From  an  Increase  of  Demand. 

It  would  Diminish  in  Value- 

1.  From  an  Increase  of  Quantity. 

2.  From  a  Diminution  of  Demand. 

Now.  as  the  Vari.ition  of  .\  with  res|Ktn  to  H  will  Ik*  governeil  by 
t^actly  the  same  Four  (?ausi*s,  it  is  ()uite  clear  th.it  the  Variation  of 
^och  <^>uantitics  will  be  govemeil  by  Eight  IndqHrndent  Causes; 
tod  if  these  lie  oonnci*ted  in  the  form  of  an  K<iuation.  that  will 

^lanifesiiy  \n:  the  true  General   Law  of  Value,  or  the  true 
General  Equation  of  Economics. 

And  as  it  is  in  the  form  of  a  fraction  containing  n«>  los  than 
Ei|;ht  liide|)i'ndent  Variablus,  it  at  once  shows  thi-  supremel)  com* 
plicate*!  nature  i  >f  the  Science. 

Ix>rd   Uiudcrdali*  has  thus  the  credit  of  ha^in^  estaMtshi*d  the 
(fenrral  F'luation  of  Kconomics.      I'his  c«  mi»ri-hrii«l'»  the  whole 
*•  of  Purr,  or  Analytical,  r.<*onomirs  •  e\.i«  ily  as  thi-  ^ireat  I-aw 
of  Newnm  pivcrns  the  relationN  of  the  hcnmU  ImhIh  x. 

Thi*  (i>mpli<atoi  K<{uation  i-*  the  tiill  ixpris^i'M  «»t  what  is 
|iOputar]\  known  as  tht-  I^w  of  SiippU  .in«i  I  K  ni.mil  All  F.«<m)0 
mists  .nhint  that  it  is  true  wtu-n  tlu*  prii  i-<«  of  tinrus  .iri  \rr)'  low 
Ihry  al'^o  adtnit  that  it  is  true  wWw  tlu*  pri<  <  ^  •>:  thinf:N  are  very 
high  tht\  therefore  admit  that  it  is  ir\ie  at  ihi  extremes  <*!'  prices: 
and  therefore   as  it  is  true  at  the  extremes  ot  pruesi  the  Law 
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of  Continuity  affirms  that  it  is  necessarily  true  at  all  pomts  in 
range  of  prices  between  the  extremes :  that  is,  that  it  is  univers 
true:  and  therefore  that  it  is  the  true  General  Law  of  Value: 
the  true  General  Equation  of  Ek:onomics. 

Remarks  on  the  General  Equation  of  Eamomia. 

25.  The  General  Equation  of  Economics  is,  therefore,  a  C 
pound  Ratio  of  a  very  complicated  nature :  and  to  apply  ii 
particular  cases  requires  a  profound  knowledge  of  the  circumsta] 
of  the  case :  but  yet  it  is  demonstrably  true :  and  the  whole  Sci( 
must  be  constructed,  taking  that  Ekjuation  as  the  basis. 

In  obtaining  this  General  Equation  we  have  followed  the  met 
invariably  used  in  all  Physical  Science.  We  have  obtained 
Independent  Variables,  and  connected  them  by  a  General  La^ 
Formula.  This  insures  Certainty  to  the  Science :  but  it  is  or 
last  point  that  the  real  difficulty  arises :  namely,  in  giving  Pred 
or  Numerical  amounts,  to  the  Co-efficients.  It  is  absolutely  in 
sible  to  say  what  numerical  variations  in  Supply  and  Den 
produce  definite  variations  in  Value.  This  has  been  attempte 
some  cases,  as  in  that  of  corn :  but  it  is  manifestly  impossibi 
obtain  exact  numerical  data :  and  in  fact  though  the  same  Ge; 
Law  is  true  in  all  cases,  it  is  perfectly  well  known  that  it  van 
every  particular  case:  and  that  the  same  absolute  variation  in  Si 
and  Demand  in  various  Quantities  will  produce  great  differenc 
the  variations  of  their  numerical  Values. 

It  is  this  impossibility  of  giving  exact  numerical  Values  t( 
co-efficients  which  makes  many  persons  suppose  that  it  is  impo 
to  make  Economics  an  Exact  science.  It  is  sometimes  supi 
that  for  a  science  to  be  an  exact  one,  it  is  necessar)-  that  its 
should  be  capable  of  exact  Quantitative  statement.  This,  howe 
an  error  which  has  been  specially  pointed  out  by  Comte,  wh 
shows  the  difference  between  Certainty  and  Precision  in  Sc 
To  constitute  an  Exact  Science,  it  is  not  necessary  that  it: 
can  be  ascertained  with  numerical  Precision :  but  only  th; 
Reasoning  be  Exact,  or  Certain.    He  says  that  a  danj 

prejudice  has  sprung  up :  that  because  the  Precision  of  di 
Sciences  is  very  unequal,  their  Certainty  is  so  too.  This 
to  discourage  the  study  of  the  most  difficult :  Precision  an( 
tainty  are  perfectly  distinct.  An  absurd  proposition  may  b 
precise :  as  that  the  angles  of  a  triangle  are  equal  to  three 
angles.      On  lV\e  olV\ei  \\at\d^  a  Certain  proposition   may  r 
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as   that   a   man  will  die.      Hence   though   the  different 
tn.iy    var>'    in    PrecisiOfli    that    will    not    affect    their 

>is<rvati<>n  applies  most  forcibly  to  Economics.  Some 
n  apt  to  dcspisi'  it  bt-cause  it  does  not  bring  out  its 
:li  the  same  precision  xs  Mathematics.  This,  howe\'cr,  is 
s  nn stake.  In  liU'onomics  the  Causes  of  Phenomena  can 
lined  with  absolute  certainty :  this  is  all  that  is  necessary 
iw  Iv  onomics  an  Exact  s<:ience.  BeiMuse,  the  method 
iti^  a  required  result  iK'ing  {X)inted  out  with  absolute 
it    has  only   to   be   put   into   force   until   the  result   is 

suierin^  the  (leneral  Equation  of  Economics  we  see  the 
')  ot"   Haron's  aphorism^ — *'That  which  in  Thei>ry  is  the 
l'ra«tirc  is  the  Rule." 

>-r  <juantities  but  Demand  and  Supply  apfHrar  on  the  face 
.  : nation  :  it  is  therefore  certain  that  no  other  Causes 
\  aim-,  or  changes  of  Value,  except  Intensity  of  I)emand 
tatioii  of  .SuppU.  It  is  certain  that  neither  I^Uiur  nor 
rinlui  tion  have  an>  direct  influence  on  Value:  it  can  only 
-<  tin^  the  Demand  or  the  Supply:  and  that  no  change  of 
ti. -r  ot  Coni  of  Troductinn.  can  have  any  influence  on 
't-ss  the\  priKlu<  r  a  ctuinge  in  the  relation  of  Supply  and 


s  iiieans  we  arr  enabled  to  create  a  rigorously 
1  l.'ononucs.  and  by  reverently  following  the  prixepts  of 
t\  pro]i)K-t  of  Inductive  Philosophy,  and  the  immortal 
oi     thi-    various     Inductive     Scienn-s,    it     is     seen     that 

^.  as  a  -Moral  Sriinte,  is  fitted  to  takt-  rank  with  I>yiu- 
l  Optus  as  a  great  Positive  Inductive  Physiio-Mtiral 
md  It  Is  the  t>nly  Moral  Science  ca{ubU-  of  Iving  raisixi  to 
i»t  dt\  Kxatt  S«  ien<t. 

rprt-ting.  howtvi  r,  the  (itneral  Equation  of  E*  onomi<  s  it 
\t\  t<i  makr  oiu'  obsiT\atii»n  It  is  >onu  tunes  sup|KjMtl 
I'  :s  oiilv  aHV-cteti  bv  the  actuallv  i-xisting  quantity  of 
Mhiili  is  brought  into  ilu    market.     This  however,  IP 

•  xp««ifd  'lUantity  vihirh  nuv   U-  br(»ught  into  tb 
«t  in){Hirt.inl  ititiiicix  c  4»n  the  \  alue  of  the  exist' 
M  r'   a  !.i:liirL-  of  the  t  oiniiig  (r(»|ns  that  WC 
r!.;f'-''    (in  tilt    pn-st  lit  \  alue  of  the  ell 
li  l^fH  vi  rv  h>  •'».  M^  (onse<{uence  of 
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supplies,  and  the  coming  crops  promised  to  be  very  abundant, 
would  exercise  a  most  potent  influence  in  diminishing  the  Vs 
the  present  stock.      Hence    the    word   Quantity  in   the  gf 
equation  must  denote  the  Quantity  actual  or  expected. 

Similarly,  the  word  Demand  must  denote  the  Demand  <utiid\ 
expected, 

WEALTH. 

The  word  Wealth  is  the  basis  of  the  Science  of  Economics,  (or 
Economics  is  the  Science  of  things  so  far  as  they  are  Wealth ;  anl 
yet  it  is  somewhat  surprising  that  Economists  have  never  hidieito 
come  to  any  agreement  as  to  the  meaning  of  the  word  Weahfa, 
which  is  the  very  foundation  of  the  Science. 

The  meaning  of  the  word  Wealth  is  not  a  matter  of  vak 
logomachy,  or  curious  speculation.  On  the  contrary,  it  is  not 
only  the  basis  of  a  great  Science,  but  there  is  no  word  which  has  so 
seriously  influenced  the  history  of  the  world  and  the  welfare  of 
nations  as  the  meaning  given  to  it  at  various  periods. 

Whately  says — "  It  were  well  if  the  ambiguities  of  this  word  had 
don^  no  more  than  puzzle  philosophers.  One  of  them  gave  birth  to 
the  mercantile  system  ....  It  has  for  centuries  done  more,  and 
perhaps  for  centuries  to  come  will  do  more,  to  retard  the  improve- 
ment of  Europe  than  all  other  causes  put  together." 

J.  B.  Say  says  that  during  the  two  centuries  preceding  his  time, 
fifty  years  were  spent  in  wars  directly  originating  out  of  the  meanir^ 
given  to  this  word. 

Another  Economist,  Storch,  speaking  of  the  mercantile  system, 
which  prevailed  so  long,  says — "  It  is  no  exaggeration  to  say  that 
there  are  few  political  errors  which  have  produced  more  mischief 
than  the  mercantile  system  ....  It  has  made  each  nation  regard 
the  welfare  of  its  neighbours  as  incompatible  with  its  own ;  hence 
their  reciprocal  desire  of  injuring  and  impoverishing  one  another, 
and  hence  that  spirit  of  commercial  rivalry  which  has  been  the 
immediate  or  remote  cause  of  the  greater  number  of  modem  wars  . . . 
In  short,  where  it  has  been  the  least  injurious,  it  has  retarded  the 
progress  of  national  prosperity ;  everywhere  it  has  deluged  the 
earth  with  blood,  and  has  depopulated  and  ruined  some  of  those 
countries  whose  power  and  opulence  it  was  supposed  it  would  carry 
to  the  highest  pitch." 

Now,  certainly,  we  may  be  sure  that  no  wars  will  ever  again  be 
caused  by  the  meaning  of  the  word  Wealth.     But  for  all  that,  is  all 
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?  Far  fr(»in  it.  On  the  contrar>%  wc  arc  menaced,  if 
th  a  more  terrible  danger  still.  Because  that  dread 
SiM  iaiism,  whi<h  now  threatens  war  and  revolution  to 
r\  oi)  the  Continent,  and  whose  fatal  doctrines  are 
uti  ill  this  country,  is  entirely  based,  as  the  Soi^alists 
sa\.  on  the  doctrines  of  Wealth  put  forth  by  Adam 
ki<  anlo 

isiilorations,  which  are  nothing  but  the  literal  truth,  show 

;nnl  ini(>ortance  of  the  inquir)*  which  we  have  now  to 

and    we    ho{)e    that    we    may    now    clear   away    this 

now  tn  tntiuire  what  is  the  common  pro()erty  or 
)i<  h  constitutes  things  Wealth. 

sutruiiiii  to  enumerate  a  numlKT  of  isoLited  objects 
1)  itf  definition.  As  |K>inted  out  by  Bacon  long  ago,  a 
litnntion  essentially  rc*<)uires  some  Principle,  or 
hi<  h  IN  common  to  all  the  objc*cts  which  are  classed 
It  is  not  suthcient  to  allege  that  lands,  houses,  jeweller)', 
If,  <orn,  laliour  and  ser>'ices.  Debts,  Rights  of  Action, 
\-r..  arc  Wealth,  without  clearly  defming  the  (^>uality,  or 
hi<  h  is  cununoit  to  them  all,  and  which  constitutes  them 

that  whii'h  constitutes  the  essence  of  Wealth.  This  is 
ell  I  alls  the  colligation  of  facts. 

a  tuiulatnental  principle  of  Philosophy  that  when  once 
.   or    Trmi  iple,   is   settled,  which   is   the  Uisis   of   the 

<^>u.intities  whatever,  which  (K)sm.*ss  that  (Quality  in 
us;  Ik-  included  in  the  defmition,  however  diversi*  they 
nature  .tnd  form  ;  whatever  other  < Qualities  they  may 
il  c\en  though  they  |)Ossess  no  other  (Quality  in  common 

li^Ic  otic. 

n  carni-Ntly  inculcates,  as  the  foundation  of  all  true 
aret'ul  colle<*tion  of  all  kinds  of  instmccs  in  which  the 
V,  or  <Juality,  is  found  -  **  Hut  whosi»i-\er  is  aci^uainted 
it.r.  natures)  embraces  the  unity  of  nature  in  substances 
tihke.***  ALm)  **Tlie  investigation  oi"  Forms  prixtx-ds 
turc,  or  iiuality,  t»eing  given,  we  niu^i  hrsi  of  all  h.ive 
r  I'rtvfU.ition  l^-fore  the  understan«iin^  of  ail  knoun 
hi' h  .igrce  in  the  same  nature,  or  'iu.ihiy.  thi  tii^h  in 
he  nusf  unlike.  And  such  colle<  tion  niu^t  Jh.-  niailc  in 
of  a  history,  without  s}>eirulation. " - 
what    Plato    debignates    as   tkt  one   m   the   many  :    i.e, 

blu  iL  ftph.  >  *  Ntm,  Oft.  l.k.  u.  a\^\\,  11. 


6/2  Fundamental  Concepts  and  Axioms  [Bk. 

the  same  quality  appearing  in  quantities  of  the  most  diva 
forms. 

What,  then,  is  the  common  Property,  or  Principle,  which  cons 
tutes  things  Wealth  ? 

The  meaning  of  the  word  Wealth  has  been  the  subject  ( 
controversy  for  centuries,  and  in  considering  this  important  quesdo 
it  appears,  upon  the  whole,  to  be  the  best  way  to  explain  tb 
meaning  of  the  term  as  used  by  the  Economists  who  foandei 
Economics  as  a  Science :  and  then  to  consider  how  far  it  i 
consistent  with  the  scientific  principles  of  framing  definitions,  aod 
how  far  preceding  and  subsequent  writers  have  differed  from  it 

Definition  of  Wealth  by  the  Economists, 

The  Economists  defined  Wealth  {Richesse)  to  be  the  Matenl 
products  of  the  earth,  which  are  brought  into  Commerce  and 
Exchanged  :   and  those  only. 

Thus  Baudeau  says^ — "Useful  and  agreeable  objects  propff 
for  our  enjoyment  are  called  Biens  {Goods),  because  they  conduce 
to  the  preservation,  the  propagation,  and  the  well-being  of  die 
human  race. 

"  But  sometimes  these  Biens  {Goods)  are  not  RichcSSC 
( JVcalih),  because  they  cannot  be  exchanged  for  other  goods,  of 
be  used  to  procure  other  enjoyments.  The  products  of  Nature,  or 
the  works  of  Art,  the  most  necessary  or  the  most  agreeable,  cease 
to  be  Wealth  {Richesse)  when  you  lose  the  power  of  exchaogc?; 
them,  and  of  procuring  other  enjoyments  by  means  of  this  Exchange 
One  hundred  thousand  feet  of  the  most  beautiful  oak  in  the  woriu 
would  not  be  Wealth  {Richesse)  to  you  in  the  interior  of  ^^ 
America,  where  you  could  not  devest  yourself  of  its  possession  of 
means  of  an  Exchange. 

"  The  title  of  Wealth  {Richesse),  therefore,  supposes  two  thii^- 
first,  useful  qualities,  which  render  these  objects  useful  and  ^ 
able,  and  fit  for  enjoyment — which  renders  them  Biens  {Gooii)r 
secondly,  the  possibility  of  exchanging  them,  which  enables  tbesc 
Biens   {Goods)   to    procure   you   others,    which  constitutes  tbes 

Richesse— Wealth. 

"  The  possibility  of  exchange  supposes  that  there  are  other  goo© 
for  which  they  can  be  exchanged.'^ 

So    Quesnay    says  - — **  We    must    distinguish    between   Biflfi 

^  Introduction  a  la  Philosophic  Economiquc,  ch.  i.  5. 
-  Maxi flies  Gaurcucs  du  Gouvernetiuni^  Max.  i8.  note. 


(OUcu^f).  whii-h  haw  Value  in  Use  and  not  Value  in  Exchangee: 
**h!  Richesse,  nr  Wealth,  which  has  Ixuli  Value  in  Use  and 

V^ue  in  Exchangee.  For  iti>taiuv,  thf  sav.i^is  in  Louisiana 
*^3«»v  m.iny  Biens,  *^\u'\\  as  wihm!,  ^amr,  tht-  fruits  of  thr  rnrlh,  \r.. 
^■hich  arr  ijiii  Richesse— Wealth --I K-rausf  thi*y  haw  im  l\i/ur 

''But  snuf  Minif  kirnU  nf  rinnincrcr  h.ivr  htvw  islaMishrd 
^^ciniin  thiiii  .iiul  the  Knin  Ii.  the  Kn^liOi.  lh«-  Spani.inU,  iVr,, 
t^rt  «if  ihfM*  Biens  h.uv  a«  'luircd  a  Wihic  in  «\rhan^i-.  .in«l  have 

^»e*om.   Richesse -Wealth." 

S'i  \.K-  Triisiu'  ^.ixs*  *' Man  is  surrountUd  li\  wants  wliirh  arc 
'«.  r»i  «nl  rvrry  ilay. 

■■  Whati  \«  r  thfv  arr,  it  is  on!\  from  thr  i-arth  ttiat  th«  y  i\\\\  <lraw 
**^*  ni' .iT^s  nt"  viiisf\in|:  thiMM?)  Thr  |»!uNi«al  truth  that  tlu  i*arth 
*^  i::^  *.'ur«i  Mt  all  Biens  i**  *»o  self  1  \i«Ii-nt  l!iai  in*  oiu*  i \\i\  doulil 
>K  i'l  .  .  .  \\\\\  It  is  nut  Niitticicnt  ti>  « stiniaii-  prtH'ih  t>  liy  thiir 
^v«  :.:!  ..uahriis,  \\%  inu-^l  <«iii^iil«r  tin-  |ir"|'»  rtJt  >  ihi  y  ha\i  <»f  tuin^ 
^''  \'  ?Mii..«  •'.  ajaiti^t  lai  h  ut!.«  r. 

"  l'r't!i;«:s  a« 'iii:i'-.  tin  rrlor*-.  \\\  a  statr  uf  si.«  u  ly  .1  ihm  luaHl), 
>fthi>  h   spriiu-^   iimii   tli'    ( -•nniui!ii(  .ill' >r'.   ut    nun   ^^:l!l    •  a«  h   other. 

th:^  (.ii:.ilii\  is  Value,  \\ii:<  h  ui.ikt  s  p!Mt!;ii!N  iNiouu  Richesse 

^A^CJllth,  ani!   s. »  thi  r«    is  ti.-ttnn.;   ^111*1  rtl;.»»ii^.  lu-auM-  thi-  rv  i  ss 
In.-!  'ini'  s  the  niiatjs  t"  ■■!■:. i:*)  «ha!  iHit    w.i.Mls. 

"Value  <  <tiv-:-  i!i  ;h.   Relation  •>!  Exchange  ^\.\^\\  'MMn 
••I:',  a  \\i'y.l.  tli-    Quality  "■    Richesse  s".:p;--s  •.  t  .'i^U  a 
a  #i.-.";.'..  ::t::\   Relation   '  Exchange. 

.;i;..":!:.  '   :•   -..'jv-.    ..-r   u.ii;!        w    •■    ExchangC    -^ '    ■       -::\--   ■."•  •  ni 
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that  the  earth  is  not  the  source  of  all  that  ministers  to  the  wants 
of  man. 

However,  the  'definition  of  Wealth  which  was  unanimously 
adopted  by  the 'Economists,  who  were  a  numerous  and  influential 
sect,  is  perfectly  clear.  It  was  the  Material  products  of  the  earth 
which  are  brought  into  Commerce  and  Exchang^ed,  and  those 

only. 

Thus  the  Economists  made  Exchangeability  the  real  essence 
of  Wealth,  but  restricted  it  to  Exchangeable  Material  products. 

But,  as  a  matter  of  fact,  there  are  other  things  which  can  be 
bought  and  sold,  or  exchanged,  besides  material  products*  Thus 
Labour  and  Services  can  be  bought  and  sold,  and  their  value  can 
be  measured  in  money. 

So  also  Abstract  Rights,  such  as  Credits  or  Debts,  Bank  Notes, 
Bills  of  Exchange,  Shares  in  Commercial  Companies,  the  Funds, 
Copyrights,  Patents,  and  mere  Rights  of  many  other  kinds,  can  be 
bought  and  sold,  and  possess  the  Quality  of  Exchangeability. 

Nevertheless  the  Economists,  though  admitting  that  there  is  a 
Commerce  in  Labour  and  Credits  or  Rights,  steadfastly  refused  to 
acknowledge  that  Labour  and  Credit  are  Wealth,  because  they 
alleged  that  to  admit  that  Labour  and  Credit  are  Wealth  would 
be  to  maintain  that  Wealth  can  be  created  out  of  Nothing. 
They  repeated  a  multitude  of  times  that  man  can  create 
Nothing,  and  that  Nothing  can  come  out  of  Nothing — ex  nihib 
nihil  Jit, 

Now  this  is  directly  contrary  to  the  fundamental  law  of  Natural 
Philosophy  which  Bacon  so  distinctly  declared,  because  as  they 
admitted  that  Exchangeability  is  the  essence  of  Wealth,  it  neces- 
sarily follows  from  that  fundamental  law  that  both  Labour  and 
Credit  which  both  possess  the  quality  of  Exchangeability  must  be 
admitted  to  be  Wealth;  and  we  must  now  inquire  whether  other 
Economists,  both  ancient  and  modern,  have  excluded  Labour  and 
Credit  from  the  term  Wealth,  and  restricted  it  to  material  products 
only. 

It  is  also  necessary  to  see  what  reply  can  be  given  to  the  dogma 
that  man  can  create  Nothing,  and  that  ex  nihilo  nihil  Jit, 


Aristotle's  Dejinition  oj  \Nealth. 

Ancient  writers  for  850  years  unanimously  held  that  Hxchange- 
ability,  or  the  capability  of  being  bought  and  sold,  or  exchanged, 
is  the  sole  essence  and  principle  of  Wealth,  and  that  everj-thing 


«r.j  Wealth  r^? 

whatever  vhirh  can  he  bought  and  sold,  or  excham:cd,  :s  WcAlIk, 
vhate\-cr  its  nature  or  its  form  mav  be. 

Thus  Aristotle  says,  Xicpma^-h.  Eihiay  hook  v. — 

^  .-lifi/  ft^  ro//  Wealth  all  Things  u-^*w  Value  •'•i*?  ^'  wraxjun.- 
«  Mooey.** 

So  Ulpian,  the  eminent  Roman  jurist,  sa>'S- 

"  Ea  enim  Res  est  tjuac  emi  ct  Tenire  potest." 

"  /i*r  tkat  is  Wealth  ti^ku'A  cdH  bt  bought  «rW  sold." 

All  the  most  eminent  modem  Economists  have  come  to  agree  in 
this  definition. 

Thus    Mill    sa>-s* — **  ETerythiug,   therefore,   forms    a    |inrt   o( 

Wealth  which  has  a  Power  of  Purchasing." 

Here  we  have  a  jjerfcctly  good  ("icneral  Onccpt,  or  IVfinition, 
which  contains  only  one  (icneral  Idea,  and  it  is,  therefore,  fitted  ti» 
ktrm  the  basis  of  a  great  Science.  It  is  a  Concept  as  wide  and 
general  as  the  dynamical  defmition  of  Force.  That  single  sentence 
of  An^totle's  is  the  germ  out  of  which  the  whole  S<'ience  «»t 
EcxMiomics  is  to  he  evolved,  just  as  the  huge  oak  tree  is  develo|»etl 
>ut  of  the  tiny  acorn. 

A  Quantity  means  Anything  which  can  Ik*  Measured ; 
^eiKTc  an  Economic  Quantity  means  Anything  wh.ut  vcr  whose 
/atlue  can  l»e  Measured  in  Money,  or  which  can  U*  bought 
ind  sold,  or  Exchanged. 

The  sole  criterion,  then,  of  anything  iKring  Wealth  is ~ ran  it  U* 
KHight  and  sold?     (*an  it   he  exchanged  se|uratt-Iy  ant!   mdc|»en 
Icnth  of  anything  else?     Can  its  Value  Ik'  nieasurrd  in  Money  ? 

This  criterion  may  seem  vt-ry  simpk\  hut,  in  fa*  t.  lo  apply  it 
;iro|)crly.  to  discern  wliat  can,  and  what  cannot,  Ik.*  U>ugl.!  and  Mjld 
leparately  and  inde|)endently  of  anything  else*,  or  to  (Kficive  all 
Lhings  whose  Value  <  an  l>e  measured  in  Money.  r«-';uir("«  .1  thorough 
knowledge  of  some  of  the  most  abstruse  bramhcN  nf  I^w  and 
L'o«nmerre 

Om  tkt  lhn%  Species  oj  IHfeaith,  .-r  .y  Economic  Quantities 

Having,  then,  adopted  Kxchan^tahility.  nr  the  ■  ';u*:.::\  of 
k>cing  )»ought  ami  soM.  as  the  snlt-  f  Nst-rx  i-  arn!  ;T:T.i  •;  ■  .  i  \\...:iV. 
wc  Jia\*.-  n«\t  III  «livi»\ir  h«»w  lu.wu  <li:itrt.ni  i-r.:-:*  r  '*'ii'';t^  •! 
I  »uan!  t:f*  thin-  are  »hit  \\  sali«»i\  \\\\^  i!i  !'.n:t:.  •:. 

\\t%\  tJ»rr«*  an-  Mat«  r:  il    rhin^:'.  tit   ,i.\  ^.r;^,  -  ;.  •.  a-      *.  :*,  huuaci^ 
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money,  jewellery,  corn,  cattle,  &c.,  &c.,  which  can  be  bought  and 
sold,  or  whose  value  can  be  measured  in  Money.  Everyone  now 
admits  all  these  things  to  be  Wealth,  and,  therefore,  we  need  say 
nothing  more  about  them  here. 

There  are,  however,  two  other  Orders  of  Quantities  of  a  totally 
different  nature — one  of  which  may  be  typified  by  the  tenn 
Labour,  and  the  other  by  the  term  *  Credit — which  can  be 
bought  and  sold,  or  whose  Value  can  be  measured  in  Money,  and 
in  modern  times  there  has  been  a  vast  amount  of  controversy  as 
to  whether  they  are  to  be  admitted  as  Wealth  or  not :  and  it  is 
these  Species  of  Quantities  which  we  have  now  to  consider. 


Andent  Dialogue  to  show  that  Labour  is    Wealth, 

We  have  under  Labour  quoted  copious  extracts  from  an  ancient 
dialogue  termed  the  Eryxias^  in  which  the  writer,  adopting  Aristotle's 
definition  of  Wealth  as  Anything  whose  value  can  be  mrasurei  « 
money ^  shows  that  the  Sciences,  />.  Labour,  are  Wealth ;  because 
persons  can  gain  a  living  by  giving  instruction  in  them,  and  all 
modern  Economists  admit  that  Labour  is  a  saleable  commodity. 
\Ve  therefore  need  not  repeat  these  arguments  here. 

Demosthenes  shows  that  Personal  Credit  is  Wealth. 
But  Personal  Qualities  may  be  used  as  Purchasing  Power 

in  another  method  besides  that  of  Labour. 

If  a  merchant  enjoys  good  "Credit"  as  it  is  termed,  he  may  go 
into  the  market  and  buy  goods,  not  with  Money,  but  by  ginng  his 
Promise  to  pay  money  at  a  future  time ;  that  is,  he  creates  1 
Right  of  Action  against  himself.  The  goods  become  his  property 
exactly  as  if  he  had  paid  for  them  in  Money.  It  is  a  Sale  or  an 
Exchange.  The  Right  of  Action  is  the  price  he  pays  for  the  goods: 
it  is  termed  a*  Credit — in  French,  a  Creance — because  it  is  not  1 
Right  to  any  specific  sum  of  money,  but  only  a  Right  of  Action  ta 
demand  a  sum  of  money  from  the  merchant  at  a  future  time. 

Hence   a   merchant's   Credit   is  Purchasing   Power,   exactly  as 

Money.    The  merchant's  Purchasing  Power  is  his  Money  ^ 

his  Credit.      They  are  both   therefore  equally  Wealth  by  MiB 
definition.     When  a   merchant  purchases  goods  with   his  QstH 
instead  of  with  money,  his  Credit  is  valued  in  money ;  beotf 
the  seller  of  the  goods  accepts  his  Credit  as  equal  in  i«hr 
Money ;  his  Credit  is  valued  in  money  exactly  as  his  Lab 
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\k.       Wvncc   hy    Aristotle's   definition   (»f   Uinlth.    whiih    is   i\..a 
univiTvally  anvplr*!.  the  merehanl's  Personal  Credit  ih  Wf-alth. 
Si>  I  )em(»sthenes  savs  * 

**  r.\uti   ii^iiWiiii- I'l'Tiiil'  ffAtnTiH-  T€  Niii  r/ni<  •iTiiiT'i\  rurrii  €«rW,n^  ftfyi 


•'  /'Am  Mta:  two  kinds  of  Wealth  -  Money  «i'/./  General 

Credit— /^^  l^retUfr  is  Credit,  anti  let  hijw  it."' 

S»  a  I  St)  a^ain  - 

'•«i'  ("^   tihVo  iiyi-i»«i<  •In    IlnrTK  W*intftfti/  r*»i    rii«ri-ii-  «irTi   /i€*.  •»-■ 
r^tafv   yjuffttiTurftttf  rur  ar  tiyroiyi reins'. 

•' //    ii»«    u*frr   t Ignorant  of    this-   thxit    Credit    /»    the   ^ri-if/f./ 
Capital «/«'// A»?«'i""«/^  thf  tU./uisitioH  of  ll't  r.'tf'i  wn  :t\'u.\i  hf  uttt9  . 
ijCnorant." 

Thus  I  Vmosthenes  shous  iliat  Personal  Cr«  »lil  is«i;.i"'i     Wealth 
I^ojti  rty«  (hnmIs,  ami  Chattels     and  <i'/hi;i/ii).  nr  Capital 

I'hiis.  th<>u(:h  Personal  Credit,  hkr  L.tiMnir.  >.in  iirith*r  i- 

fti  t-n  niir  handliil  nor  toiiehn},  yt*t  it  tan  ^•-  ^nu^ht  .unl  sold.  •  r 
rxchan^iti,  its  l\uue  Citn  he  tKniiutfJ  tn  Mvuex  \\  :s  Purchasing 
Power     and  thiTelon-  it  is  Wealth. 

.\n«l  .IS  we  have  seen  that  Ad.iiii  >nmrh  «!'ilart<.  th.ii   a    iiiar.  - 
Ia(H>ur  Is  his  nioNi  s;if  Tt'd  jMisoiNsinn,  ul   wini  h  no  p»  r-nn  h.is  t:  • 
pj^^.t  t»i  drsjM)il  hini  :    s«i  t«»  .ill  l».inki  T'..   Mir'h.i:its.  ai  •!    I  r.i»I«  • 
ihi  :r  Credit  is  thnr  most  s.wTeil  |hjssi  ssum.  o!  wlmh  no  oii»-   ■ 
th«-  r:^ht  lalsflv  to  di  s|mmI  ih«iii. 

Urni  r    thi     rcrsiin.il    ("rrt!:r    i»f    .ill    iLifik*  rs.    M- r- J-.*ri?s.     i   ■: 
Traiitrs    is    .m    inti>:r.il    .ini!    'tilu^N,!]    {Mirtr-irt    ni     \\v    National 
AVealth     just   as   thi-   mdu-trLil   t.p  wit:' ^   ••!    wiirk;!^    ii.*  i>   of 
kimJs  jTi-. 

>••  .i!s«i  thi  Credit  "t  tht   ^!al« .  \*\  »!.:•  I.    :  ■    ri  |..r'   ..is*    M-  •.. 
and  oihrf  tilings  \x\  ^ivinjj  jwr^uns  \\\*    K:«::;l  !••  '!•  iii.iii'l  .1  v  tj 

futun  ;ia\nienis  fmni  it.  >  National  Wealth 

/rf".   Wealth 
I:    I'js  1h  in  s*.-'wn   ::..i:    ::.■     L'i.Ti«.rii    •,    .:•  v\\ .  ■       -  *  .* 

Admit  tiut  Personal  Credit    •  Wealth; 

thai  to  all«'W  th.1i  wi.iiil    -  :  .  :...i.!i'.i  ■.  ■•    •   .'.  ■     ■  •  .      - 

crtjl  ■■!'  n'i!:.:n>5. 

\\\i\  <  .••  !•  iii(Nirar>.  ,.•  n-  ra  .    :•   I   •:  ■  r    .•  •  •  •.  •     *   - 

A^uinsT  th«  :n  ttw  tl.al  ;*    :.:. 
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Thus  Daniel  de  Foe  says  ^ :  "  Credit  is  so  much  a  tradesman's 
blessing  that  it  is  the  choicest  Ware  he  deals  in,  and  he  cannot  be 
too  chary  of  it  when  he  has  it,  or  buy  it  too  dear  when  he  wants  it; 
it  is  a  Stock  to  his  warehouse ;  it  is  Current  Money  in  his  cash 
chest." 

So  that  keen  Metaphysician,  Bishop  Berkeley,  who  has  many 
searching  questions  on  Economics  in  his  Querist  asks — 

Quest,  35 :  "  Whether  Power  to  command  the  industry  of 
others  [/>.  Credit]  be  not  real  Wealth?'' 

So  Melon  says ^ :  "To  the  calculation  of  values  in  Money  there 
must  be  added  the  current  Credit  of  the  merchant  and  his  Possible 
Credit." 

So  Dutot  says^ — "Since  there  has  been  a  regular  commerce 
among  men,  those  who  have  need  of  money  have  made  Bills,  or 
Promises  to  pay  money.  The  first  use  of  Credit,  therefore,  is  to 
represent  Money  by  Paper.  The  usage  is  very  old :  the  first  want 
gave  rise  to  it.  It  multiplies  specie  considerably :  it  supplies  it 
where  it  is  wanting,  and  which  would  never  be  sufficient  without 
the  Credit,  because  there  is  not  sufficient  Gold  and  Silver  to  circu- 
late all  the  products  of  Nature  and  Art.  So  there  is  in  commerce 
a  much  larger  amount  in  Bills  than  there  is  in  specie  in  the 
possession  of  the  merchants. 

"  A  well-managed  Credit  amounts  to  tenfold  the  funds  of  a 
merchant,  and  he  gains  as  much  by  his  Credit  as  if  he  had  ten 
times  as  much  Money.  This  maxim  is  generally  received  among 
all  merchants. 

"  Credit  is,  therefore,  the  greatest  Wealth  to  everyone  who 
carries  on  commerce." 

So  Smith  says^  —  "Trade  can  be  extended  as  Stock  increases, 
and  the  Credit  of  a  frugal  and  thriving  man  increases  much  faster 
than  his  Stock.  His  trade  is  extended  in  proportion  to  the  amount 
of  both  \i.c.  his  Stock  and  his  Credit],  and  the  sum  or  amount  of 
his  profits  is  in  proportion  to  the  extent  of  his  trade,  and  his  annual 
accumulation  in  proportion  to  his  profits  " 

So  Junius  says—"  Private  Credit  is  Wealth.'* 
Franklin  says —"  Credit  is  Money." 

Smith  expressly  includes  **  Natural  and  acquired  abilities  "  under 
the  term  Fixed  Capital.     Now  Mercantile  Character,  or  Personal 

^  The  Complete  English  Tradesman^  ch.  xvii. 

-  Essai  Politique  stir  le  Cotnmerce,  ch.  xxiv. 

^  Reflexions  sur  le  Commerce  ct  Ics  Finances^  ch.  i.  art.  lo. 

■*  Ji'ealth  of  Nations,  bk.  i.  ch.  lo. 
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Credit,  evidently  comes  under  the  designation  of  ''Natural  and 
aD|uired  abilities.*'  Hence  Personal  Credit  is  included  by  Smith 
tmder  the  term  Capital 

So  {KT5on  has  more  explicitly  declared  that  Personal  Credit 
is  Wealth  than  Mill. 

Hi*  says   in   the  preliminar)'   remarks — "  Ever)'thinp,   therefore, 

forms  a  fKirt  of  Wealth  which  has  a  Power  of  Purchasing." 

He  then  says*     **  For  Credit,  though  it  is  not  {Productive  Power, 

is  Purchasing:  Power.** 

He  also  says-— *' The  amount  of  Purchasing  Power  which  a 
person  can  exercise  is  comi>osed  of  all  the  Money  in  his  |)ossession, 
or  due  to  him  (i>.  the  Kank  Notes,  Hills,  and  Credits  he  has),  and 

of  all  his  Credit" 

"Credit,  in  short,  has  exactly  the  same  Purchasing  Power 
nth  Money." 

And  many  other  passages  to  the  same  effect 

Now,  if  Mill  lays  down  as  the  fundamental  definition  of  Wealth — 

'•  Ever>-thing  that  is   Purchasing   Power  is  Wealth."     And  if  he 

Hi>S'"  Credit  is  Purchasing  Power."    Then  the  necesary 

infcremx  is  that  — 

"  Credit  is  Wealth." 

That  is  a  syllogism  in  which  Mill  is  safely  fKidlocked,  and  from 
which  there  is  no  esca|K*. 

Hi>sts  of  |Kis>ages  to  a  similar  effect  from  other  writers  might 
be  cited,  if  necessary :  but  that  would  be  wholly  su|K:riluous : 
bct^usc  an  argument  is  to  Ik*  judged  of  by  its  own  inthnskic  force, 
and  not  by  the  numlier  of  |K*rsons  who  assert  it. 

The  .simple  statement  <if  the  case  is  this — ancient  writers  unani- 
mously held,  and  nuNlern  Kconomists  have  c<»me  at  last  to  agree 
with  thrm.  that  the  only  true  defmition  of  Wealth  is  Kverything 
vhov:  Vahie  ran  U*  nuMsunil  in  numey  — or  %khich  can  Ik.*  btxight 

and  sold  Everything  which  has  Purchasing  Power.  Now* 
as  Personal  (!'redit  can  Ih-  valued  in  money,  and  In  Pun  luNing  Piiwer^ 
It  necevsarily  follows,  b\   the  definiti«in,  that  Personal  Credit  is 

Wealth. 

(>/i  Abstract  Rights  *ts  Wealth. 

Hut  there  is  yet  an«»lher,  or  a  Thiril  i»rdir  of  <^»uanlilit-s,  which 
can  1m:  bought  and  sold,  or  evhangcii,  and  whi*M>  /'.f.W  ..in  Ar 
mutisttrtJ  in  money:  antl  tht*se  are  Abstra*  t   Rights  <>|  \ar10u5  sorts 

*    /Vjif.i/.'.       '   /'.Jifi.u  A>^*m.*mf,  '  L.  i:;.  cJ;    »:.   }  j 
'  /*/  /.  I  k.  111.  c\\.  kiL  }  3. 
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—Rights  and  Rights  of  Action.  But  as  we  have  fully  dis- 
cussed these  under  Rights,  we  need  not  say  more  about  them 
here. 

Thus  for  the  space  of  850  years  the  ancients  unanimously  held 
that  Exchangeability  is  the  sole  essence  and  principle  of  Wealth; 
that  everything  which  can  be  bought  and  sold,  or  exchanged,  or 
whose  Value  can  be  measured  in  Money^  is  Wealth.  They  also 
showed  that  there  are  three  distinct  orders  of  Quantities  whid 
possess  the  quality  of  Exchangeability,  namely,  (i)  material  things; 

(2)  Personal  Qualities  both  in  the  form  of  Labour  and  Credit;  and 

(3)  abstract  Rights.  And  reflection  will  show  that  there  is  nothing 
which  can  be  bought  and  sold,  or  whose  Value  can  be  measured  in 
money,  which  is  not  of  one  of  these  three  forms — it  is  either  a 
material  chattel,  or  a  Credit,  a  service,  or  an  abstract  Right 

These  three  orders  of  Exchangeable  or  Economic  Quantities  can 
be  exchanged  in  Six  different  ways ;  and  these  six  distinct  kinds  of 
Exchange  constitute  the  Science  of  Exchanges  or  Ekronomics  or 
Commerce  in  its  widest  extent,  and  in  all  its  forms  and  varieties 

And  if  any  of  the  great  Roman  lawyers,  with  the  materials  he 
had  before  him,  had  ever  conceived  the  idea  of  constructing  a 
complete  scientific  exposition  of  the  mechanism  of  the  mighty 
system  of  Commerce,  the  Science  of  Economics  would  have  been 
1500  years  in  advance  of  its  present  state,  and  it  would  have  saved 
centuries  of  misery,  bad  legislation,  and  bloodshed  to  the  world. 

Thus  there  is  not  a  trace  in  any  ancient  writer  of  the  fatuous 
doctrine  that  all  Wealth  is  material,  and  derived  from  the  materials 
of  the  globe,  or  the  product  of  land,  labour,  and  capital. 

It  thus  being  shown  that  there  are  three,  and  only  three,  orders  of 
Exchangeable  or  Economic  Quantities,  they  are  all  included  under 
the  term  Property  (Property). 

Wealth  in  Economics  is  an  Exchangeable  Right 

It  follows  from  the  preceding  considerations,  that  the  true  defini- 
tion of  Wealth  in  Economics  is  an  Exchangeable  Rig^ht 

Now  there  are  Three  kinds  of  Rights,  or  Property,  which  can  be 
bought  and  sold ;  or  whose  Value  can  be  measured  in  Money. 

I.  Corporeal  or  Material  Property  or  Rights.  There  may  be 
the  Right  or  Property  in  some  specific  material  substance  which  has 
already  come  into  existence :  and  has  come  into  the  actual  possessioD 
of  the  owner.  This  Species  of  Property  in  Roman  and  English 
Law   is  termed  Corporeal   Property :    because  it   is  the   Right  to 
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certain  specific  corpus.  It  is  also  called  Material  Property :  because 
it  is  the  right  to  certain  specific  Matter.  Hence  we  term  this 
Species  of  Property  Corporeal  or  Material  Wealth. 

II.  Immaterial  Property.  The  Property  which  a  man  has 
in  his  own  mental  and  intellectual  Qualities :  in  his  own  Labour :  or 
in  his  capacity  to  render  any  sort  of  service.  As  Smith  says — "The 
Property  which  every  man  has  in  his  own  Labour,  as  it  is  the 
original  foundation  of  all  other  property,  so  it  is  the  most  sacred 
and  inviolable." 

Now  a  person  may  sell  the  Right  to  demand  some  Labour  or 
Service  from  him.  As  all  these  services,  though  they  require  some 
bodily  instrument  to  give  effect  to  them,  are  in  reality,  operations  of 
the  mind,  we  may  call  them  Immaterial  Property:  or  Imma- 
terial Wealth :  as  J.  B.  Say,  the  French  Economist,  does. 

III.  Incorporeal  Property.  There  is  lastly  a  third  kind  of 
Property,  or  Right,  wholly  separated  and  severed  from  any  specific 
corpus^  or  matter  in  possession.  It  may  either  be  in  the  possession 
of  some  one  else  at  the  present  time :  and  may  only  come  into  our 
possession  at  some  future  time :  or  it  may  be  even  not  in  existence 
at  the  present  time. 

Thus  we  may  have  the  Right,  or  Property,  to  demand  a  sum  of 
money  from  some  person  at  some  future  time.  That  sum  of  money 
may  no  doubt  be  in  existence  at  the  present  time,  but  it  is  not  in 
OUT  possession  :  it  may  not  even  be  in  the  present  possession  of  the 
person  bound  to  pay  it.  It  may  pass  through  any  number  of  hands 
>efore  it  is  paid  to  us.  But  yet  our  Right  to  demand  it  at  the 
J'oper  time  is  present  and  existing,  and  we  may  sell  or  transfer  that 
^ight  to  any  one  else  for  Money. 

We  may  also  have  the  Right  to  something  which  is  not  yet  even 
"^   existence ;  but  will  only  come  into  existence  at  a  future  time. 

Thus  those  who  possess  lands,  cattle,  fruit  trees,  &c.,  have  the 

^\ght,  or  Property,  in  their  future  produce.     This  produce  is  not  in 

Existence  at  the  present  time — it  will  only  come  into  existence  at  a 

ftitiwe  time :  but  the  Right,  or  Property,  to  it  when  it  does  come 

into  existence  is  present  and  existing,  and  may  be  bought  and  sold 

like  the  Right  to  any  material  product.     This  species  of  property  is 

called  in  Roman  Law  and  English  Law,  Incorporeal  Property, 

because  it  is  a  Right,  but  separated  from  any  specific  corpus.    Hence 

it  is  called  Incorporeal  Wealth. 

But  all  these  three  different  kinds  of  Rights  possess  the  Quality 
of  Exchangeability;  they  can  all  be  equally  bought  and  sold,  or 
exchanged :  the  value  of  each  of  them  can  be  measured  in  money : 
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they  are  all  equally  merchandise,  or  articles  of  commerce.  Thej 
are  each  therefore,  Pecunia^  Res^  Bona^  Merx ;  xpyfiaroL,  vpaypm, 
oTko^,  ova-ia  dyaOd,  &c. :  goods,  chattels,  merchandise,  \eaSSk 
commodities,  wealth,  in  the  jurisprudence  of  all  nations.  |^ 

And  as  it  is  the  Quality  of  Exchangeability  which  alone  coih 
stitutes  anything  Wealth,  and  is  the  sole  Quality  which  Econoima 
regards,  it  follows  that  all  these  Three  kinds  of  Rights  are  eqatBf 
Wealth  in  Economics.  And  all  the  fundamental  Concepts  and 
Definitions,  and  all  the  Laws  of  Economics  must  be  enlarged  and 
generalised,  so  as  to  comprehend  indifferently  the  Exchanges  d 
these  three  orders  of  Rights. 

R^pfy    to    the   Dogma    of  the    Economists   that   Immaterial  ad 
Incorporeal  Quantities  are  not  to  be  admitted  to  be  Wealth. 

We  have  shewn  that  the  Economists  steadfastly  refused  to  admit 
that  Labour  and  Credit  are  Wealth :  because  they  allied  that  to 
term  them  Wealth,  would  be  to  maintain  that  Wealth  can  be  created 
out  of  Nothing. 

But  we  have  also  shown  that  ancient  writers  unanimously  held 
that  Labour  and  Credit  are  Wealth — and  that  modern  writers  no» 
also  unanimously  hold  that  Labour  and  Credit  are  Wealth— in  total 
defiance  of  the  dogma  that  Nothing  can  come  out  of  Nothing. 

Of  course  the  whole  discussion  turns  on  the  meaning  of  Wealth. 
The  Economists  persisted  in  restricting  the  term  to  material  things 
only,  and  certainly  no  one  thinks  of  maintaining  that  material  things 
can  be  created  of  nothing. 

Bat  we  have  shown  that  it  is  contrary  to  the  recognised  laws  of 
Natural  Philosophy  to  admit  that  the  essence  of  Wealth  consists  in 
Exchangeability,  and  then  to  restrict  it  to  material  Exchangeable 
Quantities  only.  The  ancients  were  infinitely  more  scientific  As 
soon  as  they  recognised  that  Exchangeability  is  the  essence  of 
Wealth,  with  true  Philosophy,  they  included  everything  whatever 
which  is  Exchangeable  under  the  term  Wealth. 

Adam  Smith  burst  the  bonds  of  the  narrow  and  unscientific 
dogma  of  the  Economists,  and  recognised  three  orders  of  Exchange- 
able Quantities  as  Wealth  and  Capital,  in  which  he  has  been 
followed  by  J.  B.  Say  and  J.  S.  Mill,  and  all  modern  Economists 
of  repute. 

Nevertheless  there  are  still  some  people  who  feel  a  difficulty  on 
the  subject,  and  are  somewhat  startled  at  the  idea  that  Wealth  can 
be  created  out  of  Nothing.     \Wq  shall  see  what  a  facile  answer  can 
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given  to  the  dognu  of  tbe  E4XXKxntst3  by  the  o.>aMdenitions  wc 

pmented. 

The  real  difficulty  which  impedes  the  true  apprvhension  of  the 

«tbjc<-t  is  very  similar  to  that  which  for  a  lon^  lime  obsiruclevi  the 

nxepcion  of  the  Newtonian  Theor>-  of  Grantation  on  the  Continent. 

It  had  bjcen  lon^:  laid  down  as  an  incontrovertible  d»>i:ma,  that  a 

A«#r  earn  91^  ad  wMrrt  it  />  ««V. 

UTien,  therefore,  the  Newtonian  doctrine  of  central  forces  was 
publisheil.  %howing  that  the  motions  i^  the  planet^i  may  all  be 
accounted  for  by  certain  forces  emanating  from  the  sun  and  them- 
•elves*  the  opponents  of  the  s\-stem  maintained  that  it  violatet!  the 
fcndamental  dogma  that  a  btnly  cannot  act  where  it  is  not.  And 
tneral  of  the  most  eminent  continental  mathematicians  Ixribniz, 
Ruygens  the  IWrnouillis,  and  the  French  nuthematicians,  who 
•ere  all  followers  of  the  Cartesian  vortices,  lon^  refused  ti>  reixrive 
Ae  Newtonian  Thc«»n"  of  (irantation  on  that  account. 

A  similar  diffi4  ulty  i^  at  the  root  of  the  unwillinj^ncNS  of  the 
Economists  and  some  modem  writers  t«»  admit  I-aUmr  ami  Credit 
o  be  Wealth. 

Many  thousands  of  years  ago  a  materialistic  philosophy  sprang 
4p  on  the  lianks  of  the  (>anges.  Kapila  is  said  to  have  l>een  the 
luthor  of  the  Sankhya  Philosophy,  and  to  ha\e  invented  the  iU»gnu 
:hat  \otki'n^  can  iomt  aui  of  Xoikittg^  in  onler  to  di-^proie  the 
r&i^cnce  i>f  a  l>eity.  'Vhxs  !*hilosophy  migratetl  !*Mm  the  lunks  of 
the  <iange%  to  those  of  the  Ilissus  and  the  TilHr,  ami  is  fantiliar 
to  us  un<ier  the  lumes  of  Ixrucippus,  Ana\a^;oraN.  Parnienidni, 
EpiruruH,   Lucretius,  and  srons  of  others. 

The  funtlamenlal  «loj:ma  of  Lucretius,  the  hicroph.uU  of  the 
materialistic  philosophy,  is  that  A''  TAinx  iiin  ivw**  .•/*/ ./  X/Ain/^. 

**  Nullam  Rem  e  Nihilo  gi^ni  dixinitus  un>{u.iin  '  * 

••  7>r  /><//!  net^r  yet  maJe  Any  Thing  *'*/ «»/  Nothing." 

"  Nil  iKitur  fi«^i  <!*'  NilO  I>os^e  fatemlumsi."  • 

••  //  mmt  th€t(f\^f€  he  iilhu^*i  that  Nothing  ■  '"  A  .f.  'A^  . «/  of 

Nothing." 

Moret>ver.  that  No  Thing  « an  go  Uvk  into  Nothing. 

•'  Hu«'  a<  cetlil  uli  '|U.vc|Ur  in  sua  Cor|H»Ta  riirMiin 

lhSM>l\at  Nalur.i.  m-iuc  atl  Nihilum  im«Tiii..if  Ret' 

ifen.e    it    f>^!L^xvs  that   Xityre  reu'*:rt   .1//  M/«^'.    /«/••  tAetr  0m 

^/rmunti    .1^7  *i.^i  fiot  JeitrK*^  Things  /«/"  Nothing." 
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"  Nullius  exitium  patitur  Natura  videri."  ^ 

^^  Nature  does  not  suffer  the  annihiiation  of  anything  to  be  seenJ* 

"  Immortali  sunt  Natura  praedita  certe 
Haud  igitur  possunt  ad  Nilum  quaeque  reverti."  * 
**  They  are,  therefore,  endowed  with  an  immortal  nature,     Tkerejm 
things  cannot  revert  into  Nothing." 

'*  Haud  igitur  redit  ad  Nihilum  Res  uUa,  sed  omnes 
"  Discidio  redeunt  in  corpora  materiai."  ^ 
"  Therefore,  No  Thing  can  go  back  into  Nothing :  but  all  whtn 
destroyed  return  into  the  elements  of  matter  ** 

"  Haud  igitur  penitus  pereunt  quaecunque  videntur 
Quando  alid  ex  alio  reficit  Natura,  nee  ullam 
Rem  gigni  patitur,  nisi  morte  adjutum  alieni."* 
"  Therefore  visible  things   do   not  altogether  perish  when  Naturt 
remakes  one  thing  out  of  another,  nor  does  she  suffer  any  Thing  ^ 
be  produced  unless  aided  by  the  destruction  of  another ^ 

And  this  is  the  constant  refrain  of  the  Lucretian  Philosophy: 
that  No  Thing  can  be  created  out  of  Nothing :  and  that  No 
Thing  can  go  back  into  Nothing. 

"  Nunc  age  Res  quoniam  docui  non  posse  creari 
De  Nihilo,  neque  item  genitas  ad  Nil  revocari/'  ^ 
^^  No7v^   come,   since  that  I  have  taught  that  Things  cann^  k 

created  out  of  nothing,  no  more  than  when  once  produced  can  tkn 

be  reduced  into  Nothing, ^^ 

"At  quoniam  supera  docui  Nil  posse  creari 

De  Nihilo,  neque  quod  genitumst  ad  Nil  revocari 

Esse  immortali  Primordia  corpore  debent."^^ 

^^  But  since  I  have  taught  above  that  Nothing  can  be  cruikt 
out  of  Nothing  :  and  that  what  is  once  produced  cannot  be  calld 
back  into  Nothing,  t/ie  elements  must  be  endoiaed  tenth  immorti 
bodies,'^ 

And  this  is  the  very  doctrine  that  physicists  maintain  to  the 
present  day.  Chemists  delight  to  expatiate  to  their  audiences  on 
the  indestructibility  of  all  things.  How  seeming  destruction  i? 
merely  the  dissolution  of  atoms  under  their  present  combinations: 
to  re-appear  in  forms  and  new  combinations  in  perpetual  succession. 

The  fallacy  upon  which  the  Lucretian  Philosophy  makes  ship- 

'  De  Rerum  Nattird,  i.  224.  '-^  Ibid,  i.  236.  ^  Ibid,  i.  248. 

•*  Ibid,  i.  262.  5  Dg  i^gf,  j^^   i    265.         «  Ibid,  i.  543. 
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ck,   so   far  as  regards  Economics,  is  now  evident.     Lucretius 
Hi^hout  assumes  that  Nulla  Res  is  the  same  as  NihiL 
.Ui-rctius  was  a  sublime  fxxrt,  but  he  was  not  a  Jurist.     He 
i  nil  idea  of  Res  meaning  anything  but  a  material  object,  as 
did  in  early   I^tin  and  Jurisprudence.     He  had  no  idea  that 

Jurists    had    extended    Res    to    include    tx>th    labour   and 
rdit.       And  thus   the   doctrine   that  rv  nihiio  nihil  fit  falls  to 

^nmnd. 

On  Immaterial  Quantities  as  Res  or  Wealth. 

II.  Hut  Kconomics  and  law  confound  the  best  settled  dix-trines 
the  v.ij;es  of  Kid 

It  IS  true  that  many  Kconomists  have  declari-d  that  man  can 
rate  nothing,  and  that  all  Wealth  comes  from  the  earth.  But 
nith.  Say,  Si*nior.  Mill,  and  all  Economists  of  note  now 
iininiously  class  !*ersonal  (Qualities  as  Wealth  :  and  Ial»our  as  a 
ndihU-  <'omm<Hlity. 

All  nitKlern  Kconomists  of  note  are  now  agreed  that  the  ancients 
fe  right  in  holding  Exchangeability  to  l)e  the  volt-  essence  and 
inriplc  of  Wealth;  that  whatever  can  l)e  l>ought  and  sold,  or  ei- 
ang«-d,  or  whose  value  can  be  measured  in  money,  is  Wealth. 
*i-ntv  two  centuries  ago,  the  author  of  the  Er\\ia$  irrefragably 

o\ed  that  Knowledge  is  Wealth. 

Knowledge,  therefore,  by  the  very  generality  of  thi-  di  finition, 
k1  b\  the  conM'nt  of  ever)*  Kconomist  of  notr.  t^  Wealth.  And 
urr  d«»es  knowledge  come  from?  And  what  is  it  formed  out  of? 
rx-^  It  runie  from  the  earth  ?  And  is  it  formi-d  out  of  the  materiaU 
the  globe?  All  that  we  know  is  that  knowK-ti^t-  originates  in 
I  nunil.  Knowledge  is  formed  ///  the  mind,  by  gr«-at  I^iliour. 
ry  often.  Hut  is  it  formeti  i>ir/  ^  the  materiaK  »if  thi-  mifMi  ? 
id  if  so,  wlut  is  the  .Mind  com()Osed  of?  lN>es  ir  1  orne  frum  the 
rlh?  And  are  we  to  ha\f  an  atomir  th«-ory  of  th»-  nund  and  <if 
no«ietlge?  Will  v»me  nutaphx si< al  Palton  r«vi\«-  th*  d'Mtnnt-  of 
j4Tetiiis  and  the  .Sioirs,  that  kiiow!«figc  and  th»  Htirn.in  Mind  are 
im{KJM.*d  of  indestru<  tiblr  pnrnordi.il  atfini^  ? 

Hut  this   >aiiif    Knowlidjj*      wh«n«i     •ofi.*::     /  '      W  r..i:    is    jt  ? 
"hilhi  T  ^:<wth  :l  ? 
W.-  ktxm    rji.t     do  iiur  ri.ulrr^  '     N.itri* !. -s,   .•    ;•    W..!-?}.,  urnl, 

tf  !rf<irr.   :t   :s    %«lthm    tif     flMiii.iin    ot    tt.*     I.-  rif]>,:i,:>!        ](    nuv     \tc 

j'jght  and  viM.  It  nu\   ♦»•    \.il  iid  ri  ni*. -^    it  1-  Mp    pr<Mi-j« ;  »4 
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Labour,  it  may  be  handed  down  from  age  to  age,  like  any  matexiil 
chattel 

The  acquisition  of  Knowledge  is  the  acquisition  of  Wealth,  and 
the  loss  of  Knowledge  is  the  loss,  or  destruction,  of  Wealth.  And 
is  the  loss  or  destruction  of  Knowledge  the  dissolution  of  indestnic- 
tible  primordial  atoms? 

Here  then  we  have  vast  masses  of  Wealth,  and  the  question  is- 
where  does  it  come  from?  And  what  is  it  composed  of?  And 
there  can  be  but  two  answers  to  the  question.  Either  Knowledge 
is  comf>osed  of  indestructible  primordial  atoms,  or  it  is  not  If  it 
be  so,  then  the  formation  of  Knowledge  is  not  the  creation  of 
W^ealth  out  of  Nothing^.  But  unless  we  are  prepared  to  adnnt 
that — and  who  is? — the  formation  of  Knowledge  must  be  the 
creation  of  Wealth  out  of  Nothing^i  and  the  loss  or  destruction  of 
Knowledge  must  be  the  Decreation,  the  Annihilatioiiy  or  the 
return  of  Wealth  into  Nothing. 

Every  one  knows  that  Trade  Secrets  are  a  most  valuable  form  of 
Wealth.  As  one  example  of  this,  out  of  thousands,  we  may  take  a 
case  which  was  before  the  Scotch  Courts  some  years  aga  In  the 
1 7th  centun*,  a  person  named  Anderson  discovered  a  way  of  making 
pills,  which  soon  became  ven*  popular.  The  secret  of  making  these 
pills  has  been  handed  down  from  generation  to  generation,  and  bs 
been  a  constant  source  of  Wealth  to  the  possessors  of  it  Some 
years  ago  the  f>ossessor  of  it  became  bankrupt,  and  his  creditors 
claimed  the  right  of  having  it  given  up  to  them,  as  part  of  the 
bankrupt's  assets.  The  pills  have  been  analysed  in  \-ain,  and  the 
secret  of  their  composition  has  never  been  able  to  be  discovered 

Now  here  is  a  manifest  case  of  a  trade  secret — Knowledge— beiK 
Wealth  :  and  where  did  this  Wealth,  or  Knowledge,  come  from? 
And  what  is  it  composed  of?  Did  it  come  from  the  earth  ?  k^ 
is  it  composed  of  the  materials  of  the  globe  ?  And  yet  it  has  beaJ 
handed  down  as  an  heirloom  from  age  to  age.  If  the  owner  of  the 
secret  died  without  di\'ulging  it,  there  would  be  a  manifest  loss  of 
Wealth,  and  what  would  become  of  it  in  that  case  ?  Would  \i  be 
resolved  into  undying  atoms  ? 

Now,  Knowledge  is  Wealth — and  Knowledge  is  a  Res    And 
here  we  have  enormous  masses  of  Res — which  are  created  oot 
Nothing— and  if  lost,  may  go  back  into  Nothins^.     Thk 
example  which  entirely  overthrows  the  doctrine  of 
the    Physical  Philosophers,  that  No  Thing  can 
of  Nothing,  and  that  No  Thing  can  go  back  in 

The  doctrines  of  those  Economists  who  maintai 
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from  the  earth,  and  is  formed  out  of  the  materials  of  the 
obe,  are  also  overthrown,  and  who  maintain  that  man  can  create 
lo  Thing.  For  here  we  have  vast  masses  of  Wealth,  which  do 
ot  come  from  the  earth,  and  are  created  by  man. 

Hence,  it  is  evident  that  there  is  another  source  of  Wealth 
aides  the  earth,  namely  the  Human  Mind. 

O/t  Incorporeal  Quantities  as  Res,  or  Wealth. 

III.  but  the  third  Order  of  Kconomic  <Juantitic*s  —  Abstract 
Sights — do  not  originate  in  the  ICarth,  nor  yet  in  the  Mind. 
ind  here  again  Lucretius  is  at  fault.  For  he  says  that  there 
h  No  Thing  lK.*sides  the  Void  whicli  is  separated  from  some 

**C)ninis  ut  est  igitur  |kt  se  Natura  duabus. 
(^onsistit  Kcbus:  nam  Corpora  sunt  et  Inane."' 

•*  T»i€r€fort  aii  .Wt/yrf  lU  it  exists,  is  ^vtistttutt-.t  of  tivo  Things : 
IT  thrre  art  Corporeal  Things  and  thtrt  /j  thf  Void." 

**  Pnetcrea  nihil  est  (juoil  |)ossis  dicero  ab  omni 
(*or{K)rr  sriunt  tuin  :  se<Tetum<}Ut'  esse  ali  Inane 
<Juix!  (]uasi  tcrtia  sit  nuniero  Natura  ri'|»erta.''  - 
^Btiidti,  thtre  ts  nothing  7vhu'h  j'ou  ivu/d  stn   u  stfaratid  ffom 
ny  Body  - -and  distim-t  fti^m  the  Void^  tchich  'could ^  as  it  urre^  count 
tf  tke  dtUiKYry-  cf  third  \atuu" 

•'Kt  latere  it  fungi  siiu-  Corpore  Nulla  i>*»u-i  Res."* 

*'  Arul  No  Thing;  ••/^  ait  and  fumfion  without  a  Body.** 

" Krg«i  pr.itrr  Inane  ei  Corpora,  tcrii.i  ptr  sf 

Nulla  poit -^t  Renim  in  nunu-ro  N.itura  ri-lin  \\\\ 
Net-   jii.e  nuI»  viinun  i.iil.il  ullo  tcmjH)rt*  lutNiros 
Ni-r  ratumr  unnni  •ju.im  •juistju.im  {HiNsit  .ipiM  1."* 
Tktret.'ft,  itudfi  the  I'cid  and  I<cdtes  no  ths^a  Sature  eai  bt  left 
^  t*t  •i'Untrd  ttf'!rrt^'    /'/itn^'i    u-f'tuh   ian  ctnff    bf  r(.^\nii<d  hy   the 
tnses,  or  U'htih  jn\  ■»/<•  »M/r  jC^a^/^  H  the  tea  son  .  /  ht\  mind.' 

fruni    !!»■%(■   lii:i  s   it    in  tuMr  that   l.u<rrtiu-   «lni   not  .i;>prchrnd 
e  fuiKuri-  o'    k.^his  «»J    .\«  tsitn.    l»tl»tN,    r.sll-   «•:    iAilu:i.;r,   and 
ll^  UikIs  ot    In<  orptinai    I*r<>;»irt\.  itr    in     \%<>i:i<i   l..i\r    fmiml   it 
*0  mudil)   tliiN  p.trt  <>i    Ills   V\\\\*  n< •;•!]> 

1  lutionH  unaniniiiusK  •  !a>^  Incorporeal  Quanti* 

""  uitT  ihr  irrn  s   RcS,  /V, /*';/.!,  Bona. 


•  I  •   « 
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Merx  :  xprjixaraf  irpayyuvra,  oficos,  ovcrta  ayaSa^  olxria  a^ain||» 
Goods,  Chattels,  Merchandise,  Vendible  Commodities,  Incorpod] 
Things,  Incorporeal  Wealth. 

If  Lucretius  had  shown  his  poem  before  he  published  it,  to  ill 
friend  Cicero,  he  would  have  smiled.     He  would  have  taken  t  Bi 
of  Exchange  out  of  his  desk,  and  said — "My  friend  Lucretius, fOi 
say  that  No  Things  can  exist  separate  from  a  Body,  nor  act  nor 
function  without  a  Body.    Now  my  son  is  going  to  Athens  to-monoi 
to  attend  his  classes,  and  as  it  would  not  be  safe  for  him  to  cm} 
Money  with  him,  I  have  got  from  my  banker  in  the  forum  a  fil 
of  Exchange  on  Athens.     This  Bill  of  Exchange  is  a  simple  Ri^ 
of  Action — it  is  a  Res — and  yet  it  was  created  out  of  Nothing  bf 
my  banker  at  my  request.     It  is  what  we  lawyers  call  a  Res  Ift* 
corporalis,  which   you  maintain,  cannot  exist  in   the  nature  of 
things.     When  my  son  presents  this  bill  to  the  banker  at  Athens,  he 
will  give  him  the  sum  for  which  it  is  payable.     Therefore  you  sec 
that  it  acts  and  functions  without  a  body,  and  hence,  my  frietid,  yov 
doctrine  that  there  is  no  third  Thing  in  Nature  besides  Bodies  and 
the  Void,  and  that  No  Thing  can  act  and  function  without  i 
Body,  requires  reconsideration.     If  you  will  come  to  myself  or  to 
Hortensius,  and  have  a  little  chat  with  us,  we  will  explain  to  yoQ 
that  in  our  law.  Abstract  Rights  of  many  different  sorts  are  termed 
Res  Incorporales :  and  that  these  Abstract  Rights  can  be  bought 
and  sold,  and  transferred  from  one  person  to  another  with  the  utmost 
facility  by  word  of  mouth,  without  any  Body.     Thus,  for  example,  if 
Titius  is  bound  to  pay  Junius  a  sum  of  money,  and  Junius  wishes 
to  transfer  that  Debt,  or  Right,  to  Lucius,  the  three  parties  meet 
together.     Junius  transfers  his  Right  to  Lucius  by  word  of  mouth, 
and  Titius  agrees  by  word  of  mouth  to  pay  Lucius,  the  Right,  or 
Res,  is  as  effectually  transferred  as  a  piece  of  money  would  be  by 
manual  delivery.     And  in  a  similar  manner  this  Debt — a  Res— 
may  be  transferred  any  number  of  times  in  exchange  for  goods,  and 
effect  sales  just  like  a  piece  of  money.     What  then  becomes  of  your 
doctrine  that  there  can  be  no  Res  without  a  Body — and  that  a  Rcs 
cannot  act  and  function  without  a  Body  ? 

**  In  the  case  of  this  Bill  which  I  hold  in  my  hand,  there  is  no 
doubt  a  piece  of  paper,  but  you  must  not  think  that  the  piece  of 
paper  is  the  Res — it  is  the  Right  of  Action  written  down  on  the 
paper  which  is  the  Res :  and  this  Res  equally  exists  whether  it  is 
written  down  on  paper  or  not.  I  had  a  wondrous  dream  last  night : 
methought  that  in  distant  ages,  many  centuries  hence,  men  will  have 
acquired  such  marvellous  powers,  that  they  will  be  able  to  stretch 
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me  from  the  most  disunt  parts  of  the  earth  to  each  other,  and  by 
Dme  magical  agency  of  a  nature  of  which  I  cannot  form  the  moit 
ague  idea*  they  will  be  able  to  send  messages  to  the  most  distant 
Qontnes  as  speedily  as  by  a  flash  of  lightning.  How  this  is  to  be 
lone  is  beyond  me  to  concei\'e— unless  peradventure  men  should 
uooeed  in  taming  the  lightning  to  their  will,  and  be  able  to  compel 
t  to  do  their  bidding.  Wliethcr  this  vision  will  ever  come  true,  is 
eyond  our  poor  weak  morul  powers  to  tell ;  it  lies  in  the  knees  of 
ic  Gods.  But  should  such  an  incredible  thing  ever  come  to  pass, 
len  will  be  able  to  send  Orders  for  the  pa>'ment  of  Money  to  the 
nthest  comers  of  the  earth  in  a  single  second,  just  as  easily  as  they 
o  now  by  Bills  of  Exchange. 

**  In  such  a  case  the  Res.  the  Right  of  Action,  will  be  created  out 
i  Nothing,  and  when  it  is  paid  the  Res  will  be  extinguished, 
:  will  be  annihilated,  it  will  go  back  into  the  Nothing  from 
rhcnce  it  came.  I  seriously  advise  you,  my  friend,  to  take  back 
hu  (lart  of  your  fKHrm,  and  expunge  that  part  of  it,  or  you  will 
lavc  all  the  lawyers  in  the  forum  laughing  at  you." 

Now  all  these  Abstract  Rights  are  Wealth— they  are  Res.  They 
^  expressly  termed  Res  Incorporates  in  Roman  I^w ;  (kx)ds, 
^battels,  Incoqx^real  Chattels,  Incor|>oreal  Wealth  in  English  Ijiw. 
^d  what  are  they  created  out  of?  Do  they  come  from  the 
Aerials  of  the  glube?  And  are  they  formed  out  of  inde* 
rurtible  primordial  atoms }  When  a  I  )ebt,  or  Ret,  is  ex- 
Mguishcd  and  .mnihilated.  is  it  resolved  into  indestructible  atoms 
»  reappear  in  another  form  ?  What  then  l>ecomes  of  the  doctrine 
ut  No  Thing  can  be  creatt-d  out  of  Nothing?  And  that 
lo  Thing  cm  go  back  mto  Nothing? 

As  a  matter  of  fact  qq  per  cent  of  the  commerce  in  this  countr)- 
camed  on  by  means  of  these  (^ircubting  l>el>ts — Circulating 
teSb  And  thcM:  lncoq>oreal  Res  have  exactly  the  same  eflect 
n  (mces,  and  produre  exactly  the  same  eflects,  as  an  equal  amount 
r  gold  and  silver.  What  then  l>ecomes  of  the  doctrine  that  No 
lung  can  act  and  function  mithout  a  Body  ? 
How  IS  a  lKl>t  i*ri.-ated?  By  the  mere  consent  of  two  MindS- 
y  the  men-  /f.j/  of  the  Human  WtlL  Wht-n  two  |K.T!»ons  have 
;re«'d  lo  c  rraii*  a  iHrht— whcnrr  d*H-s  it  come?  Is  it  extracted 
oni  thr  nutrn.iU  of  tlir  ^loU*?  Ni>'  it  is  a  valuable  prcxluct, 
reatt-fl  out  of  the  Absolute  Nothing  1>>  ihr  mere  fut  of  Chi- 
luman  Will,  and  when  It  is  ixtin^uishtii  it  l^  a  valuahir 
rudut  t    Decreated    into    Nothing,    by   tlu-    mere    fiat    of    the 

iunuui  Will. 
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Hence  we  now  see  that  there  is  a  third  source  of  Wealth,  besides 
the  Earth  and  the  Human  Mind — ^namely,  the  Human  Will 

And  by  far  the  larger  portion  of  Economic  Quantities  in  this 
country  are  of  this  order — and  merely  the  creation  of  the  Human 
WUL 

Thus,  whereas  Lucretius  only  recognised  two  species  of  Ra--  I 
namely,  Material  Things,  and  the  Void  —  there  are  in  &ct  two 
other  species — Knowledge,  Labour,  and  Character,  and  Abstract 
Rights ;  and  as  both  the  last  are  now  recognised  as  Wealth,  all 
the  supposed  paradox  of  creating  Wealth  out  of  Nothing,  whidi 
so  puzzled  the  Economists,  and  still  does  many  at  the  present  day, 
vanishes. 

Credit  in  Economics  is  very  much  analogous  to  Gravity  in 
Dynamics.  Gravity  is  force  pure  and  simple,  dissociated  from 
any  material  agency,  and  for  some  time  some  even  eminent  meD 
felt  a  difficulty  in  believing  in  it  for  that  reason.  Now  Credit  is 
Exchangeability  pure  and  simple,  dissociated  from  Labour  and 
Materiality,  and,  therefore,  some  persons  even  yet  feel  a  difficultj 
in  believing  it  to  be  Wealth.  But  Credit  is  Wealth  in  Economics, 
just  as  Gravity  is  Force  in  Dynamics. 

We  now  perceive  the  advantage  of  removing  all  notions  of 
Labour  and  Materiality  from  the  definition  of  Wealth,  and  adopting 
Exchangeability,  or  Purchasing  Power,  pure  and  simple,  as  the 
sole  essence  and  principle  of  Wealth,  and  defining  Wealth  to  be 
exclusively  an  Exchangeable  Right 

We  now  see  the  answer  to  the  doctrine  of  the  Economists,  that  all 
Wealth  must  be  formed  out  of  the  Materials  of  the  globe,  because 
No  Thing  can  come  out  of  Nothing. 

We  say  that  we  are  not  concerned  with  Material  substances  at 
all — but  only  with  the  Rights  to  them.  Some  philosophers  deny 
the  existence  of  a  Deity;  other  philosophers  deny  the  existence 
of  matter,  but  no  philosopher  will  ever  have  the  hardihood  to 
deny  that  men  can  Create,  can  Sell  or  Exchangee,  and  can 
Annihilate,  Rights,  and  we  have  now  established  that  Wealth 
is  nothing  but  Exchangeable  Rights. 
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productions of  the  original  plates.  A  verbatim  reprint  of  the  First  Edition. 
320  pages.     Uniform  with  the  Vicar  or  Wakkpixlo. 

TAe  above  Xforks  are  both  re-set  from  ne»  type,  tuith  title-pages  in  red  and 
black,  designed  by  J.  Walter  Wxst,  and  are  printed  on  choice  paper,  and 
bound  in  r»o  styles: 

{a)    Cloth  extra,  gilt  lettered  on  back,  gilt  top,  and  gilt  panel  on 

front,  price  2/6. 
{b)   cloth  extra,  gilt  lettered  on  back  and  front,  gilt  edges,  and  pro- 
fusely decorated  with  gold  on  front  and  back,  price  3/6. 
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